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FOREWORD 


By Anthony Kubek, Chairman, History Department, 
University of Dallas 


The Internal Security Subcommittee of the Senate Committee on 
the Judiciary is continuing its presentation of selected documents 
from the “Morgenthau Diaries.” The documents in the present vol- 
umes are arranged in order of the numbered books. Within each 
book, while the documents are generally in chronological order, the 
calendar sequence was not followed in the original and these volumes 
have preserved the original style. Portions of the diaries were printed 
in 1955 and 1956 in connection with specific studies. Itis the hope of 
the Subcommittee that this data will not only serve a historical purpose 
regarding events prior to and during the Second World War, but 
also indicate the serious problem of unauthorized, uncontrolled and 
often dangerous power exercised by nonelected officials. 

Henry Morgenthau, Jr., was Secretary of the Treasury from 
January 1934 to July 1945. He had been Under Secretary and 
Acting Secretary from November 17, 1933, to January 1, 1934. 
He had begun his public service in his native New York State while 
the late President Franklin D. Roosevelt was governor. His federal 
service began March 6, 1933, as chairman of the Federal Farm Board 
and he served from May 22 to November 16, 1933, as president of the 
Farm Credit Administration. 

In a conference in Washington in 1955, Mr. Morgenthau told 
Chairman James O. Eastland and the then Senator William E. Jenner, 
a former chairman of the Subcommittee, how the diaries originated. 

Mr. Morgenthau said: 

“T kept this group of papers, which are 95 percent records on the 
stenotype, in my office, as I felt that if I could have a stenotype oper- 
ator or a stenographer in my office making a record of the activities of 
the Secretary of the Treasury, in a sense, open door, that it would 
encourage young men and young women to come into the Government, 
and I felt it was very important that that be accomplished. 

“And I hope as time goes on and as this diary serves its purpose, 
that I will have done something to convince young people to join the 
Government, and that it is worthwhile to dedicate their life to the 
U.S. Government.” 

Responding to a question by Mr. Sourwine, chief counsel of the 
subcommittee, Mr. Morgenthau said the diary is “almost entirely” a 
verbatim record of what took place in his office while he was Secretary. 

The colloquy continued : 

“Mr. SOURWINE. Almost everything that took place was tran- 
scribed ? 

“Mr. Morcenruau. I don’t believe that—I would say everything, 
to the best of my knowledge. 
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“Mr. r. And then important documents, letters, and memo- 
randums that came along were also placed in the diary; is that right? 

“Mr. MorceNTHAU. Everything, unless it was of a strictly personal 
nature between the President and myself. 

“Mr. SourwINE. And once in a while—not frequently, but once in a 
while—you would dictate a memorandum for the diary with regard 
to something that took place that was not physically recorded ? 

“Mr. MorGENTHAT. Yes, sir. 

“Mr. Sourwinr. Can you say, Mr. Morgenthau, that all of those 
records have remained unedited and that they are exactly what actu- 
ally took place? 

“Mr, Morcentuau. They are just as is. And as a matter of fact, 
Mr. Sourwine, I have never read them myself, because I was kind of 
superstitious about them.” ? 

The diaries are now the property of the United States Govern- 
ment, under a deed of gift by Mr. Morgenthau, and are stored at the 
Roosevelt Memorial Library at Hyde Park, N.Y. After 25 years, 
a copy is to be made available to the Library of Congress. 

Mr. Morgenthau said that, to the best of his knowledge, there are 
only three important diaries in Hyde Park or in Washington— 
those of Franklin D. Roosevelt, Harry Hopkins, and himself. 

The subcommittee’s staff has given special attention to the activ- 
ities of Mr. Harry Dexter White having to do with the money of 
wartime China. Partly because of these activities, the Chinese 
dollar dropped from 60 to the American dollar to 4,000. Many 
observers believe that China’s monetary disarray was a major cause 
of General Chiang Kai-shek’s downfall and the Communists’ tri- 
umph. The policy of the executive branch and the Congress was to 
support Chiang. White not only nullified this policy; in effect, he 
reversed it. In collaboration with a small number of other high- 
ranking officials, he overbore the Government of the United States. 

Ultimately, White was revealed as a Communist agent. The 
diaries, however, show many instances of unauthorized and uncon- 
trolled action by nonsubversive officials, sometimes driven by private 
and whimsical idealism, sometimes by a wish to get power within 
their po ouens or agencies. 

The diaries run to 864 numbered volumes, with enough more ma- 
terial to bring the total to 900. Each contains about 300 pages, or 
about 1 million words in all. From volume 300 onward, they are 
largel y made up of verbatim transcripts of conversations among high- 
ranking Treasury officials. No such revelation of officials’ motives 
and conduct is ever likely to be available again. 


I 
Tue Bureaucracy 


One means of keeping watch over high-ranking officials alr 
exists, and is being partially and fitfully o It is Ae 
the investigative power of Senate committees. The common term 
generally used for high-ranking officials is bureaucracy. The term 
comes from France, where, in the 1400’s, the kings were creating the 
first unified nation of modern Europe. To help them in their strug- 


* Further testimony of Mr. Morgenthau is printed in app. I, p. 1095. 


FOREWORD v 
gles with the regional nobility, they called upon the aid of the clergy, 
who were both able and educated, and without ties to the noble 
families. 

The bureaucracy that developed was a complete governmental 
system, and the antithesis of what we would term democracy. Nom- 
inally the King ruled, but the bureaucracy, in the familiar phrase, 
was “the power behind the throne.” This throne-bureaucracy had 
the duty of hearing the aspirations and complaints of the citizens 
and, in general, ruled benevolently. The citizen’s part was mainly 
to obey. 

Tamales of this sort was unknown to the American Founding 
Fathers. Their political concepts were drawn chiefly from Great 
Britain, where events had moved differently. The date when the 
first true bureaucrat appeared in America is a matter of controversy, 
but it is considered to be around 1900. For a time, at any rate, 
bureaucrats were rare and scattered. It was not until the 1930’s when 
President Roosevelt established many new bureaus in an atmosphere 
of emergency that the growth of bureaucracy in America truly began 
on a large scale. One can draw parallels between the late-medieval 
France and the unrestrained machinery of bureaucracy in the 1930’s 
which became apparent in the high-ranking apparatus of officials in 
the Department of the Tre«sury under the control of Henry Morgen- 
thau, Jr., and Harry Dexter White. It is interesting to note that 
President Roosevelt, wspecially after the defeat of his Court plan in 
1937, found himself in a struggle with both businessmen and the leaders 
of his own Democratic Party. In running the Government, he did 
not wish to use persons whose ties were close to business and the 
Democratic Party. Instead, he turned to the American universities 
for advisers. Harry White was brought to Washington by a uni- 
versity dignitary, Dr. Jacob Viner. The newly arrived professors 
and graduate students that followed tried to encircle President 
Roosevelt; to widen the breach between him and business and the 
Democratic Party, and, to his often publicly expressed annoyance, 
rule in his name, as the “Morgenthau Diaries” expressively describe. 

One important characteristic regarding the Federal Government 
in the 1930’s was the increase of the bureaucratic machinery. The 
people already established in the bureaucracy brought in new bureau- 
crats who owed their posts to their bureaucratic superiors, and it was 
to the superiors they looked for advancement. Their interests and 
loyalties were wholly in and to themselves. 


II 
ReLarioss Wirt THE Executive AND LEGISLATIVE BRANCHES 


In this brief introduction no attempt is made to show the effect of 
bureaucratic control in our American Constitutional system. It is 
quite clear, however, as the “Morgenthau Diaries” show, that our 
check and balance system proved inapplicable regarding the activities 
of Harry Dexter White? 

Among the checks to, and balances between, the executive and 
legislative branches is tenure of office: for Members of the House, 
2 years; for the President, 4 years; for Senators, 6 years. All 


3 See Mr. Morgenthnu's comments on White, app. I, p. 1696. 
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are made subject to the popular will, but in degrees sufficiently vary- 
ing to permit each one to check, and balance, the others. The Supreme 
Court, it is true, has life tenure, but is correspondingly hedged about: 
it cannot initiate action, or at least is not supposed to, and must act 
according to prescribed rules and under public scrutiny. 

The contemporary bureaucracy has no such checks or balances. It 
has, in effect, life tenure, and is insulated from the community’s com- 
peting “interests.” Nor is it subject to many other checks and bal- 
ances of the executive, legislative, and judicial branches. The 
bureaucracy is a fourth branch of government, and is dangerous in 
its relative independence from the other three. From the point of 
view of freedom the executive, legislative, and judicial branches 
belong in the American political tradition, the bureaucracy in 
another. 

Basically, the problem is the bureaucracy’s potential ability to form 
an alternative governmental system, needing only a legal personage 
at. the head of the executive branch, a throne behind which to act. 
The political appointees in the executive branch, and the Congress, 
are superfluous. They are merely obstacles to the bureaucracy’s 
assumption of its proper powers. When the bureaucrats of the 
1930’s tried to seal off Mr. Roosevelt from the Democratic appointees 
in the executive branch and the Democratic leaders in Congress, they 
were acting according to bureaucratic nature. 

The “Morgenthau Diaries” show this encircling and sealing in al- 
most wearisome detail. Morgenthau’s ties with the Democratic Party 
were slight. The task of encircling Morgenthau, in practice, 
amounted to cutting him off from the Under Secretary of the 
Treasury, Mr. John W. Hanes, who was a substantial contributor 
to the Democratic Party and a friend of its leaders. Day by day, 
Harry Dexter White began to drive a wedge between Morgenthau 
and Hanes until White’s harassments caused Hanes to resign volun- 
tarily. Thereafter, Morgenthau was a complaisant throne behind 
which White exercised power. White also worked to eject. Mr. 
John L. Sullivan, a New Hampshire Democratic leader. The diaries 
show White, joining with other bureaucrats to encircle Mr. Roosevelt; 
in particular, White, acting in Morgenthau’s name, helped push 
Mr. Lauchlin Currie into the White House and keep him there. 

It may be remarked that, in recent years, American business corpo- 
rations haye been troubled by bureaucracies. These corporation 
bureaucracies have been exhaustively studied by the American Man- 
agement Association. Its conclusion, widely concurred in by man- 
agement consultants, is that bureaucracies are inherently uncon- 
trollable; inevitably, the corporation head becomes encircled by his 
bureaucratic subordinates. As a remedy, many corporations have 

lately moved to a division between “line” and “staff’—that is to say 
deprived the bureanerats of all executive power—and to decentrali- 
zation. The AMA’s analysis of bureaucracy and its evils is worth 
study; unhappily, it is hard to see how the remedies taken by corpo- 
rations can he used in government. i 

White's dislike of appointed officials in the executive branch ex- 
tended to elected representatives in the Congress. The diaries give 
two dramatic instances: To replace Hanes, White proposed a butano 
cratie friend, James M, Landis. When Landis’ name reached the 
Senate, Senator David L. Walsh of Massachusetts declared him 
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personally obnoxious. White thereupon froze the very large funds 
the Vatican had transferred to America from war-ridden Europe. 
To White’s incredulous surprise, however, Walsh stood firm, appar- 
ently with the stouthearted backing of William Cardinal O’Connell, 
and Landis’ name was ultimately withdrawn. 

The other attack, also abortive, was on Representative Martin 
Dies, whose Un-American Activities Committee wished to question 
White. A large number of bank examiners and Secret Service agents 
were kept busy for about two weeks trying to intercept a check that 
Secretary Harold Ickes suspected had been given Dies by the Texas 
Company. White and Ickes planned to accuse the Texas Company of 
being a Nazi front, although, in the diaries, they confessed they 
lacked proof. The check was not found, and for extraneous rea- 
sons, Dies’ investigation was never held. 

Even more serious are attempts by bureaucrats to reach over the 
heads of appointed officials to groups of citizen voters. The most 
important of many examples in the diaries is the Bretton Woods Con- 
ference. During World War II, the air was full of plans for post- 
war financial cooperation. The Senate Banking and Currency Com- 
mittee was stronely opposed to the plan devised by White. White, 
however, scoured the countryside, picking out banker supporters, 
and he used the British bureaucrat, Lord Keynes, to influence the 
New York banks. When the Bretton Woods Agreement was finally 
submitted to the Banking and Currency Committee, it had no realis- 
tic choice but to accept. 

An indeterminate number of citizens already think of bureaucrats 
as the persons in Washington who get things done. They are the 
initiators. Measures are sent down from the White House, not the 
other way around. Bureaucrats, accordingly, are the persons to see, 
and kowtow to. If ever this opinion becomes general, our traditional 
governmental system will obviously be in danger. 


TIT 
WHITEHALL 


Bureaucrats have one main defense. It is that they are persons of 
superior education, honesty, and public spirit, particularly in com- 
parison with our appointed officials who are prone to narrow par- 
tisanship. Therefore, it is argued that they not be criticized, and, 
still more, not investigated, lest they leave for outside employment, 
where they can make more money. 

The Senate Internal Security Subcommittee met this argument in 
its investigation of the Institute of Pacific Relations. In hundreds 
of speeches and press statements, the subcommittee was accused of 
damaging the Foreign Service. If such estimable young men as 
John Stewart Service and John Paton Davies were to be brought 
before the subcommittee for expressing their honest opinions, how 
was the State Department to recruit other valuable young men? 

Because this argument is accepted by many opinion-makers, it 
needs some examination. It is based on an unexpressed, and spurious, 
identification of the American bureaucracy with the British higher 
civil service, for which the British term is “Whitehall.” When the 
American bureaucracy was being built up in the 1930’s, Felix Frank- 
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furter's adviser was the British political scientist, Mr. Harold Laski, 
and a sprinkling of the new bureaucrats had attended the London 
School of Economics, or had been Rhodes scholars. From the begin- 
ning, American bureaucrats have hoped for the standing here that 
Whitehall is supposed to have in Great Britain. 


IV 
Tne Four Ways or BUREAUCRACY 


In one of the few hearings on the “Morgenthau Diaries,” 
Representative Walter Judd set out four ways in which bureaucrats 
grab for power. He spoke from the evidence of the diaries and his own 
long, intimate observation. The ways will be recognized by all those 
familiar with government; the hearing was one of the few attempts 
to deal with the problem analytically and it would be a pity if Judd’s 
warnings were lost. 


The ways are: 


I. Giving false information to the political appointees of the execu- 
tive branch. Throughout the Chinese gold episode, White continu- 
ally told Morgenthau that the existing Chinese Government of 
Chiang Kai-shek was corrupt, lacking in wide support, and likely to 
be replaced. White’s purpose, of course, was to influence Morgen- 
thau in arriving at, and carrying out, policy directives. 

There is no easy way for a political appointee to keep from being 
misled. He will need outside channels of information that he can 
use as checks against information from his bureaucratic subordinates. 
Most of all, he will need, in high degree, the capacity for independent 
judgment. 


II. Twisting policy directives—The Treasury directive was to 
help stabilize the Chinese money. The Congress loaned Chiang $500 
million in gold, which it was the duty of the Treasury to pass on 
to him. White argued the directive meant that Nationalist China 
was to be given stable money, a loan which implied that the recipient 
government be stable. Since the Chiang government, in White’s 
estimation, was unstable, the Treasury’s aim should be to replace 
it with one in which the Chinese Communists would dominate. 
Until then the Joan should be withheld. 

By their nature, directives are brief, and bureaucrats have oppor- 
tunities of filing them and interpreting them. Again, today’s di- 
rectives often have their preliminary drafting in committees rep- 
resenting a number of bureaus, or even a number of departments, 
all with conflicting points of view. The easiest way to reconcile 
these points of view is by ambiguities in the directive; sometimes 
ambiguities are deliberate. 


III. Delaying.—White at no time refused to send gold to China. 
For many months he simply did nothing. He then brought forward 
regulations about the means and routes of shipping gold, some of 
which he had made himself. Thus protected, he continued to delay. 

The delays of redtape are, of course, the bureaucrat’s ancient and 
famous weapon. As with the Chinese gold, a prolonged delay usually 
means a nullified directive. In most departments and agencies, regu- 
lations have become marvelously complex; only specialists can find 
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their way through them. Bureaucrats always have firm administra- 
tive ground for sitting motionless on any directive. The political 
appolntee may propose, but the bureaucrat disposes. 


IV. Spreading propaganda.—White's subordinates in Chungking, 
particularly Mr. Solomon Adler, our Treasury attaché, leaked stories 
unfavorable to Chiang to American correspondents. There were 
other, more important, leaks from the U.S. Embassy, but Adler did 
what he could to create a bad press for Chiang in America. This 
practice is far more prevalent and important than is generally 
realized. There have been many times when it seemed the bureau- 
erats and the Washington newspaper corps, together, were the indi- 
rect, but potential, rulers of America. 

The bureaucrat's motive is obvious. White could point to dis- 
patches in American newspapers as corroboration of what he told 
Morgenthau about Chiang’s corruption and weakness. The dis- 
patches tended to frighten off Morgenthau from seeming to be 
Chiang’s friend. No political appointee is happy about a policy 
directive that runs counter to the newspapers’ front pages. 

The motives of reporters, in part, are also obvious. They need 
what in Washington are called pipelines, and bureaucrats who seek 
to use the press will frequently pass on confidential information. 
The reporters use the bureaucrats, just as the bureaucrats use them. 
But the relationship goes much deeper. Experience shows that on 
a fixed news beat like Washington, where bureaucrats and reporters 
are in daily collaboration, they tend to form a pseudo-community, 
with strong mutual loyalties. The reporter who doubts a bureaucrat, 
and sets out to expose him, finds the whole pseudo-community united 
against him. 

The use of reporters by bureaucrats is a Damoclean sword above 
every elected official. White’s own relations with reporters were 
poor, and, although his efforts to oust Hanes were accompanied by 
a newspaper campaign, the leaking seems to have come from bureau- 
cratic friends of Landis outside the Treasury. In any case, the 
diaries are silent. But other examples of what bureaucrats can 
do, and have done, are everywhere. The unfavorable stories about 
Admiral Lewis L. Strauss, at the time of the fight over his confirma- 
tion as Secretary of Commerce, came in part from his scientist-bureau- 
crat subordinates; whatever may be the rights and wrongs of the 
Strauss case, such conduct is inexcusable. 


V 
CONTROL BY THE EXECUTIVE BRANCH 


The task of controlling the bureaucracy rests, in the first instance, 
with the executive branch; that is, with the political heads of depart- 
ments and agencies. The Senate and the House are in the second 
poia their part is to see that the political heads do their duty, and back 
them up. 

The encircling and sealing off of Morgenthau was easy. One of the 
virtues of the diaries is that they show the bureaucrats in firm con- 
trol. Morgenthau is one end of the spectrum; at the other are the 

olitical heads who stand toe to toe with the bureaucrats and dom- 
imate them. Experience seems to show they are of two types. One 
is the person who has had long experience in the political parties 
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and the Congress, for example, Governor James Y. Byrnes while 
Secretary of State. His ultimate ouster enabled the bureaucrats to 
extend themselves to the utmost. The testimony of Byrnes’ adviser, 
Mr. Anthony J. Panuch, before the subcommittee is a remarkable 
case study.‘ 

The other type is the corporation manager exemplified by Sec- 
retary of Defense, Charles E. Wilson. It must be said that some 
observers think Wilson, unlike Byrnes, made no real effort to fight 
the bureaucrats. If anything, he permitted their power as a group 
to increase, although cajoling and pushing individual bureaucrats 
into working hard and efficiently. These observers think the appoint- 
ment of corporation * managers like Wilson tends to weaken the polit- 
ical parties and the Congress vis-a-vis the bureaucracy, while the 
appointment of men like Byrnes tends to strengthen them. 

In any case, the question is how many Byrneses or Wilsons, in the 
last 30 years, has the executive branch had? Most persons familiar 
with Washington would have no trouble in naming 10 others; few 
would be able to name 20. It follows that all other heads of depart- 
ments and agencies failed, in varying degrees, to provide checks and 
balances to their bureaucratic subordinates. This is the measure of 
the Senate’s opportunity and duty. The political appointees of the ex- 
ecutive branch have not yet been able to bring about a constitutional 
balance with the bureaucracy. There is no prospect they can with- 
out the Senate's backing. 

This is, however, not the whole of the matter. In principle, the 
executive branch needs the Senate as a sort of outside review board. 
What, in fact, are the means open to even the ablest department and 
agency heads, the Byrneses and Wilsons, to keep the bureaucrats 
under them in order? For the most part they must use particular 
bureaucrats to discipline the remaining bureaucrats. The discipli- 
nary bureaucrats need outside support. Business corporations call 
in outside CPA firms. This is not because the corporation’s own 
auditors are suspect, but to strengthen the auditor’s hands against 
his fellow corporation officials. When an auditor disputes a fellow 
official’s figures, he can plead that he himself must satisfy the out- 
side CPA. If ever it came to be recognized that the Senate was 
prepared to investigate any and all departments and agencies, a vast 
revolution would be set in motion. 


VI 
Ture Power or THE Purse 


The discussion at last reaches the Senate investigations. The main 
constitutional means by which the legislature checks and balances 
the executive is through the power of the purse, and it may be asked 
why this power should not be extended to the bureaucracy. In a 
sense, it has. The many subcommittees handling appropriation 
legislation in Mouse and Senate endeavor to hold back the executive 
branch, and with it the bureaucracy. The difficulties are illustrated 
by the history of the Budget Bureau. In the 1920’s, when the Bureau 


4June 25, 1953, pt. 18, Senate Internal Security Subcommittee hearings on “Interlocking 
Subversion in Government Departments.” 
© General Electric. 
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was set up, the Congress met 90 days a year, and had no committee 
staffs worth speaking of. Rather than reorganize itself, the Congress 
created the Bureau to be the eyes, hands, and feet of the appropriations 
committees. ‘Today the Bureau is under the Presidential Office, and 
the hard-launching-pad installation of the bureaucrats. The Con- 
gress has lost, and the bureaucracy won. 

The power of the purse has other handicaps. White’s Division of 
Monetary Research had a miniscule budget—less, indeed, than the 
revenue brought in through his management of the U.S. branch of 
the tri-partite fund. There are many policymaking bureaucratic 
posts that cannot easily be dealt with by cutting appropriations. 
The Treasury, as a whole, was not a big-spending department. Most 
of its spending went for internal revenue and customs agents, the 
persons who brought in the money the Congress had to appropriate. 
In cases like White’s, the power of the purse probably has to be 
supplemented by the power to expose. 

Still another handicap is the current input-output economic 
theory, according to which a reduction of Government spending, 
except in special circumstances, mechanically leads to a reduction 
in business activity, and increased unemployment. Many sophis- 
ticated economists think input-output silly, but it is widely cherished 
among businessmen, and is an article of faith among bureaucrats. 
The Congress can cut particular departments and agencies, but it 
must compensate by increasing appropriations to the rest. The 
bureaucrats who lose their jobs merely shift elsewhere. 

In British-American constitutional development, the power of 
the purse has been the legislature’s main reliance since King John 
and the barons. But for the Congress to use it against the bureanc- 
racy will take ingenuity and experimentation. 


VII 
Tur RULE or CONTINUITY 


The convincing quality of the diaries comes in large part from 
their revelation of White’s acts over long periods. In the Chinese 
gold episode, for instance, there is no single act.of White’s for which 
an innocent explanation could not have been offered. But, taken 
together, his acts are clearly an attempt to wreck the Chinese money. 

This is perhaps the diaries’ greatest contribution to investigating 
the bureaucracy. Bureaucrats will almost never be found in flat 
defiance of policy directives, administrative regulations, or the law. 
They will always have excuses. 

The diaries do not tell the entire chain of events regarding 
China. Even after Morgenthau left the Treasury in July 1945, and 
the diaries came to an end, the Congress voted a second $500 million 
loan. None of this reached China, and independent evidence in the 
subcommittee’s possession once more points to White. The Chinese 
money collapsed for a second time, and Chiang’s unpaid and starving 
armies became prey to the Communists. 

What might have happened if a Senate committee had been keep- 
ing a continuous watch? The watch would have begun in 1943 with 
the first $500 million loan, and a committee staff member would hare 
known of the Chinese National Bank’s plan to keep the Chinese money 
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freely exchangeable for gold. As early as August 1944, that staff mem- 
ber would have noticed a wobbling of the yuan, or Chinese dollar. 
Ile need not have been suspicious, or have been a monetary expert, 
to have asked questions. Ño doubt White would have told him of 
the risks in shipping gold, and of the Chinese Government’s graft 
and instability, but the fact would have been apparent that the 
National Bank’s gold (the bank had received $15 million of the $500 
million) was running low. In November, there was a second up-and- 
down movement of the yuan; this time White’s excuses would have 
seemed less plausible. In January 1945, the yuan broke sharply. 
Stripped bare of gold, the National Bank was forced into issuing cer- 
tificates of deposit. The situation became very critical and it would 
not have mattered what White said, or didn’t say. The gold would 
have been shipped, or presumably the Senate would have swung into 
action. 

What is perhaps even likelier is that White would not have tried 
to wreck the Chinese money at all. Knowing himself to be under 
continuous surveillance, he might have hung back. The rule is the 
same as in police administration: keep the cops on the streets where 
they can be seen. It is by no means inconceivable that a half dozen 
Senate investigators, merely by twirling their night sticks in the 
Treasury corridors, and in the corridors of State, War, and Navy, 
might have saved China, and changed the history of our times. 

Although it has many facets, the subcommittee’s investigation of 
the Institute of Pacific Relations can be taken as showing the value 
of continuity. The IPR documents ran from the early 1930’s into 
the 1940’s. Mr. Philip Jessup could give innocent explanations 
for isolated acts, but the chain of events spoke for itself. 

The most publicized postwar investigation, Pearl Harbor, makes 
the point in reverse. Never was there gathered a more distinguished 
list of witnesses, or more intensive documentation, but they were 
squandered on the events of a few hours. Witnesses had to forget, 
or lie about, only a single act; forgetting, or lying about, two acts 
would have been four times as difficult, and the difficulty would 
have gone up in geometric ratio. 

In Great Britain, continuity lies behind—and gives force to—Parlia- 
ment’s celebrated question periods. In these regularly scheduled 
periods, members put questions to the ministers, who are the heads 
of executive departments and agencies. Time is strictly rationed 
in Parliament, as in the House of Representatives, and the periods 
were originally set up to let the opposition party speak its mind. 
But many questions concern the bureaucracy. The putting and 
answering of these questions constitutes, in a fashion, a recurrent 
outside review of the bureaucracy. 

Members do not, of course, have the investigative facilities of 
Senate committees, and must pick up information as they find it. 
But ministers and bureaucrats cannot foresee when questions will 
come. Parliament’s review is not literally continuous, but ministers 
and bureaucrats can never feel sure of being unwatched. Ministers 
have a motive for controlling the bureaucrats under them; bureau- 
crats, for not grabbing at power. 

The “Morgenthau Diaries” throughout breathe a comfortable se- 
curity. Neither Morgenthau nor White feared sudden inquiries from 
Senate committees. If they had, Morgenthau might have been less 
trusting, and White less bold. 
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VIII 
THE EXECUTIVE PRIVILEGE 


The writer is not competent to discuss the constitutional questions 
that the Executive privilege raises. Many persons, however, regard 
the Executive privilege as the most important obstacle, indeed a fatal 
one, to Senate investigations. The diaries suggest this is not 
necessarily so. Continuity of investigation can often be a substi- 
tute for documents the Executive withholds. 

In the Chinese gold episode, only a few lines in two documents, 
notably the “skating on thin ice” passages, would, in themselves, 
have been damaging to White. The detailed record of his delays, 
evasions, and hostility over a 2-year period makes them superfluous. 
If the “skating on thin ice” passages had been put under the 
Executive privilege, an investigation would still have been possible. 

Recently former President Eisenhower invoked the Executive 
privilege for an International Cooperation Administration evalua- 
tion report on Vietnam, and other documents. Suppose, even now, 
the ICA * were asked to retract, step by step, its Vietnam activities 
from their beginning: the nature of its original program, and 
sums paid over the results obtained. Indeed, a Senate subcom- 
mittee had planned to do precisely this. 

Parenthetically, it may be pointed out, investigators are often aided 
by an almost pathological terror among bureaucrats at being caught 
in a flat lie, but if they can be maneuvered into answering a simple, 
yes-or-no question, they will usually tell the truth. Perhaps this is 
because their service records follow them throughout their govern- 
ment employment, and a black mark would be with them always. 
In the Vietnam case, Ambassador Elbridge Durbrow, a superior 
State Department bureaucrat, discussed the evaluation report at 
length. He found inaccuracies and misinterpretations; he praised the 
ICA’s work in general, but nowhere did he make an unequivocal 
denial of the report’s criticisms. When, in the Chinese gold episode, 
General Brehon Somervell asked White a yes-or-no question. White 
was very evasive. Maneuvering a bureaucrat, it must be admitted, 
is very difficult to do. 

Where an investigation turns up a bureaucrat who is a foreign 
agent or otherwise unfit to remain in the government, documents, and 
hence the Executive privilege, become immensely important. Con- 
tinuous investigation might have kept White from undermining 
Chinese currency; it most unlikely could have proved his subver- 
sive tendencies. For that, certain documents in the diaries, par- 
ticularly those arising from the uncompleted Dies investigation, 
would have been indispensable. Continuous investigation can bring 
pressure on bureaucrats and make them draw back from an improper 
course of action, but only the abolition of the Executive privilege will 
enable Senate committees, in effect, to impeach bureaucrats and 
remove them. 

IX 


PoLrrican PARTISANSHIP 


In the past, there have been Senate investigations of political ap- 
pointees in the executive branch; the late Senator Thomas J. Walsh of 


% Now AID, the Agency for International Development. 
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of power between the executive branch and the bureaucracy. Never- 
theless, they are a pioneering effort, and worth looking into. 

One of the Pentagon’s devices seems genuinely inspired. It is to 
contract with business companies and universities for work that 
would otherwise be done by bureaucrats. This costs money, but less, 
the Pentagon believes, than new bureaucrats who probably could not 
afterward be let out. All bureaucracies have hitherto grown with 
the majestic inevitability of coral reefs; the device gives promise 
of inhibiting ours. 

(d) Talking the problem up. Most voters know the term “bu- 
reaucracy.” But that the bureaucracy has formed itself into a fourth 
branch of Government, that it is competing with the other three for 
power, that it has raised constitutional problems of great com- 
plexity—such things they do not know. 

In part, the voters’ difficulty in recognizing the bureaucracy as a 
fourth branch of Government has had to do with terms. Suppose, 
for example, “policymaking” and “administrative” are substituted 
for “legislative” and “executive.” Many voters would agree that 
both the Congress and the President and his Cabinet have policy- 
making functions: the Congress sets policy for the long term, the 
President and the Cabinet, day by day. Administration is the func- 
tion of an additional, or fourth, branch—the bureaucracy. The 

Founding Fathers made up “Executive”; it «is still regarded in 
Europe as an American concept. As long as Government jobs were 
political patronage, it was serviceable; it now needs redefinition. 

Bureaucrats today probably have public sympathy. For some 
time, universities and women’s organizations have campaigned to 
bring young men into the Government. Taking a Government job 
has been made the equivalent, in earlier days, of being a missionary to 
the Chinese. No one, it may be added, has campaigned to get officials 
into the executive branch to keep the missionaries under surveillance. 

Together with many newspapers, and notably the New York 
Times, this subcommittee’s investigations, and those of other com- 
mittees, have brought the same groups to the bureaucrats’ side. The 
bureaucrats have become type-cast as heroes; the committees as 
villains. This view has been seemingly vindicated by a string of 
ill-considered Court decisions. Questioning a bureaucrat has been 
made an act of tyranny. 

A hopeful sign is the increasing use of “big government,” in a 
derogatory, menacing sense. The Congress is bigger only by the 
number of the new Alaskan and Hawaiian Members. There are no 
more Officials holding posts in the executive branch than formerly. 
It may be the voters, if not the newspapers, are on the point of dis- 
covering that big government really means big bureaucracy, and 
big bureaucracy is what they should be frightened of. 

The problem might also be talked up to the political appointees 
in the executive branch. They might be encouraged to ask them- 
selves, for instance, why, as Secretary of State, John Foster 
Dulles traveled the distance of the earth to the moon and back to keep 
the business of the State Department out of the hands of the 
Foreign Service, and why he was at great pains to take matters 
affecting the safety of the country directly to President Eisenhower, 
bypassing the National Security Council. Dulles was a man of 

strong and resolute character; yet he clearly felt he had neither 
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the time nor energy to master the bureaucrats under him. The same 
was true, in only slightly less degree, of Secretary George M. Hum- 
hrey and the Treasury bureaucrats. Some political appointees, at 
east, might ask themselves if they have not insensibly lost the battle 
that Dulles and Humphrey took such desperate measures to avoid. 
They might ask themselves if they are content to be symbolic thrones 
behind which bureaucratic subordinates condemn cranberries, and 
otherwise exercise the powers titularly theirs. 

The problem hardly needs talking up to the Senate. But it is 
perhaps proper to restate, by means of one final example, the Senate’s 
responsibility. It was said earlier that Senate investigators might 
have prevented White from withholding gold from China. The 
issue 1s much broader. If the American governmental system, of 
which the Senate is a part, had worked as it should, and if it had 
not been disputed by bureaucratic aggression, China might not have 
been lost at all. 

A short way of putting the case is that, if Byrnes had remained as 
Secretary of State, the Communists might not have won. Senate 
investigators would not have had to keep Byrnes under surveillance. 
He was himself a former Senator, and one of the leaders of the 
Senate’s majority party. He looked to both the Senate and the 
Democratic Party for support, and was open to senatorial and party 
influence. During World War II, many Members of the Senate and 
the party had warm regard for Russia, but in 1946 President Truman 
brought over Mr. Winston Churchill to make his Iron Curtain speech 
at Fulton, Mo. From then on, the Senate and party were preponder- 
antly against Communist expansion. 

It is no disrespect to Byrnes’ successors, General George C. Mar- 
shall and Mr. Acheson, to say they did not have his ties to the Sen- 
ate, and did not look to it for support. On the contrary, Marshall 
was a military bureaucrat by career, and Acheson had bureaucratic 
friendships of many years’ standing. With the now well-known 
exceptions, the top-ranking bureaucrats of State, Defense, and the 
Treasury were not Communist sympathizers, but they had commit- 
ted themselves to a pro-Communist course in China, and, if the post- 
Churchill mood of the Senate and Democratic Party were to prevail, 
they would be disgraced. So, acting in surreptitious ways, promis- 
ing money and not paying it over, promising arms and keeping back 
ammunition, they kept on their course, and Marshall and Acheson, 
half-knowing and half-unknowing, but unwilling, in any case, to 
entrust themselves to the Senate or the party, were swept along 
with them. The American governmental system never envisaged a 
contest between the Senate and its majority party, on the one hand, 
and the Federal jobholders, on the other, and one in which the sup- 
posedly political appointees in the executive branch ranged them- 
selves with the jobholders. The Senate, no doubt, should be forgiven 
for having confirmed so distinguished a man as Marshall. But soon 
afterward the Senate leaders should have sensed that the American 
governmental system, as far as China was concerned, was breaking 
down, and moved to repair it. They did not, because, under the sys- 
tem, the bureaucracy Is not a recognized center of power, nor a 
recognized subject of the Senate’s concern. Because the changed 
nature of the American Government was not understood in 1946, we 
lost a quarter of the human race to Communism, and plunged this 
country into perils that have no foreseeable end. 

48-878—G5—vol. 1——2 


XVIIT FOREWORD 


The Senate received its name because, during the Revolution, 
Mr. John Adams made a study of Rome, and concluded the Roman 
Senate was the central institution of the Roman Republic, and the 
source of its liberties. If the American governmental system is 
to be revived and restored, the Members of the American Senate are 
the only likely persons to put it in hand. 


XI 
POSTSCRIPT 


The “Morgenthau Diaries” show what the problem of bureauc- 
racy is, not how the Senate might deal with it. A few obvious 
points, nevertheless, may be ventured. 

This subcommittee, and many other committees and subcom- 
mittees of the Senate, have investigated, and are investigating, the 
bureaucracy. The remedy that would seem to be called for by the 
diaries is already in use. A decision for continuous investigation 
would mean no new departure. It would mean generalizing, so to 
speak, present investigations. The premise on which present investi- 
gations are held is that only particular acts of particular bureau- 
crats need checking. The new assumption would be that all acts 
of all bureaucrats should be checked, and that checking them is 
a constitutional responsibility of the Senate and the House of 
Representatives. 

Clearly some bureaucrats will take more attention than others. 
State and Defense are perhaps nowadays at the high end of the range, 
and Post Office at the low end. In practice, investigation of the 
whole bureaucracy is likely to come down to investigation of a rela- 
tively small part of it. 

The Senate Committee on Government Operations is expressly 
charged with the problem of the bureaucracy and might undertake 
to test out techniques of a senatorial audit. It is to be expected the 
bureaucrats will resist, and, in particular, deny the Senate’s consti- 
tutional responsibility. The precedents that. are established will be 
of great importance. The Executive privilege, by itself, will take 
infinite thought and skill. 

It has been objected that a system of senatorial investigations will 
require the building up of a senatorial bureaucracy, with the same 
power-grabbing faults as the bureaucracy downtown. No reliable 
estimate can be made, but a system of senatorial investigation might, 
in time, require additional Senate staff members. Between such a 
bureaucracy and that of the executive branch, however, there would 
be an essential difference. The staff members would, it is hoped, 
be not taken from civil service lists, but from the committee chair- 
man’s political supporters. They would not be the bureaucrats, but 
the type of Federal employees in the earlier, and in some ways 
brighter, years of the Republic. 
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(Book 189, pp. 87-90) 


Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: May 10, 1939. 
To: Secretary Morgenthau. 

This is important because it indicates: 

(1) That Japan is desirous of pulling out of the China episode 
provided she can save her face and a few concessions; 

(2) The terms are becoming so good that China will be seriously 
tempted to accept. 

Now appears to be the time to initiate the question of a large loan 
to China (via Congressional action). 

(a) China will get much better terms if the loan is talked about in 
official circles. If the loan should actually go through, China would 
R in a very strong bargaining position in discussing peace terms with 

apan. 

(b) Not only will there be better peace terms but we will get a firm 
foothold on future Chinese business and we will get the bulk of 
reconstruction work in China. 

(e) China under peace time conditions and a revitalized Central 
Government will make a wonderful future market for American goods 
and enterprise. The better terms China can make with Japan the 
better the prospects for American trade with China. 

Mr. WHIT, 
Branch 2058, Room 200. 


[Paraphrase of cable] 
Confidential. 


From: Treasury Attaché, Hong Kong, China. 
Date: May 9, 1939. 


- MessaGE rrom Mr. NICHOLSON 


Re our message of April 27 and 28 relative to peace terms. 

Koyama, who is now in Shanghai, will return to Tokyo on 
Wednesday. 

As outlined in above messages, peace terms were again discussed 
and the following changes suggested : 

First to read: “Adherence to non-aggression pact.” 
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Third to be changed to: “Withdrawal of Japanese troops by easy 
stages, as to evacuate troops altogether is impossible; and work out 
methods mutually agreeable.” 

Fourth changed to read: “At Shanghai, Tsingtao and Hankow 
Japanese garrison to be maintained only until peace and order is 
restored.” 

It is desire of Koyama to return to Tokyo with concrete proposals 
from Government of China. 

With changes as above the whole peace proposition has now been 
submitted to Chungking. 

T. V. Soong channel through which negotiations are being 
conducted. 

Request utmost secrecy. Will endeavor keep you informed. 


[Paraphrase of cable] 


Confidential. 


From: Spagent, Hong Kong, China. 
To: Secretary of the Treasury. 
Date: April 27, 1939. 


Message rrom Mr. NICHOLSON 


Apparent that Japanese are earnestly seeking peace terms. 

On the 17th instant the following was submitted by an intermediary 
to a highly influential Chinese at Hong Kong: 

“The following has occurred to me: It being obvious that an hon- 
orable peace would be welcome, that direct approach, it appeared, 
could not very easily be made to either party, and that in way of 
formal approach through a neutral power there would be similar diffi- 
culty, that if there could be an exchange of ideas, informally, through 
some third parties, some formula might be arrived at which would 
be mutually acceptable. With this in mind, I approached a Japanese 
friend, whose name it is better not to mention, suggesting that he 
should obtain from Tokyo the terms suggested by them in order that 
they could be submitted to Chungking. My Japanese friend and my- 
self, of course, recognized that the terms which would be suggested 
first would not be acceptable, but though refusal would be inevitable, 
it was hoped that it would be rather a modification than a flat refusal 
so that the way might be left open for counter suggestions, and as a 
result of such interchange, eventually some reasonably acceptable solu- 
tion might be reached. 

“My friend, in order to start ball rolling, communicated with Tokyo 
and received a message conveying the following brief terms: 

First. Adherence to the anti-comintern pact, or as it was ex- 
pressed to me, anti-Communist agreement. 

Second. Economic cooperation with favorable treatment uncer- 
tain areas. 

Third. No territorial demands. No indemnity for war ex- 
pense. 


MORGENTHAU DIARY 9 


Fourth. Garrisons in certain places, until such time as no longer 
necessary, viz. until peace and order are restored. 
Fifth. Anti-Japanese activities to cease at once. 

“It is realized, as I have mentioned, that such original suggestions 
would not and could not be acceptable, and no terms could be agree- 
able, it has been pointed out, which do not recognize the treaty obliga- 
tions of China to other powers, and the sovereignty of China, but it 
is hoped that it may be possible for a reply to be given in a construc- 
tive manner to the suggestions made. 

“Such constructive counter-suggestions, should they be made, would 
be communicated verbally and a as terms which would pos- 
sibly be acceptable to the Chinese Government. They would not be 
formal and would have no binding force. 

“Something would have been achieved should agreement be reached 
in principle on a few main heads, but of course there would have to 
be very minute elaborations before anything like a solution could be 
reached.” 

As the above was considered totally unacceptable to an important 
faction of the Chinese Government, it was not submitted to Chung- 
king. 


(Book 201, p. 138) 
Re PossimLe Treasury Action AGAINST JAPAN 


Juny 5, 1939. 
9:45 a.m. 
Present: 
Mr. Foley 
Mr. Lochhead 
Mrs. Klotz 
Mr. Bell 
Mr. White 
Mr. Bernstein 

White: You’re letting the Japanese thing remain quiescent? 

H.M. Jr: Ihaven’t—no one, Harry, has given me an opinion, a legal 
opinion, that we should do anything on Section 303 towards the 
Japanese. +s 

White: No one’s given you a legal opinion on that? 

H.M. Jr: I have nothing from the General Counsel’s office. 

White: Well, they'll get busy today. 

Foley: Ive not been asked. ; i 

(At this point other matters were discussed for several minutes.) 

H.M. Jr: But, again, Professor White asked me why I don’t do 
something on the Japanese and, for the record, I say I’m not doing 
anything because there’s nothing before me. Anybody challenge that 
remark? 

White: Your—the legal staff will have a busy day—shall I say 
“unusual”? try i 

H.M. Jr: Well, you (Foley) better lay off them until this thing 
(monetary legislation) is over. Start on them tomorrow morning. 
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(Book 202, p. 155) 
TREASURY DEPARTMENT ÍNTER-OrriCE COMMUNICATION 


Date: July 10, 1939. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject: Japanese Currency, War in China and the Tientsin 
Incident. 

1. The foreign concessions in China, now being threatened by the 
Tientsin blockade, are vital in protecting the Chinese national cur- 
rency. The Japanese have been trying hard to drive that currency 
out of use in the occupied areas but find they cannot do so unless they 
control the concession areas. Not only does the continued existence 
of these foreign concessions prevent the Japanese from obtaining the 
full economic benefits of their military occupation but they have 
been a source of important aid to the Chinese guerrilla forces now 
fighting behind the Japanese lines. 

2. The technique which the Japanese have used to attack the Chinese 
currency has varied from time to time, and city to city, but the basic 
principle has always been the same, that of forcibly substituting a 
fiat currency subject to strict exchange control for the Chinese 
currency which in practice is freely convertible into foreign exchange. 

3. The Japanese through their currency maneuvers have already 
partly succeeded in (a) breaking down the stability of Chinese cur- 
rency, and (b) obtaining a substantial trade advantage for their 
nationals. 

(a) The Japanese substitute their fiat notes for Chinese notes and 
then buy foreign exchange with Chinese currency. This practice 
gives them a considerable amount of foreign exchange and weakens 
the Chinese currency. Japanese sales of Chinese currency are gener- 
ally considered to have been a very important factor in driving down 
the Chinese currency from 29¢ to 16¢ during 1938, and from 
16¢ to 12¢ in June 1939. The Chinese Government on July 5 pro- 
hibited the import of 237 non-essential commodities, in an effort to 
reduce the drain of foreign exchange and to strengthen the yuan. 


(Book 205, p. 210) 
(Page 2 of document) 


H: * * * we’ll—that—that if—if and when the developments indi- 
cate that a satisfactory agreement can be negotiated, we, of course, 
would have—have it in mind. 

HMJr: Yes. 

H: Henry, while you’re talking, that reminds me. You’ve got a lit- 
tle—you’ve got a little difficulty, I think, over there in that Manchurian 
thing about changing the name to China and making them mark every- 
thing up as coming from China there in Manchuria. 

HMJr: Yeah. 


1 Prepared by Mr, Glasser and Mr. Hooker. 
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H: I was just wondering if—if my fellows—if it might not be help- 
ful to make one last effort for a conference with my fellows and yours 
to see whether you can avoid a possible complication there. 

HMJr: Yeah. Well, Pm not familiar with it personally. If you'd 
pS e is handling it get in touch with Harry White over here. 

: Yeah. 

HM Jr: Will you do that? 

H: Yes, Pll be glad to do it. 1 think we ought to make another 
ofina to see if we can’t avoid shutting ourselves out over there, practi- 
cally. 

HMJr: Well, I—I’ll tell Harry White that you're interested and 
that he’ll be hearing from somebody from your office. 

H: Yes, and if—whatever you can indicate to him about—about 
keeping that liberalized just a little, if we can, to avoid being shut out 
over there. 

HMJr:Isee. Well, I1—Pl mention that to him. 

H: All right. Thank you. 

HMJr: Now—— 

H: Anything else, Henry? 

HMJr: Yes. If—I thought if it would be convenient for you to 
ae te Cabinet maybe a couple of minutes earlier. Frank Walker just 

eit here. 


(Book 218, pp. 70-71) 
SHANGHAI, September 22, 1939. 
Sovmr LEADERS ALLEGED PROPOSAL TO CHINA 


According to information received by Japanese secret service from 
their agent in Chungking, on September 4th, Mr. Livinoff, the for- 
mer foreign Commissar of Soviet Russia arrived by plane secretly in 
Chungking and was warmly welcomed at the airfield by Gen. Chiang 
Kai-shek, Mr. Chow En-lai and some fifty Chinese government lead- 
ers. Mr. Livinoff was then driven to the Waichiaopu’s hostel where 
he stayed during his sojourn in Chungking. Miss Soong Ching-ling 
(Mme. Sun Yat-sen) and Mr. Chow En-lai then held a conference 
with Mr. Livinoff for over one hour. After that the Soviet visitor 
went to bed. 

The next morning at about 9 o’clock, Dr. Wang Chung-hui called 
on Mr. Livinoff and had a two-hour talk with him. Mr. Livinoff 
handed over to Wang for delivery two letters from Stalin and Molotov 
for Gen. Chiang Kai-shek. Mr. Livinoff also disclosed the nature of 
his present visit to Dr. Wang. 

In the afternoon Dr. Wang saw Gen. Chiang Kai-shek, reported 
details about the mission of Mr. Livinoff, and translated the contents 
of the two letters for the Generalissimo, who immediately devoted 
himself to deep thought. He told Dr. Wang that since Gen. Pai 
Chung-hsi and Gen. Chen Chiang were both in the front, he could 
make no decision for the time being. He ordered Gen. Ho Ying- 
ching to wire to these two generals to return immediately, and he 
asked Dr. Wang to tell Mr. Livinoff that the issues concerned could 
not have his immediate reply because he had to wait for a conference 
with responsible military leaders. 
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Mr. Livinoff was taken by Dr. Wang to see Gen. Chiang at 5 p.m. 
and the three of them had a lengthy talk. On the same night, Gen. 
Chiang gave a party in Mr. Livinoii’s honor and a large number of 
government leaders attended. 

The following morning (September 6th) Gen. Chiang called a con- 
ference of government leaders to consider the following four points 
contained in the letters of Stalin and Molotov. 

(1) The letters state that Soviet Russia, Germany and Italy offered 
to mediate in the Sino-Japanese dispute and that the three nations 
are ready to guarantee the territorial integrity of China. 

(2) That the three nations mentioned above strongly urge China 
and Japan to join their proposed five power pact. 

(3) That Soviet Russia voluntarily pledged herself to change the 
communistic system and that Germany and Italy would act as her 
guarantors. 

(4) That the formation of the proposed five power pact will render 
the neutrality act of America impractical and consequently she will 
be compelled by circumstances also to join the pact. 

Those present were divided in their opinions regarding the above 
proposals but most of them favored a careful poty so as to avoid 
falling into any trap. Finally Gen. Chiang asked all those present 
to give due consideration to these issues and contribute their ideas 
at another conference to be called shortly. 


(Book 213, pp. 72-74) 


Copy 
Quadruplicate 
No. 223. 
Rancoon, Burma, September 22, 1939. 
Confidential. 
Subject: Transportation of Materials over the Burma-Yunnan High- 
way. 


The Honorable the SECRETARY OF STATE, 
Washington, D.C. 

Sir: I have the honor to refer to this Consulate’s despatch of July 
11, 1939, transmitting despatch no. 194 of July 10, 1939, concerning 
transport conditions prevailing on the Yunnan-Burma highway. In 
connection therewith 1 now have the honor to submit additional in- 
formation relating to the transportation over the highway of supplies 
for the Chinese Government. 

The Rangoon contractor referred to in the aforementioned despatch 
continued during July and August to transport supplies by truck 
from the railhead at Lashio to various depots over the Chinese border. 
He now operates a fleet of two hundred trucks driven by crews of 
Burmans, Anglo-Burmans, and Chinese, who are paid at the uniform 
flat rate of two rupees, two annas a day (about U.S. $0.62 at present 
rates of exchange). During June the Chinese authorities gradually 
dispensed with the services of numerous independent contractors oper- 
ating over the road. Since the beginning of July, therefore, his 
trucks have been the only ones engaged in the transportation of war 
oenina and supplies for the Chinese Government from Burma to 
“hina. 
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The following figures show the number of trips made by the 
trucks of this fleet from Lashio to the places in China indicated during 
June, July and August, 1939. Each truck is understood to have been 
filled to its two-ton capacity but not overloaded. Quantities of ma- 
terials can be ete quite accurately, therefore, by multiplying the 
number of trips by two. These figures do not show comparatively small 
quantities carried by independent contractors during June but indicate 
the total volume of supplies transported from Burma over the highway 
during July and August. 


June July August 


Trips Tons Trips Tons Trips Tons 


Lishio Cherig aee renta cocos 507 1,014 39 78 147 294 


TOS EAY COTS Oe einem aconmeceeoees 167 334 70 140 231 462 
Las O tdo 41 82 394 788 None None 
at A os e le E ee 715 1, 430 503 1,006 378 756 


The materials carried consisted principally of ammunition, but 
included two hundred tons of T.N.T. transported during August. 

By August 28th all military supplies then awaiting shipment at 
Lashio were cleared, and a few trucks were used thereafter to trans- 
port gasoline. It was expected, however, that additional supplies of 
war materials soon would be shipped by rail from Rangoon to Lashio. 

As the foregoing table indicates, none of the trucks operating out 
of Lashio proceeded as far as Paoshan during August. The reason 
was that heavy rains caused frequent landslides and washouts in the 
mountainous country through which the road passes between Mangshih 
and Paoshan, rendering that section of the highway virtually im- 
passable throughout the greater part of the month. It is understood, 
however, that heavy rains in that region cease early in September and 
that workmen are engaged in repairing damaged sections of the high- 
way. 

Unfavorable weather conditions prevailing during July and August 
ereatly hampered the operation of trucks in other areas and caused 

requent delays. However, the road was kept open to traffic between 
Lashio and Mangshih during the summer months when rainfall was 
heaviest. 
Respectfully yours, 
(Signed) Austin C. Brady, 
(Typed) Austin C. Brapy, 
American Consul, 


(Book 213, pp. 249-254) 


SEPTEMBER 26, 1939. 
11:15 a.m. 
Present: 
Chinese Ambassador 
Mr. Cotton 
(Dr. White at the very end) 


HM, Jr: Do you know Mr. Cotton? 
Ambassador: Yes; we have met before. 
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HM, Jr: Mr. Cotton is the Treasury Director on the Export-Im- 
port Bank. Having some idea of what you have in mind, I 
thought he might just as well hear it. 

Ambassador: I come to report to you an interview I had with 
the President, just two weeks ago last Friday. He was gracious 
enough to give me an interview. 3 j 10.0 

After reporting to him the international situation in the East cre- 
ated by these stupendous changes in Europe, 1 was reporting to him 
that this situation made our Government very nervous. On one 
hand we were afraid of the steps Russia might take; on the other 
hand we are afraid that the Alhes, England and France, might de- 
sert us and might come to agreements that would be very disad- 
vantageous to China. We were most afraid that not only the con- 
cessions, the International Concessions, might be affected, but also 
these two routes, the two back doors of communication, transportation, 
might be affected. a ee 

Only one minute ago my Secretary called me up—and this is di- 
version—just a moment ago my First Secretary called me up. Just 
after I left they got a cable from the Government saying that the 
French Government had enforced under the war emergency, in 
French Indo-China ordinances—— 

HM, Jr: What does that mean? 

Ambassador: under which the French Government forbids 
Chinese munitions, motor cars and gasoline—they specified these 
three things: Chinese munitions, motor cars and gasoline—from pass- 
ing through French Indo-China. 

HM, Jr: That is serious. 

asador: That is very serious. One of those things we were 
afraid. 

Reporting these, my Government was really jittery and I told the 
President that last year, at our worst moment, the American Gov- 
ernment gave us—— 

HM, Jr: They won't permit what to go through? Munitions? 

Ambassador: Munitions, motor cars and gasoline. 

HM, Jr: Munitions, motor cars and gasoline. 

Ambassador: Yes, to go through French Indo-China to China. 

Mr. Cotton: These are purchases already made? 

Ambassador: All purchases already made. This just came this 
morning, just after I left the house. They just were decoding when 
Icamehere. My Secretary called me up. 

HM, Jr: Humph! 

Ambassador: That was one of the things we were afraid of. I 
was telling the President, last year at our worst moments the Amer- 
ican Government gave us this $25,000,000 loan, credit, which really 
had its life-saving and life-sustaining effect, sort of injection to 
strengthen the heart at a time when the heart was really sinking. 
And I reported what Mr. Chen had reported to me—Mr. K. P. Chen 
reported to me—about the uses and expenditure and the great co- 
operation which the Treasury Department has given to us, given to 
him and the Trade Corporations and all the purchases. T gave the 
President a general summary of the purchases, of the character of 
the purchases, including the 5,000 motor cars, trucks, and medical 
supplies, and so on. 
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I reported that the money is now spent, although not entirely paid 
out, but by October, by the middle of October, all the payments will 
be made and that will mean the end, the exhaustion of this loan. I was 
asking the President if at this very trying moment your Government 
might be pleased to give us another injection, another life-saving in- 
jection, in the form of a loan. That would greatly strengthen our 
morale and buttress our courage at this time. Also indirectly give a 
manifestation of the American attitude of sympathetic support to 
China to the other nations. 

The President was very much interested. He asked about certain 
details. For example, payment of this last credit, and I reported that 
three installments had been paid on it. He was very much pleased. 
He said, “That is highly complimentary; that alone should be a good 
excuse of renewing or extending more credits.” And he asked about 
securities. J told him that I learned from Mr. K. P. Chen that wood 
oil, tung oil, the annual production is about 44,000 tons a year and in 
about five years, under the contract, in five years the total production 
will be about 220,000 tons. At the market price of $440.00 a ton, that 
would be enough, would be in five years’ time worth $96,000,000. 

Then I also reported to the President that just that week my Govern- 
ment had notified Mr. Chen and myself that the Central Government 
was taking over the tin, the control of the tin, production of tin, 
which constitutes about 70% of the world’s production, which amounts 
to 10,000 tons a year from the Province of Yunan and 3,000 tons from 
the Province of Kwangsi, so about 13,000 tons a year, and tin at that 
time was worth $1,100 a ton and now, in 2 weeks’ time, I am told, the 
price is $1,200 a ton. So that, if we talk in terms of five years, the 
tin would be worth at least between $60,000,000, $60,000,000 or 
$70,000,000. The President was interested in this. He said, “I will 
see the Secretary of the Treasury.” 

E HM, Jr: Mr. Ambassador, I have been waiting for two weeks to hear 
from you. 

Ab iass I did not dare to come in to see you because of the 
disturbed condition. I know you have been very busy. That's why I 
did not dare intrude. 

HM, Jr: For two weeks I have—I heard about the loan against 
pt which you raised, and 1 could not understand why 1 did not hear 

om you. 

Ambassador: I am glad you told me. I felt I should not intrude 
at a time when your Government must be very, very busy on the war 
situation. 

HM, Jr: I have always seen you when you have asked. 

Ambassador: You are very kind and because you are kind, I feel 
hesitant in intruding. 

HM, Jr: Mr. Ambassador, what did the President say about the 
question of a loan to you? 

Ambassador: The President said, he said he was very much, he said, 
that’s all he said to me [sic]. He said, he said the Chinese Govern- 
ment has paid promptly on this $25,000,000 loan, on schedule, and 
that's Eh the loan will be a good reason for extending another loan. 

HM, Jr: Let me ask you this question. In view—they won't let you 
bring tin out through Indo-China, will they ? 
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Ambassador: I think if these are commercial, ordinary business, it 
goes. I don’t think there will be any reason. 

HM, Jr: Have you gota little time to sit down—— 

Ambassador: Yes, sir; I have. 

HM, Jr: with Mr. Cotton and Mr. White? 

Ambassador: Yes, sir. 

HM, Jr. Would you? 

Ambassador: Yes, sir. 

HM, Jr: And go over this thing more fully ? 

Ambassador: Yes, sir. I don’t want to take too much of your time. 

HM, Jr: No. I would like you, if you have a few minutes, to sit 
E with Mr. Cotton and Mr. White and go into this thing more 

y- 
Ambassador: Yes, sir. 

HM, Jr: Production, and how you get it out, and give them in more 
detail just what—I mean, so we would know as much about tin as we 
do about tung oil. 

Ambassador: The tin, the tin, 3,000 tons of tin of Kwangsi has 
already been transferred to the control of the National Committee of 
Resources, but this is tin, and the 10,000 tons of tin from Yunan has 
always been under Provisional Government and the Commissioner of 
Finance of the Province, Mr. Miller (?) is an American, educated 
engineer there, efficient engineer, has been running this, but they are 
rather jealous of the foreign exchange value that this tin will bring 
to Provisional Treasury, so the Government, only last—day before 
yesterday, Mr. K. P. Chen telephoned to me that he got wire from 
Dr. Kung that this transfer is completed. 

HM, Jr: Isee. 

Ambassador: That the Central Government promises to pay the 
fixed amount of foreign exchange to the Provisional Treasury as a 
guarantee of the Provisional currency so that the Central Government 
from now on will be able to take over this tin, completely. 

[It would seem that the word “provisional” appearing in the 
transcribed statements of the Ambassador above might well be 
“provincial.”] 

HM, Jr: Well, it’s a question of delivery and how you are going 
to deliver it and where you are going to deliver and where you are 
going to ship all that stuff and everything else and, as 1 say, if you 
had the time to sit down with Mr, White and Mr. Cotton, why 

Ambassador: 1 would be very happy. 

HM, Jr: and give it to me in more detail. 

Ambassador: You want me to talk over with Dr. White and Mr. 
Cotton 

HM, Jr: If you would. 

It’s a privilege, Mr. Ambassador, to see you any time. ; 

Ambassador: Shortly after the President returned I noticed that 
the Government was calling this special session of Congress and the 
President and all members of the Government conferring with 
leaders of the different parties, I thought I had better wait. 

(At this point, Dr. White came in.) 

IIM, Jr: (To Dr. White) The Ambassador has brought up the 
question of another loan to China against tin and I have asked him 
to talk to you and Mr. Cotton in more detail. 


\ 
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Mr. Chen 
Mr. Hanes 
Dr. White 
Mr. Cotton 


(Before the arrival of Mr, Chen) 

HM, Jr: Have you fellows got a plan? 

Mr. Cotron: I have a brief thing setting forth the proposition as 
presented so far. Perhaps you would like to look it over. 

HM, Jr: Can you boil it down ? 

Mr. Cotton: Just read that first paragraph. It gives the gist of it. 

HM, Jr: Well I’m not going to read this thing now. I haven’t got 
time. This is what my thought is, to see Mr. Chen. The President 
says to do everything that we can for him that we can get away with. 
This is going to be a kind of long protracted thing and we have to 
bring in the Export-Import Bank and have to bring in Jesse. You 
(Hanes) helped me on the last Chinese loan and we finally put it 
through. I thought I would bring in Chen and tell him of the Presi- 
dent’s interest and my interest and I thought I would turn this par- 
ticular problem over to you and we may want to tell Chen we haven’t 
had time, want to study it or to come in and talk with you now, but 
the point is we would like to do it. 

One of the things which is difficult, and I don’t know whether it’s in 
the memorandum, is the question how much authority has Chiang Kai- 
shek over this Province, 

Dr. White: I put that question to him. He told me the arrange- 
ments they now have with the Governor on this matter, and there is 
also the question of control which was a question I told him you 
would be most interested in which he should answer directly to you. 

HM, Jr: I am not going to go into that today and I don’t expect 
Mr. Hanes necessarily to do it this morning, but maybe this afternoon 
or tomorrow—until you have got the thing, and when you have it 
bring it back. 

Mr. Hanes: I should see Chen and get the background ? 

HM, Jr: That’s right. See if there is something we can do. The 
President would like us to everything we can. This fellow (Cotton) 
is a Director of the Export-Import Bank and White is one-fourth 
Chinese. Um just dividing up these different assignments and you 
(Hanes) helped successfully to push the other one through and we 
have to get Uncle Jesse in this thing sooner or Jater and Pierson on 
the rest and it is going to take time. It’s not one of the things you 
can just do. 

Mr. Cotton: We have to consider the whole picture, policy of Japan, 
the Treaty, all that sort of thing. This is a big thing. 

M, Jr: Then I suppose as we get along we will have to tell— 
who’s the head of the Far Eastern Division ? 

Mr. Hanes: Does the State Department get in on this? 

HM, Jr: They blocked it for months but I got the thing all cooked 
up. 


18 / 7 MORGENTHAU DIARY 
j 


Mr. Hanes™¥ou wouldn't do anything with the State Department 
now? The only people we want to talk with are Jesse Jones and Pier- 
son? 

HM, Jr: Then when we have a proposition I think we will go back 
and put it on the President’s desk. 

Mr. Hanes: This is the way you can do it if you can get the State 
Department in accord with you. _ i 

ÖM, Jr: The last time we waited until ITull got on the boat for 
Rio and one week out the President said yes. This isn’t going to be 
easy. 

Nie. Hanes: The other one wasn’t easy but I think we know more 
how to get this one than the other. ar, 

HM, Jr: But I would like to Jeave it with you and then when you 
need help say so. But the President is very much interested and so 
am I. 

Dr. Warre: And you would like to push it as rapidly as you can at 
this end, as far as we are concerned ? 

HM, Jr: Definitely. 

(At this point Mr. Chen came in.) 

Mr. CHEN: I am sorry this war spoiled your summer. 

HM, Jr: You look a little thinner. 

Mr. Cuen: I feel a little bit tired. 

HM, Jr: You will be pleased to know that yesterday I took over to 
the President the documents that have to do with giving Public Health 
$20,000 on the malaria. 

Mr. Cuen: Yes. Yes. 

HM, Jr: And he signed it yesterday. 

Mr. Cuen: That’s fine. Thank you very much. I was over in the 
Embassy yesterday just trying to get information. 

HM, Jr: He signed it yesterday. 

Mr. Caen: I think our Ambassador has already sent another mem- 
orandum to the State Department and giving the latest information 
about the actual conditions there. 

HM, Jr: Well, I have not got it, but you see I started this when 
Public Health—I don’t know whether they were still in the Treasury 
or not, so Mr. McNutt seemed to have some trouble and asked me to 
take it over to the President, and he signed it. So that’s done. 

Mr. Caen: This is very important work because without labor and 
labor enjoys good health there will be no work done. 

HM, Jr: If you have a report on those conditions I would like to 
see it. 

Mr. Caen: Yes, I will have Ambassador send you copy. 
pasta I come to you to appeal to you for more financial help for 

hina. 

HM, Jr: Before you get on this, may I say this, as a farmer talking 
to a business man, you can use your discretion on how you passit along. 
The Ambassador came in here the other week saying he wanted to get 
a loan against tin and then in the same breath he tells me, “But we 
can't move any more traffic over the Indo-China railroad.” If you 
can't move any more traffic over the Indo-China railroad and tin is 
considered munitions of war, why lend you any money ? 

Mr. Cuen: Mr. Secretary, I have some material here and I think, 
I hope I can answer your question. I can tell you as far as Universal 
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Trading Corporation shipment is concerned. I have report here which 
has been rechecked and I will just read you figures briefly and to show 
you that for the purchases made from the proceeds of $25 million 
loan the goods has been moved to China. Total arrival at Haiphong 
and Rangoon is 43,720 tons. Arrival at Haiphong 35,000 tons; arriva 
Rangoon 8,660 tons. The total transshipped into China from these 
two ports is 31,782 tons which is 86 percent of cargo, only to the inte- 
rior. That is 31,000 tons moved to interior. From Haiphong, 
28,000 tons; from Rangoon 3,676 tons. This report I received some- 
time ago from different date. I have table here August 31, September 
15 and recently I have received cable and I have this checked again 
from Dr. Buck and Mr. Grove who is man engaged for Mr. Keeshin 
to look after transportation of 1,000 trucks for wood oil. 

HM, Jr: An American? 

Mr. Chen: An American loaned to us without pay from the Texas 
and formerly corinected with Greyhound, and that is one unusual 
feature of their service, because we bought large quantity of oil and 
they usually senda man. So this telegram I received yesterday, I had 
figures checked and here I have original copy of telegram and these 
figures correspond lovely. 

HM, Jr: You see, it’s very unfortunate I have to undo all this for 
the President because based on what the Ambassador told me I told 
the President the stuff wasn’t moving. 

Mr. Chen: So this is, I can say it is, I can speak with confidence 
because it is checked twice and this is the latest information we have. 

HM, Jr: You are going to leave that? 

Mr. Chen: Yes. 

HM, Jr: Wonderful, but I wish I had had it two weeks ago. 

Dr. White: Does the Ambassador have access to that information? 

Mr. Chen: I saw him last night. He received first information 
from Haiphong because when war was declared the Colonial Governor 
put embargo on importations of munitions and including trucks and 
gasoline. Second report, second telegram received through the ar- 
rangement Mr. T. V. Soong is negotiating with the Colonial Governor 
in order to have some sort of understanding so that goods will be 
transshipped over railway smoothly and so they are working on that 
and there is no longer any embargo on the trucks and gasoline and 
commercial goods. 

HM, Jr: There is none? 

Mr. Chen: No. But there is still embargo against munitions. 

HM, Jr: There has been right along. Rangoon is open, but Indo- 
China has been closed for munitions for a year. 

Mr. Chen: Never different. 

HM, Jr: But it’s no different. Nothing has happened in the last 
30 days. 

nee Chen: No. Another interesting thing I would like to report, 
that as soon as war was declared and these French military people 
in Haiphong commandeered all trucks, seized it, so Mr. Grove said, 
“This is American goods; it is not Chinese goods. We would like to 
see this thing moved,” so upon hearing that it has been released 
right away. 

HM, Jr: Good! 

Mr. Chen: So I leave you this report on the question of 
transportation. 


Y. 
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HM, Jr: I have a selling job to do not. I have to unsell the Presi- 
dent on what the Ambassador told the President and what, I believe, 
he told the State Department. 

Dr. White: Wouldn' the Ambassador get it clear with you so 
that the information is correct ? 

Mr. Chen: Yes, I made that point last night. 

I have another report about trucks. We have ordered 3,000. Al- 
ready en route 1,000. I am not very satisfied with this report because 
there are still in boxes in Haiphong 1,126 trucks waiting for assembly 
and movement so this report, personally, I am not so pleased. 

HM, Jr: Over 1,000 waiting in Haiphong in boxes? 

Mr. Chen: Yes, we bought 3,120. 1 will give you this report. 

HM, Jr: These are facts. This takes all the guess out of it. On 
the road. Intransit. The whole business is here. You and I always 
understand each other because we always tell each other the truth. 

Mr. Chen: I hopeso. Iam glad I have your confidence. 
ares Jr: Well, this gives me confidence. It gives me the good and 
the bad. 

Mr. Curen: And I want to tell you briefly my work in New York for 
last six months. 

We have imported last six months 15,000 tons wood oil. Maybe 
a little more. Actually 17,000, because there is 2,000 en route, hasn’t 
arrived yet. We had sold over 10,000 tons of wood oil and we have 
paid back or retired our first note. That was five-year note but we 
paid it beforehand. 

HM, Jr: You are as good as Finland. 

Mr. Carn: Thank you. We have paid at the end of June $70,000 
interest and I expect to make another payment of a quarter of a 
million dollars next week. At the end of this year I expected to 
complete payment of $2,000,000. 

HM, Jr: Fine! Wonderful! 

Mr. Cuen: And we have completed the purchase of 17 million 
dollars up to date and have reserved $7,250,000 for payment of freight, 
insurance. That is roughly speaking over $19,500,000. So still $5,- 
000,000 worth of goods under negotiation and I think I can complete 
it by the end of this month. 

HM, Jr: Fine. Some of the prices you paid last July must look 
cheap now. 

Mr. Csen: Very cheap. We paid copper 10¢; now it’s 12¢, but it’s 
so hard to get. We sent out inquiry. There will be no more. We 
are in the market for 200,000 tons of zinc. I went to see my old 
friend Mr. Hochschild, asked him for his help. 

HM, Jr: Is he a friend of yours? Harold? 

Mr. Caen: Oh, yes. I have known him for 20 years. He was in 
China for a long time in connection with sale of silver to Chinese 
government mint; so I asked him for his help. He said, “I am sorry, 
all zine is 99. fine; you want 99.975. You have to pay premium on 
that. We don’t produce that.” So that’s going to be our future 
problem, where to get material. It’s not question of price. We will 
be glad to get it. 

I want to show you map here showing distribution of purchases 
in this country made in different states. Michigan is on top, $4,000,- 
000; New York $3,000,000; Ohio $1,500,000; Oklahoma $1,200,000; 
Texas $1,000,000. 


MORGENTHAU DIARY 21 


HM, Jr: You’re getting real American. And charts? 

Mr. Curen: I got some experience. Better prepared than last year. 

This is a list of different kinds of articles we bought. Thisis exhibit 
number one and this is our report for this month’s workings of the 
Universal. Now most interesting, here. This is trade report issued 
by the National Paint and Varnish and Lacquer Company. He has 
good words for Universal here. Hesays, “The committee is unanimous 
in its feeling that in view of the emergency situation in China the 
Universal Corporation, through bringing quantities of wood oil which 
is distributed to the consumers through dealers has done a good job.” 

Dr. Wurre: Would you want to suggest how much the price of wood 
oil would have been if Universal had not been in existence? 

Mr. Cuen: Probably be 484. 

Dr. Ware: What is it now? 

Mr. Cuen: 234. Mr. Frank Sherwin spoke to me—if it had not 
been for Universal it would have been 48¢. 

Mr. Hanes: What is that substitute that has been coming up from 
South America ? da Ae 

Mr. Cotron: Oiticica. 

Mr. Cren: That is very poor substitute for wood oil and Sherwin 
bought five carloads and they found it could not be used. The price 
isnot cheap. The price is 19%. 

Mr. Cotton: Very successful in selling it though. 

Mr. Chen: Mr. Secretary, I hope I’m not taking too much of your 
time. 

HM, Jr: That’s all right. You have another ten minutes. . 

Mr. Chen: Here comes business part. Due to this war in China 
we are short of material and therefore I come to you today for some 
additional help, and I have wire, cablegram, from Dr. Kung asking 
me to transmit to you and also to express to you his deep appreciation 
of your kind interest in our struggle in China. And Dr. Kung wished 
to propose to you for a new credit of $75,000,000. 

HM, Jr: (Facetiously) I don’t hear very well today. Funny thing, 
I have trouble with my hearing! It sounded like seven and a half 
to me. 

Mr. Chen: Credit, just like $25,000,000, for purchase of agricultural 
and manufactured goods repayment by installments within ten years. 
We pledge Chinese tin 10,000 tons a year for ten years. The proceeds 
of this tin will be remitted back to China Government for payment 
to the Yunnan Provisional Government and certain amount for freight 
and insurance, and have to be used for payment of the loan. 

HM, Jr: Yougive Dr. Kung my best regards. 

Now what else? 

Mr. Chen: I won’t bother you with this but I will just try to give 
you brief memorandum on Chinese tin. 

HM, Jr: Fine. 

Mr. Chen: Yearly production is 13,000 tons a month. And I have 


map. 

HM, Jr: Fine! You have done a good job, all right, all right! 

I have heard so much about the Curtis Aeroplane Plant. Is it 
started ? 

Mr. Chen: Yes, they are working. 

HM, Jr: What are they doing? 
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Mr. Chen: Assemblying. : 

HM, Jr: Will you get mea little information ? 

Mr. Chen: Yes. 

HM, Jr: Are they turning out planes? 

Mr. Chen: Yes. Chinese Government have given contract to Cur- 
tis- Wright. 4 ; 

HM, Jr: Could you get me some information about that? 

Mr. Chen: Yes I will get you, I will send you memorandum. 

HM, Jr: Bring it in. But I would like to know what they are 
doing, how many planes and what kind of planes they are turning 
out. I see in the papers that the Chinese, for the first time, took the 
offensive. 

Mr. Chen: Yes. 

HM, Jr: I wondered if that was where these planes were. You see 
what you have done, if you have something like that which is good, 
give it tome and I can make good use of it. 

Mr. Chen: Yes. 

HM, Jr: See? You know. 

Mr. Chen: Yes, I will do that. 

Dr. White: You have a list of things you would hope to—— 

Mr. Chen: Yes, I have list of things we wish to buy and here is the 
list: Automotive equipment, gasoline lubricants and fuel oil, ferrous 
and non-ferrous materials, electrical equipment, medical supplies, 
textiles, general machinery and railroad equipment for tin mining, 
total $74,000,000. 

HM, Jr: Mr. Hanes doesn’t even blink an eyelid! 

Dr. White: Those purchases would extend over how long a period? 

Mr. Chen: We want to make shipments as quickly as we can. We 
are going to ship 500,000 tons of tin in the next ten days; beginning 
November we expect shipment of 10,000 tons regularly a month. 
And this Chinese tin is free and is not member of the Syndicate and 
there is prospect of increased production and improvement of quali- 
ties too and consumption in this country is quite big and this probably 
will help. 

Mr. Hanes: Does that tin meet the Army specifications? 

Mr. Chen: Small quantity is 99.75 ; I think that would meet, but this 
ore, in different parts in that area produces different kinds of quali- 
ties so we have a smelting plant there and produce some 99.75. So 
additional work we have to put on for more efficient refining. 

HM, Jr: Isthat what the general machinery is for? 

Mr. Chen: Yes. 

HM, Jr: Tin mining machinery ? 

Mr. Chen: Yes. 

HM, Jr: Let me just say this, because it will take time to digest this. 

I had a chance to talk to the President about this yesterday. The 
Ambassador had talked to him about three weeks ago. The President 
says he wants to do everything possible to be helpful within legal 
limits. Now I have asked Mr. Hanes whether he would take this 
matter over for me because we have to divide up here and he has the 
time and he would like to doit. And when you and he, with the assist- 
ance of these two gentlemen, feel you have got a proposal, then Mr. 
Hanes will let me know and I will sit down with you again, but in the 
meantime Mr. Hanes will do everything he can to be helpful. I don’t 
know whether he wants to do it now or some other time. 


MORGENTHAU DIARY 23 


Mr. Hanes: What I would like to do, if you would give me a chance 
to study this memorandum and study a little bit here so I get the back- 
ground—I am not as familiar as I want to be—and then 1 would like 
tosee you (Chen) sometime within the next 24 hours. 

Mr. Chen: I will be here all this weekend. 

Mr. Hanes: Give me the next 24 hours to get familiar with this and 
then I will get these boys and you and we will sit down and see if we 
can work out some program. 

HM, Jr: Thanks, Mr. Chen. 

Mr. Chen: Thank you very much, Mr. Secretary. 

HM, Jr: But we will do everything we can to be helpful. We don’t 
know what we can do. 


(Book 215, pp. 334-338) 
Re Sroupy or Om AND GASOLINE SITUATION 


OCTOBER 4, 1939. 
11:30 a.m. 
Present : 
Mr. White 
Mr. Viner 
Mr. Cotton 
Captain Puleston 

H.M. Jr: Pm trying something new here. You all know Cap- 
tain Puleston, don't you? 

Viner: Oh, yes. 

H.M. Jr: And I don’t know whether it will work, but we will try 
it. Captain Puleston is doing some things for me on oil. He has a 
lot of material which has been furnished to him, and then I asked 
Dr. Viner to have this man—what is his name? 

Viner: Dr. Egloff. 

H.M. Jr: The thought that I had in mind was we could pool all of 
this stuff together and get it down so that I can absorb it and I can 
give something to the President. I thought I could ask Harry 
White’s staff to take this stuff, both what Viner had and what you 
(Captain Puleston) had, and work it up and then give it to me, do 
you a 2 Would that break any confidence that you have with your 
people? 

Puleston: No. That would be quite all right. 

H.M. Jr: How about you? 

Viner: I was just talking along those lines with Mr. White, Mr. 
Secretary. I think that is fine. 

H.M. Jr: I have got you (Cotton) on the theory that you are going 
to have this new assignment, you see, downstairs. It is something 
I didn’t want to wait: If this goes through, what we are talking 
about is to have Mr. Cotton work as an ambassador between these 
three economists downstairs and me and these other three men down- 
stairs and me and between the others. I don’t know whether it is 
going to work, but we are trying it, you see. In other words, if I 
ask the three economists to do anything, Mr. Cotton is to know about 
it or if I ask the other people he is to know about it. I expect him 
to lose at least ten pounds in the first week. Is that all right with 
you? 
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Puleston: Perfectly. 

H.M. Jr: With you? 

Viner: Fine. 

H.M. Jr: Harry? 

White: Yes, we have already talked about it. 

H.M. Jr: This would be, I think, the way to do it and then I would 
like awfully if I could have something Monday to show the President 
on the oil situation. 

White: Today is Wednesday. You will have something. 

H.M. Jr: And then... . 

White: We will clear all through to make sure that... . 

Puleston: They usually make these about every two weeks. They 
could make them oftener if it was critical. 

H.M. Jr: No, no. 

Now, another thing which flows into this thing, it is up to you to 
get it (Cotton). Pollio over at the Coast Guard has got a special 
watch on all oil tankers which are sailing. That ought to be incorpo- 
rated in this. 

White: ‘And then Harris has some information or can get some ad- 
ditional information to use on the tanker situation. We can contact 
him. That is part of the problem. 

H.M. Jr: I don’t know whether there is such a thing, but in the 
oil administration under Mr. Ickes’ office I wonder if he has anybody 
whom he could lend us who knows the world oil situation and follows 
it. They have an oil administration. 

White: Would you need to borrow him or would you need to make 
arrangements merely so that he would be available to advise and 
assist and then whatever conferences we have he could attend and 
comment on the memoranda and so on, so we would get the benefit 
of whatever they have there and his advice. 

H.M. Jr: If there is somebody over there who thinks in terms of 
world oil production and consumption, if there is anybody over 
there—— 

White: And there is somebody in the Bureau of Mines, too. 

H.M. Jr: Well, that is Ickes’ shop. But if there is such a person, 
I think he ought to be pulled in. 
te: I am sure there is such a person because we have contacted 

im. 

Viner : They run it periodically, see. 

White: But I think the request should go from you to him. 

H.M. Jr: Pardon? 3 

White: The request should go from you to him. 

H.M. Jr: I will phone Mr. Ickes. I don’t want to do anything 
that isn’t right. 
ead You would like to find out who it is before you speak to 

im ? 

H.M. Jr: Yes. Then I can phone and say we are doing this job 
and tell this man to cooperate with the Treasury. 

Cotton : We will find out who it is and then let you know. 

H.M. Jr: I don’t want to do it unless the fellow really contributes 
something. 

White: They have a lot of information and they couldn’t do any 
harm. 


MORGENTHAU DIARY 25 


H.M. Jr: Have they information outside the United States? 

White: Yes. 

Viner: What I find is that quite a few people in town have worked 
on it at one time or another but nobody 1s working on it at this mo- 
ment. At various times, somebody has gotten on it and then gotten 
off it and I couldn’t find anybody who was at this moment working 
on it. 

Puleston: That data would be a good background, but the situation 
is changing, so it has got to be kept current. 

H.M. Jr: I think f we had it over two weeks that would be all right. 

Puleston: That would be plenty. 

H.M. Jr: I think every two weeks would be good enough. 

Puleston: It is going to be increasingly more difficult to get it. 

H.M. Jr: Well 

White: Is the Maritime Commission interested at all? 

H.M. Jr: There is no reason why, that I know of, that Bailie or 
Burgess or Smith should know about this. I don’t know any reason 
why they should know about this. It is no concern of theirs and 
they can’t contribute anything, see. There is nothing they can con- 
tribute, so I don’t know why they should know about it. It is an 
assignment from me which the three “E’s” are involved in and there- 
by, I want you (Cotton) to know about it, but I don't know why they 
should know about it because they can’t help us. The less people 
who know about it, the better. 

Did you say something, Harry ? 

White: I was going to say that one of the important problems here 
is with regard to the availability of tankers. Either Harris or some- 
body would have to contact the Maritime Commission or somebody 
in the big oil companies who have arrangements with the big tanking 
associations as to what they shall or shall not do. That is an area 
we can’t get at here. 

H.M. Jr: We can get at it through the Standard Oil of New Jersey. 
Jay Crane up there can get anything I want. 

uleston: He could, but there is—he could for his own outfit, but 
there is a question as to whether he could from some of the others. 

H.M. Jr: If not, get it through the Maritime Commission. 

White: Then we contact the Maritime Commission. 

H.M. Jr: Let Basil Harris do it. 

White: Then we can just give him the problem. 

H.M. Jr: I think that covers that, doesn’t it? 

Puleston: Yes. 

H.M. Jr: You are not breaking any confidences? 

Puleston: Oh, no. 

H.M. Jr: You see what this would do? 

Puleston: Ido. I thinkit isa splendid idea. It will help me. 

H.M. Jr: You have no staff. 

Puleston: No, it will help me. 

Cotton: And then we will get up the basic document every two 
weeks. 

White: Yes. 

H.M. Jr: Will you (Captain Puleston) turn over what you have 
to White and you (Viner) turn over what you have to White? See- 
ing that you had the idea, is it all right? 

Viner: Sure. 
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White: There would be more than a question of turning it over. 
It is a question of working together on this. 

Viner: I will keep in touch with Harry. 

H.M. Jr: 1 would like to talk to Puleston a minute. 


(Book 216, p. 264) 
OCTOBER 9, 1939. 
2:57 p.m. 
H.M. Jr: Hello. 
Operator: Mr. White. Go ahead. 
H.M. Jr: Hello. 
Harry White: Yes. Yes, sir. 
H.M. Jr: Harry 
W: Yes, sir. 
H.M. Jr: I talked to the President about this oil situation, and 
made the suggestion that we include in the group Lauch Currie. He 
said he'd be delighted. So I—to save my time call up Lauch and tell 
him it's my suggestion that I'd like him to work with you on it and 
the President would too. 
W: All right, sir; PU do that right away. 
H.M. Jr: Then I can forget about it. 
W: Yes, Dll take care of it. 
H.M. Jr: Allright. 


(Book 216, pp. 279-286) 


Grour MEETING 
Ocroner 9, 1939. 


Present: 9:30 a.m. 


Mr. Cotton 
Mr. Foley 
Mr. Duffield 
Mr. Cochran 
Mr. Graves 
Mr. Thompson 
Mr. Bailie 
Mr. White 
Mr. Bell 
Mrs. Klotz 
H.M. Jr: Ed, would you hang on to this thing about Rudolph Hecht 
and the Universal Trading? I have never done anything like that. 
It seems such a dirty piece of business. This crowd is suing Universal 
for commission on the $25 million loan. Instead of their taking a 
deposition from me, what I would like to see first is get him on record as 
to what Wang says he did to me on that trip to New York, because 
here is the thing: Wang says that I came to New York, I never saw 
Wang in New York in my whole life, 
Foley: And you never called him. 
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H.M. Jr: No, I would like to have a copy of a sworn statement of 
the Chinese Consul General and Wang that I met Wang in New York 
at the Ambassador Hotel. 1 never saw Wang in New York in my 
life. I can say this is a lie, but when he gets into my conversation 
with Bill Bullitt, I can’t give my conversation to Bill Bullitt without 
asking Bullitt’s permission. I don’t know what the law is. Can you 
say, “Well, before the Secretary will do anything, he wants to see 
a sworn signed statement, not what you say that Wang said but the 
actual statement that Wang and the Chinese Consul General say about 
his meeting Wang in New York”? 

Foley : There is no reason why I cant say that. I don’t know 
whether they will do it or not. 

H.M. Jr: Then if they won’t, I won’t. 

Foley : Yes, but that is helping them, Mr. Secretary. 

H.M. Jr: But they say this now, first, that I met them at the Am- 
bassador Hotel. They didn’t say anything about the Consul General 
and all the rest of it. As long as they don’t know what I did or didn’t 
do, they are just groping. 

Foley: That is right. 

H.M. Jr: Now, I can ask the Chinese Ambassador here to find out 
what is Wang’s sworn statement and what is the Chinese Consul Gen- 
eral’s statement about me. 

Foley : That is the better way to approach it. 

H.M. Jr: And where is Wang, is he in the United States? 

Foley: I don’t know. 

H.M. Jr: Let's do it that way, because after all, the principal thing 
is they claim that I met this fellow and we went on from there. I 
don’t mind nailing that as a lie, but I am not going into what I said 
to Bullitt and what I didn’t say to Bullitt. They are trying to find 
out. Asa matter of fact, that telephone conversation they have been 
talking about with Bullitt never took place. 

Foley: All I did was to say if they would frame the interrogatories 
they would like to submit to you, I would be glad to look them over 
and let them know your wishes in the matter. 

H.M. Jr: Ask Larry Morris to try to find out what Wang has said 
and what the Chinese Consul has done, about my meeting Wang in 
New York. They even claim they know what took place in Cabinet. 
You (Hanes) and 1 know when the Chinese loan was consummated 
and when a certain gentleman got on a boat to go to South America 
and not until then. 

Hanes: They can’t sue you for that. 

H.M. Jr: It is such a filthy thing, I hate to get into it. 

Hanes: They are suing Universal for 

H.M. Jr: One million dollars commission for the $25 million 
loan, saying that this group got influence on Wang and Wang on me, 
see. The facts are, I distrusted Wang so that I wouldn’t discuss it 
with him and I launched it from Europe through Wellington Koo, 
whom I trusted and I wouldn’t talk to Wang, but I would talk to Wel- 
lington Koo and we sent the message from Wellington Koo that way 
rather than doing it through Wang, because I didn’t trust him. They 
are trying to find the thing out and they just don’t know. They want 
to cross-examine me and I have never permitted it. 

Foley: They can’t—this interrogatory business is not a cross-exam- 
ination, Mr. Secretary. They just ask these questions in front of a 
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Commissioner and you answer anything you want to, but counsel isn’t 
in the room at all. It may save appearance of witnesses at the trial. 

H.M. Jr: Try it this way first. 

Foley: Yes. 

H.M. Jr: O.K. 

What have you got? 

Hanes: Nothing. A 

H.M. Jr: We are having a meeting at a quarter of 12:00 on Gov- 
ernment bonds. 

Herbert? 

Gaston: Waesche has some figures ready on the power plants for 
the cutters and he is going to be in my office a little before 10:00 and 
wanted—do you want to see him this morning ? l 

H.M. Jr: I can’t do it. You will have to try him again tomorrow. 

Gaston: He is going to New York today but he can leave the date 
of the meeting and we can get Johnson over. 

H.M. Jr: That is all right. d 

Very confidentially, to make a record of it, I called the President 
last night and said I was so bold as to make a suggestion that the 
patrol which is under the Navy would make a systematice search for 
the next—today and tomorrow—over the path which the Zroquois is 
going to sail, with airplanes. So he said, “Well, I think that is being 
done,” and I said, “No, Mr. President, I am pretty sure it is not being 
done and I think it should be. Every square mile should be flown 
over in advance in view of their having sighted a submarine off Nan- 
tucket, supposedly, and one off Maine.” He was extremely nice and 
said he was going to talk to someone about it in a few minutes and 
raise the question, because you and I know that there isn't any sys- 
tematic patrol. 

Gaston: I don’t think so. 

H.M. Jr: He said he thought so, but having got the idea, I wasn't 
going to bed without getting it over to him and he was extremely nice. 
J was fearful that he might say, “You run the Treasury and let me 
run the Navy,” but he was glad to have the suggestion. 

Gaston: Don’t you think whether we give any orders to start or 
not, it would be a good idea for our people within a limited range off 
the Coast to make that search? Of course, their regular patrol will 
cover part of that. 

H.M. Jr: Herbert, it is the responsibility of the President and the 
Secretary of the Navy and Chief of Operations. This free-lance stuff 
in times like this, I don’t want to do it, especially since I spoke to the 
President. He took the responsibility and it is his, so I don’t want 

Gaston: They will just keep on their regular cruises, then. 

H.M. Jr: Yes. What I was thinking of, you might ask Waesche if 
any new orders have been issued. 

Gaston: Shall I tell him what your suggestion was? 

H.M. Jr: Yes. Ask him whether there have been any new orders 
issued. 

Gaston: I will. 

H. M. Jr: I had my nerve with me making the suggestion, but hav- 
ing made it I don’t want to jump in and then do it. It is the Presi- 
dent's responsibility. I think I am right on the procedure that—there 
is always a question every day that they are going to take over the 
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Coast Guard. By giving them full cooperation, we don’t raise that 
question. 

Gaston: Did you give the President the information that you had? 

II. M. Jr: No. Ididn’t want to bring that up. 

Anything else? 

Gaston: That is all. 

H. M. Jr: Say something, gentlemen. 

On the record, Cotton, I asked Viner last night to make a study for 
me of the ten or eleven percent distribution on the Canadian dollar 
and what, if anything, we can do about it. I don’t think anybody in 
the Treasury is doing it. Viner is peculiarly suited for it because for 
three years he has been doing it for the Canadian Government. 

Viner: I have just been thinking that that might be a reason why 
somebody else ought to do it. 

White: What was the alibi? 

Gaston : He wants you to interview him, Harry. 

Viner: Harry will do it anyway if I take it on. 

White: No, 1 will do another one, you mean. 

H. M. Jr: It is still your baby, Jake. 

George? 

Haas: Here are three memoranda (handing report to Secretary). 
One of them is the memo on railway equipment which you asked for 
at 12:00 o’clock today. 

H. M. Jr: Harry? 

White: There is a memorandum here on quicksilver. 

H. M. Jr: Yes. 

White: And there is a memorandum here on a request to purchase 
Hibguian silver which—I mean for Liberia to purchase some of our 
silver. 

H. M. Jr: Which do you mean? 

White: The latter. Copies have gone to Mr. Cotton and he will 
spread them around. The State Department would like an answer 
today. I take it the group will consider it today. There is an item 
in Mr. Cochran’s cable that I take it is going to receive consideration 
today. I think that was one that Viner was also specifically interested 
in, the request of foreign central banks to invest part of their dollar 
assets in American Governments and possibly in securities. We had 
that question before us about a year ago. Is that the one you were 
interested in ? 

Viner: Yes. 

White: But it needs re-examination. 

H. M. Jr: Cotton, see that somebody does it, will you? Your an- 
swer is, “Aye, aye, sir.” You are in the Coast Guard now. 

White: That is all I have and I take it that probably sometime after 
the meeting you will want to see the summary statement of the oil 
situation. 

I. M. Jr: Yes. I will give you the—didn’t I tell somebody I would 
see them at 11:30? I didn’t. 

Haas: You wanted something at 11: 30. 

H. M. Jr: Well, Viner and White at 11: 30. 

White: Yes. 

Bailie: Mr. Secretary, you said a quarter of 12:00, bonds. 
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H. M., Jr.: Yes, they are just going to give me something which 
really oughtn’t to take them more than three minutes, but I am giving 
them fifteen. 

Bell: I thought that was 4:15. 

H.M., Jr.: George Harrison at 11:15. 

Allright, Harry ? e 

White: Yes. Possibly it would be best to indicate now, not know- 
ing exactly what you have in mind, there is not a no or yes answer. 
With that in mind, the timeis all right. 

H. M., Jr.: I have got to learn this story about the doctor, the 
lawyer and the economist. Do you fellows know that? 

Duffield: Yes. 

H. M., Jr.: Tell itto them. 

Duffield: They were arguing about which was the oldest of the pro- 
fessions and the doctor insisted his was because it was a medical opera- 
tion that took the rib out of Adam to make Eve, and the lawyer said, 
“Why, of course not, because the Bible said that in the first place they 
brought order out of chaos, and that was the function of the lawyer,” 
and the economist said, “Who do you suppose created that chaos?” 

Viner: That is like the fly and the action story. “Look at the dust 
I raise.” 

White: That story is very true. 

H.M., Jr.: Allright. 

I wantto talk to you (Graves) 

ae But you couldn’t have order without previously having 

chaos. 

H.M., Jr.: a minute after this. 

Bell: The average rate on these Treasury bills outstanding at the 
present time is .058. At that rate, it costs us about $750,000 a year. 
That is $188,000 a quarter for ninety days. 

H. M., Jr.: But on a yielding basis 

Bell: $188,000 every ninety days. 

H. M., Jr.: One billion one—— 

Bell: One billion three and an average rate of .058. It costs us 
$752,000. 

H. M., Jr.: $752,000 a year. 

Bell: That has that higher rate in there, of course. Atthe rate we 
got on the last bills, .036, it cost us $470,000 a year. 

H.M., Jr.: But the stuff that is outstanding now is 750? 

Bell: 750. It looks as though our cash balance on December 1st 
will be about 800 million, including the Commodity Credit material. 

H. M., Jr.: But counting on the refunding? 

Bell: If you pay off the Commodity Credit it would be down to 
about 600. 

H. M., Jr.: If we refunded ? 

Bell: About 800 million December 1st. On December 15th, it will 
probably be down to about 650 and if you pay off the Commodity 
Credit, it will go down to about 450, That 650 might be up a little 
because we get some income taxes in there. 

H. M., Jr.: Then I will make it the 14th on my notebook. 

Bell: There isa memorandum giving a summation. 

H. M., Jr.: Is that all? 

Bell: That is all I have. 
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H. M., Jr.: I would like to talk to Hanes and I am announcing now 
we are talking at a quarter to 12:00 on financing, so it is expected you 
will be here. 


(Book 218, p. 332) 


Tas Warre House, 
Washington, October 13, 1939. 


Memorandum for the Secretary of the Treasury. 


Will you speak to me about this? 
F.D.R. 


(Book 218, p. 333) 


Tue Ware House, 
Washington, October 5, 1939. 


Memorandum for Captain Callaghan: 
Dear Dan: The President asked if you would look this up for him 
and report on it Monday morning. 
Sincerely, 
Signed) Pa 
Typed) E.M.W. 


(Book 218, p. 334) 


THe Warme House, 
Washington, October 5, 1939. 
Memorandum for the President: 
Re: Navy purchases of tungsten. 

I have been informed that on Bureau of Accounts and Supplies 
Bid Schedule 7066, opened September 14, an award was made to the 
Metal and Ore Corporation of $438,000 for tungsten, at $25 per unit. 
At the same time a bid of the Wah Chang Trading Company of 
$15.75 per unit in bond was rejected. In other words, 1t appears that 
in a case of acquiring strategic materials, purchase was made of 
stocks already in the country at a considerably higher price than 
would have had to be paid for imported tungsten. 

I am also informed that the Metal and Ore Corporation is tied up 
in some way with the Nevada-Massachusetts Company (who owned 
the tungsten). 

I understand further that there will be a full story on this in the 
October issue of the Engineering and Mining Journal, implying some 
connection between the Nevada-Massachusetts Company and Repre- 
sentative Scrugham, Chairman of the House Subcommittee on Navy 
Appropriations. 
(Signed) Lauchlin Currie 
(Typed) LaucuLiN Corrie. 


48-378— 65—vol. 1—4 


32 MORGENTHAU DIARY 


(Book 218, pp. 335-341) 


(In reply address not the signer of this letter, but the Bureau of Supplies and 
Accounts and Refer to No. L4-3(27) (SPC) ) 


Navy DEPARTMENT, 
BUREAU Or SUPPLIES AND Accounts, 
Washington, D.C., 7 October 1939. 


MEMORANDUM FOR CAPTAIN CALLAGHAN 


1. Contract NOs-68968 was made with the Metal and Ore Corpora- 
tion on 25 September 1939 on their bid on Schedule 7066, opened Sep- 
tember 14th, for 17,520 units (about 245 tons) of tungsten ore at $25.00 
per unit of 20 pounds contained WO8, having an aggregate value of 
$438,000.00. 

2. The only other bid received in response to this advertisement was 
one made by Wah Chang Trading Corporation, which bid was limited 
to approximately 200 tons of imported tungsten ore at a price of $15.75 
per WO3 unit, duty free, with the duty for the account of the buyer. 
The import duty would equal $7.93 per WO3 unit, which would result 
in a delivered price of $23.68 per unit on imported ore against the 
price of $25.00 per unit for domestic ore. 

3. This purchase is being made from the fund of $500,000.00 made 
available by the Naval Appropriation Act for 1940, “for the procure- 
ment and transportation of strategic and critical materials.” 

4. The policy of the Congress in appropriating funds for the pro- 
curement of strategic and critical materials started with the appro- 
priation of $3,500,000.00 in the Naval Appropriation Act for the fiscal 
year 1938. The sum of $500,000.00 was appropriated in the Naval 
Appropriation Act for the fiscal year 1939, and a like sum in the 
Naval Appropriation Act for the fiscal year 1940. 

5. The appropriation acts are silent as to the source or origin of the 
strategic and critical materials which may be procured with the 
moneys appropriated for this purpose, notwithstanding the free dis- 
cussion of this phase of the matter in the Committee hearings on the 
proposed appropriation. 

6. The report of the Naval Subcommittee of the Committee on Ap- 
propriations indicates that it was the purpose of the appropriation 
originally proposed in the Naval Appropriation Act for 1938 to en- 
courage private enterprise in the development and operation of do- 
mestic sources of supply for strategic and critical war materials. 
The bill in the House of Representatives provided $5,000,000.00 to be 
available for the “purchase of a reserve supply of prepared and proc- 
essed strategic materials of domestic production.” The Senate elimi- 
nated this item entirely. Subsequently, after a conference, the appro- 
priation bill for 1938 included “for the procurement and transporta- 
tion of strategic and critical material, $3,500,000.00 to remain avail- 
able until expended.” The bill as finally passed, therefore, imposed 
no restriction on the origin of the material procurable under that ap- 
propriation and, consequently, it became necessary to look to other 
laws in the consideration of bids on Foreign material in competition 
with domestic materials. 
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T. That the appropriation was viewed by many as a means of en- 
couraging the development of domestic sources of supply is evidenced 
by the many comments on this phase of the matter when certain bids 
were under consideration by the Navy Department. Excerpts from 
a number of the communications received on this subject are quoted, 
as follows: 


Senator Patrick McCarran: 

“The Navy Department Appropriation bill of 1938 carries an item 
of $3,500,000 for the purchase of strategic and critical minerals. As 
a member of the Appropriations Committee of the Senate I most em- 
phatically protest the purchase of ferromanganese purchased from 
foreign ores. It is the intent of Congress that this money should be 
devoted to the purchase of the domestic product and to the encour- 
agement of the American industry. 

“The testimony and proceedings held before the Appropriations 
Committee of the House of Representatives and the whole spirit of the 
Congress in making the appropriation is to encourage domestic in- 
dustry.” 


4 
Senator James E. Murray: 

“I am very much interested in this matter and will appreciate it 
very much if you will furnish me with full information as to what 
your policy will be when you make these new purchases. 1 believe 
it is quite important to use the American produced manganese and I 
sincerely hope that you will give this matter your very careful atten- 
tion. 


Senator Tasker L. Oddie: 

“Will you kindly send me data on the policy of the Navy in the 
purchase of the strategic metals and minerals mined in this country, 
together with prices the Navy pays for these metals and minerals. 

“I am under the impression that some legislation has recently been 
passed providing for the encouragement of mining these products in 
our country.” 


Senator Carl Hayden: 

“I am enclosing herewith a letter I have received from Mr. J. Car- 
son Adkerson, President of the American Manganese Producers Asso- 
ciation, National Press Building, Washington, D.C., together with a 
copy of a communication addressed to you on March 12 by that or- 
ganization protesting against purchase for stockpile purposes of any 
ferromanganese manufactured from foreign manganese ores. 

“I shall appreciate your giving careful attention to the statements 
made by Mr. Adkerson and advising me fully with respect to the pro- 
posal of the Navy Department in this instance.” 


Representative Abe Murdock: 

“T have been a member of Congress for a period of five years. Dur- 
ing that time, representatives interested in developing the mining 
resources of the United States were successful in having $3,500,000 
appropriated for the purchase of strategic and critical minerals. 
Everything in connection with this item indicates that the intention 
of Congress was to buy these strategic metals wherever possible in 
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the United States, and, by so purchasing, to develop the deposits of 
these metals within our own country. 
* * * * * * * 


“I am writing this letter for the specific purpose of respectfully 
requesting that you, as Secretary of the Navy, see that the intention 
of Congress in this particular matter is carried out in good faith.” 


Representative James F. O'Connor: 

“I am writing to state that there are several manganese mines 
which are being operated in my State, and I therefore believe that 
purchases of manganese for stockpile purposes should be made from 
the domestic supply exclusively if itis possible to do so.” 


Representative Francis Case: 

“T am thoroughly in favor of our adopting defensive measures with 
respect to manganese, but may I suggest that our best defense on 
manganese is to encourage domestic production. 

* * + + * * * 


“When the bids are restricted to ferromanganese, it means using 
foreign produced manganese, which does not do a thing in developing 
our natural resources, except to retard them.” 


Representative Compton I. White: 

“I have been furnished with copy of the statement addressed to you 
under date of March 12 by Mr. ik Carson Adkerson, President of the 
American Manganese Producers Association, protesting against the 
purchase of ferromanganese manufactured from foreign ores. I 
am in thorough accord with the statements made by President Adker- 
son and desire to support the protest of President Adkerson.” 


Representative M. C. Tarver: 

“It is inconceivable that monies provided by Congress for the pur- 
chase of strategic materials ‘exclusively of American production’ 
should be used for the purchase of foreign ores or of ferromanganese 
manufactured therefrom.” 


Representative Martin F. Smith: 

“I am advised that funds have been provided, and that additional 
funds will be provided, to enable you to acquire an emergency reserve 
of strategic and critical materials, the intention of Congress being 
to make it possible for you to search out and develop materials of 
domestic production with a view to becoming independent of foreign 
sources of supply.” 

8. The purchase of strategic and critical materials of domestic 
production was emphasized again in the hearings on the Naval Ap- 
propriation Bill for 1939. Extracts from these hearings are quoted, 
as follows: E 

“Mr. Scrucnam. Admiral, on page S-5 of the justification, headed 
“Strategic and Critical Materials, Navy, it reads: ‘This item is for 
the procurement of strategic and critical materials not produced in 
the United States.” 

“I am certain that is entirely in error. The object of Congress was 
that there might be materials not largely produced in the United 
States but as far as practicable it was distinctly intended we should 
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buy American, it was distinctly intended that the ‘Buy American’ 
Act should apply, and the objective was to encourage the production 
of such materials in this country. Is that understood by the Navy 
officials? 

“Admiral Conard. Yes. That statement as it appears here has ap- 
peared in other parts of the report, and I have personally corrected 
it. I simply overlooked its appearance here in that form. It should 
be ‘materials procurable in the United States if available.’ 

k * * x * * * 


“Mr. Scrucma{m. My only object in pursuing this line of inquiry is 
to emphasize the desirability of paying special attention to the pos- 
sibility of the development of local supplies, and by that I mean 
sub produced in this country, and I think, just or not, there is 
a feeling among local producers that the specifications were not so 
drawn. Ihave a number of letters—8 or 10—complaining, from per- 
sons who have written or have come in person to see me, that the 
specifications as originally put out, especially for manganese ore, 
were of such a character that they would preclude, no matter whoever 
they may be or what they may be, that it would preclude them from 
bidding under the specifications, and my understanding is that your 
answer is that the specifications are now being recast. Is that correct? 

“Admiral Conard. That is correct. 

“Mr, Scrucuam. And that these redrawn specifications are designed 
to be more liberal in their construction so as to permit a supply of 
suitable ore by domestic producers. Is my understanding correct? 

“Admiral Conarp. It is to produce suitable ore, and leaves the 
domestic producer in the position of stating his ability to furnish 
that ore or not, as the case may be. 

“Mr. Scruacuam. Well, that is entirely satisfactory.” 

9. Notwithstanding the views so freely expressed that these ap- 
propriations were intended to encourage private enterprise in the de- 
velopment and operation of domestic sources of supply for strategic 
and critical war materials, the acts appropriating the funds left to 
other legislation the control of this phase in the procurement of these 
materials. It seems fair to assume that the funds were appropriated 
for the primary purpose of the accumulation of a stock pile of strategic 
and critical materials. This purpose was well expressed by Rep- 
resentative Scrugham in the hearings before the Subcommittes of the 
Committee on Naval Appropriations in the 75th Congress, as follows: 

“Mr. Scrucuam. Captain, the outstanding feature of the report 
of your Board, if I understand its phraseology, is that certain classes 
of strategic raw material should properly be accumulated and stored 
against the time of military need.” 

10. The controlling legislation in the procurement of foreign ma- 
terials in competition with domestic materials is that contained in 
Title III, Section 2 of the Buy-American Act, approved 3 March 
1933 (Public No. 428, 47 Stat. 1520) , reading as follows: 

“Notwithstanding any other provision of law, and unless the head 
of the department or independent establishment concerned shall de- 
termine it to be inconsistent with the public interest, or the cost to be 
unreasonable, only such unmanufactnred articles, materials, and sup- 
plies as have been mined or produced in the United States, and only 
such manufactured articles, materials, and supplies as have been manu- 
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factured in the United States substantially all from articles, mate- 
rials, or supplies mined, produced, or manufactured, as the case may 
be, in the United States, shall be acquired for public use. This section 
shall not apply with respect to articles, materials, or supplies for use 
outside the THEI States, or if articles, materials, or supplies of the 
class or kind to be used or the articles, materials, or supplies from 
which they are manufactured are not mined, produced, or manufac- 
tured, as the case may be, in the United States in suficient and reason- 
ably available commercial quantities and of a satisfactory quality.” 
11. Acting under the authority of the Executive Order authorizing 
the Procurement Division to promulgate procurement regulations, the 
Director of Procurement set a price differential of 25 percent as a 
reasonable differential in determining the reasonableness of the price 
of domestic products. R 
12. The price differential between the bid of Wah Chang Trading 
Corporation on foreign ore at $23.68 delivered, including the duty, an 
the bid of the Metal and Ore Corporation on domestic ore at $25.00 
delivered, is much under the allowable 25 percent. Following the 
general rule laid down by the Procurement Division, the award of 
Schedule 7066 was made to the Metal and Ore Corporation on their 
bid of $25.00 per unit delivered, which price, when compared with 
the bid of Wah Chang Trading Corporation, is not considered un- 
reasonable. 
13. The Metal and Ore Corporation offers tungsten ore from the 
following sources: 
Nevada-Massachusetts Company, Mill City, Nevada 
Rare Metals Corporation, Lovelock, Nevada 
Molybdenum Corporation of America, Yucca, Arizona 
There is no information of record to indicate that the Metal and Ore 
Corporation is connected in any way, financially, or otherwise, with 
the Nevada-Massachusetts Company. The records indicate that the 
Metal and Ores Corporation is a New York corporation engaged in 
the business of exporting and importing metals and ores. 
(Signed) Ray Spear 
(Typed) Ray Srrar. 
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Treasury DEPARTMENT, 
Procurement DIVISION, 
OFFICE or THE DIRECTOR, 
Washington, October 23, 1939. 


MEMORANDUM FOR THE SECRETARY 


On September 20th proposals were issued for the purchase of 100 to 
425 short tons of tungsten ore in increments of 25 tons. These pro- 
posals were opened on October 20th, and the following bids were re- 
ceived. The prices cover the cost of units of contained tungsten. 
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DOMESTIC 


Metal and Ore Corporation 425 tons $25.00 per unit 
Wah Chang Trading Corp. 150 tons (approx.) $24.50 per unit 


FOREIGN 


Pan American Tungsten Corp. 175 tons. $18.00 per unit 
Wah Chang Trading Corp. 425 tons (approx.) $15.82 per unit 


The above bids are at present under consideration, and no awards 
will be made until qualifications in specifications of some of the bid- 
ders have been discussed with representatives of the Bureau of Mines 
and the Army and Navy Munitions Board. 

H. E. COLLINS, 
Director of Procurement. 
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Treasury DEPARTMENT, 
PROCUREMENT DIVISION, 
OFTICE OF THE DIRECTOR, 
Washington, October 23, 1939. 


MEMORANDUM FOR THE SECRETARY 


On September 19th a proposal was issued for manganese ore in 
quantities ranging from 5,000 to 110,000 long tons of three grades of 
ore for delivery at Baltimore. This proposal was opened on October 
19th, and the following bids were received : 


Bidder Destination Quantity Price per 
unit 
LIM Buck Inc OA e ee ee Baltimore._.} 40,000 long tons........ $0. 49 
Cuban American Manganese Corp...._...-..-.---.~.-|----- do T 25,000 long tons........ - 612 
H:S" Davis Co -2AA SNF RO IA NAT URREA eee? do- I 25,000 to 80,000 long - 435 
tons. 
Debevolse-Anderson Co., Inc.___...-.-----.--.---.---]----- dose 6 3,000 long tons....._._. . 60 
DoetivatigesWinc..2 LA. A E eee. oe do. = 3,400 long tons.__.._._- . 598 
Willam H. Mueller & Co. __-._.-_..-_-_--.----------|----- dor 5,000 to 10,000 long . 5098 
tons. 
Olivers Con Ino- a a a a Be DE donaa 10,000 long tons........ -70 
DD) Oca A | one re ee A O ec A 15,000 long tons........ .78 


The bids of Oliver and Company, Inc., are on domestic ore. All 
other bids indicated above are on foreign ore. 

It is expected that a recommendation will be made for the award of 
10,000 long tons under the bid of Oliver and Company, Inc. 

The unit prices indicated above on foreign ores do not include duty, 
war risk insurance or freight. On the basis that imported ores will be 
bonded and that duty will not be paid until such time as issues are 
made, it is indicated that the H. S. Davis Company is the low bidder 
and award will probably be recommended to this company for 80,000 


long tons. 
H. E. Cours, 
Director Procurement. 
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Tue Srerry CORPORATION, 
30 Rockefeller Plaza, 
New York, October 27, 1939. 
The Honorable Jonn W. Hanes, 
Under Secretary of the Treasury, Department of the Treasury, 
Washington, D.C. 

Dear Joun: Referring to my conversation with you the other day 
in regard to the aircraft factory in China, I am enclosing in brief, 
an outline giving the story in more complete form. You can give 
this to the Secretary and if he desires any additional information on 
the subject, please let me know and I will be glad to furnish it. 

As I told you the other day, The Sperry Corporation owned The 
Intercontinent Corporation until last year when it was sold to Mr. 
W. D. Pawley who is now in China. 

With kindest regards, l am 

Sincerely yours, 
(Signed) Thos. A. Morgan 
(Typed) Trros. A. MorcaN. 
tam:s 
Enclosure 


Brier History or CENTRAL Arcrarr MANUFACTURING Co., FED., 


Inc., U.S.A. 
(A China Trade Act Corporation) 


The Central Aircraft Manufacturing Company was formed under 
a contract with the Military Council of the National Government of 
the Republic of China, dated December 8, 1933. The objective was 
to train Chinese personnel in the building, repairing and maintenance 
of airplanes of Chinese manufacture. 

The factory was built at a cost of $206,892.41, out of funds advanced 
by the Curtiss-Wright Corporation and another company. The in- 
terest of the latter company was later purchased by Intercontinent 
Corporation. 

The Chinese Government has repaid over a five year period the 
agement made by Intercontinent and Curtiss-Wright in the original 

actory. 

The original factory contract was to run for a period of five years. 
When the Japanese invaded China, Curtiss-Wright and Intercon- 
tinent agreed to an amendment to their contract with the Military 
Council of the National Government of the Republic of China whereby 
permission was given to move the factory to a location better suited to 
the interests of the Government. 

The factory was later moved to Hankow and after the abandonment 
of Hankow, plans were made to build a new factory at Kunming. 
This location has been changed to Loiwing near the Burmese border. 

From the inception of the contract the factory has been a valuable 
factor in the Chinese Military aviation program. 

In July, 1938, the original agreement was extended to September 
30, 1942, and Curtis-Wright and Intercontinent Corporation jointly 
agreed to advance $330,000 for the erection of the new factory at 
Loiwing to have a capacity of between 250 and 300 planes per annum. 
These funds are to be repaid over a period of three years. 
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Under the original agreement the Chinese government agreed to 
have the factory purchase 75% of Curtiss-Wright motors and 50% 
of Curtiss-Wright or Douglas planes. The agreement also provided 
for the Intercontinent Corporation to be the sole purchasing agent 
for the factory with a guarantee to purchase a minimum of $500,000 
per year. The new agreement provides for 6624% Wright motors 
and 50% Curtiss-Wright planes with a guarantee to purchase a mini- 
mum of $1,000,000 per annum. Intercontinent is also the purchasing 
agent under this new agreement. 

In addition to the financing of the factory at Loiwing, Mr. W. D. 
Pawley, President of the Intercontinent Corporation has advanced 
over $150,000 to finance purchases of factory equipment. A portion 
of this has been repaid and there is now outstanding of this about 
$100,000. 

Both agreements provided for the furnishing of American super- 
visory personnel in the factory with the Chinese making up the re- 
mainder of the personnel. 

These Chinese factories have served to train the Chinese in the 
manufacture and assembly of planes and have been of great value in 
the servicing and repairing of planes used in the conflict with Japan. 

Recently Curtiss-Wright and The Intercontinent Corporation nego- 
tiated an agreement with the Chinese licensing them to manufacture 
Wright engines in China and it is believed that the government will 
shortly enter into the manufacture and assembly of engines in China. 

Many of the purchases made by the Chinese factories have been of 
sets of materials “for the manufacture and assembly in China of Cur- 
tiss-Wright and Vultee airplanes”, and thereby a very substantial 
saving in cost has been effected to the Chinese government. 
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Kwane Pu CHEN, 
Room 1918, 630 Fifth Avenue, 
New York, October 21, 1939. 

Dear Mr. Secretary: Although you may have received some direct 
reports from China regarding the Highway Transportation Mission 
headed by Mr. Sheahan, I am taking the liberty of furnishing you 
herewith a short summary of the reports which I have personally 
received regarding the progress of their work and recommendations. 

At Chungking they called on Ambassador Johnson and were also 
received by Mr. Chang Kia-ngau, Minister of Communications, Dr. 
H. H. Kung and Generalissimo Chiang Kai-shek, who all expressed 
their deep appreciation of your interest in the work of this Mission. 

To facilitate their work and investigations a very comprehensive 
memorandum on Chinese highways had been prepared to furnish the 
proper background for Mr. Sheahan and his two assistants, Mr. Bassi 
and Mr. Van Patter. Altogether seven conferences were held and 
three memorandums were submitted by the Mission. The first four 
conferences were devoted to a thorough and frank discussion dealing 
with the present organization of the Bureau of Highways; manage- 
ment of drivers and elimination of undesirable practices; and prob- 
lems of maintenance and spare parts. At the Pao conferences 
the discussions were confined to a detailed study of memorandums and 
recommendations on the basic problems as submitted by the Mission. 
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Minister Chang JXia-ngau personally participated in all the seven 
conferences. There has been very fine cooperation on both sides and 
a great deal of progress has been made in a general understanding of 
the problems attending highway transportation. Minister Chang 
and his assistants were most frank in the presentation of their major 
problems and eager to seek ways and means for fundamental improve- 
ments, while Mr. Sheahan and his associates were earnest in their 
desire to assist. 

The most important memorandum submitted was on the subject of 
the recommendations concerning the coordination of all major civil 
transport organizations into one central transport corporation under 
the Ministry of Communications. I believe that the basic principles 
for the formation of a central transport corporation are sound as it 
aims at centralization of highway transport management and traffic 
control, elimination of wasteful duplication of repair and service fa- 
cilities, creation of a central store system for spare parts and efficient 
management and control of mechanics and drivers. 

Also I note a few highlights of their observations, which I trust 

will be of interest to you: (1) Mr. Sheahan writes me that he does 
not believe the cargo situation at Haiphong is as bad as we have been 
led to believe; (2) The Mission finds that the performance in the past, 
as well as statistics of repairs, shows that light trucks do not suit the 
requirements of present o highways; (3) It has been estimated 
that approximately 30 per cent of available trucks are under repair 
and an additional 30 per cent are waiting for essential parts, while the 
balance of 40 per cent are in operation. Plans are now completed to 
pool all the essential parts available in the interior and to speed up 
the reclamation of the trucks out of service; (4) Mr. Sheahan states 
that they were agreeably surprised by the progress made in the 
Kunming-Chungking Highway; and that although the highway leaves 
much to be desired, they are sure operations can be improved. 

If you have not already received a set of these memorandums, I 
shall be most happy to submit the same to you. I again wish to thank 
you for your sincere interest in the problems which confront us and 
to assure you that your efforts are deeply appreciated. 

With kindest personal regards, 

Yours sincerely, 


K. P. CHEN. 
KPC: GT 
The Honorable Henry MorGENTHADU, JT., 
Secretary of Treasury, 
Washington, D.C. 
Ocroser 30, 1939. 


Dear Mr. Nicuorson: I have received and read with interest your 
letter of October 11th, and the enclosures which accompanied it. 
Thank you very much for getting all this material into my hands. 

With cordial, personal regards, 

Sincerely, 
(Signed) H. Morcenruau, Jr. 
Honorable M. R. Nıcnorson, 
Treasury Attaché, 
American Consulate General, 
Hong Kong, China. 


GEF/dbs 
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UNITED STATES Treasury DEPARTMENT,’ 


AMERICAN CONSULATE GENERAL, 
OFFICE OF THE TrEASURY REPRESENTATIVE, 
Hong Kong, October 11,1939. 

Dear Mr. Secretary: I have the honor to acknowledge receipt of 
your letter of July 26, 1939, relative to the selection of a commission 
of three American transportation experts for service in China in 
connection with the Ministry of Communications. 

The commission, headed by Maurice E. Sheahan, arrived in Hong 
Kong on the trans-Pacific clipper on September 3, 1939, ten days 
overdue on account of typhoon weather. They were met at the land- 
ing by Francis Pan, representing Chang Kia-ngau, Minister of Com- 
munications, and many local representatives of American motor car 
manufacturers who apparently had visions of unloading on the com- 
mission the numerous trucks now stored in Hong Kong and Kowloon. 

Upon receipt of your letter, and prior to the arrival of the commis- 
sion, I called upon His Excellency T. V. Soong, discussed with him 
the objectives of the transportation mission to China, and asked for 
his cooperation. I was concerned as to the possible attitude toward 
the commission of T. L. Soong, brother of T. V. and head of the 
Southwest Transportation Company, whose goodwill and cooperation 
I Cae highly important. Mr. T. V. assured me he would take care 
of T. L. 

On the night of Mr. Sheahan’s arrival in Hong Kong, I accompanied 
him to Mr. T. V. Soong’s home for a preliminary meeting. Nothing 
much was discussed at this meeting as the hour was late, but an ap- 
pointment was made for Mr. Sheahan to call at Mr. Soong’s office the 
next morning. I understand that at this morning meeting tentative 
arrangements were made for Mr. T. V. and Mr. Sheahan to meet Mr. 
T. L. Soong at Hanoi en route to Chungking. 

A discordant note, however, was struck by Francis Pan. This 
young man apparently annoyed Mr. Sheahan considerably by his 
officious manner and absurd questioning. Among other things he told 
Mr. Sheahan that the Minister of Communications would require 
him to make an inspection of the northwest highway from Lanchow 
to the Turkestan border immediately upon his arrival in Chungking. 
This is the route over which supplies to and from Russia are trans- 
ported and has nothing whatever to do with the movement of Ameri- 
can goods. 

I recognized in this a not totally unexpected scheme to sidetrack 
the American Commission and I immediately Ao to Mr, T. V. 
Soong who laughed and said, “They will have a hard time sidetrack- 
ing Sheahan.” However, Mr. Soong said he would take a personal 
interest in the commission's welfare and would do some plain talking 
to Chang Kia-ngau if it became necessary. 

In my opinion Sheahan is a two-fisted individual who knows where 
he is going and how to get there. I agree with Mr. T. V. that he will 


1 SUBCOMMITTEE NorH.—At the top of the first page ls a handwritten note, “Thank him,” 
initialed by Mr, Morgenthau. 
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be hard to sidetrack. However, I gave him all the information I 
could as well as some advice. 

In a recent letter from Chungking a friend expressed himself in 
the following manner: 

“Messrs. Sheahan & Co. have been doing a swell job and I believe 
are going to get some results. Sheahan certainly has no moss on him 
and has gotten much further into this situation than I ever thought 
any newcomer could achieve in such a short time. He has the Chinese 
over a barrel and both they and he know it. I believe he is going to 
get some action out of them. I have seen him frequently and am 
doing everything I can to help him.” 

I arranged with Mr. Sheahan to keep in touch with me from time 
to time and to telegraph me, in a special code, in case of need. Today 
I received my first letter from him which I enclose for your informa- 
tion, with a copy for Mr. Lochhead. 

Mr. T. V. Soong seems quite interested in Sheahan and his mission 
to China, and I am sure will prove very helpful to him. I shall keep 
you advised as to his progress. 

With kind personal regards, I am 

Respectfully yours, 
M. R. NichoLsoN, 
Treasury Attaché. 
The Honorable Henry MORGENTHAU, JT., 
Secretary of the Treasury, 
Washington, D.C. 
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No. 6 New Vitra, CHUNGKING CHINA, 
October 5th, 1939. 

Dear Mr. Nicuotson: Thank you for yours of September 21st, re- 
ceived last evening and with which you enclosed data in connection 
with the shipment of wood oil to the United States via the Foo Shing 
Trading Corporation. 

We have been over the more important highways in the Southwest, 
have visited the major shops and concentration points, discussed with 
Provincial and National Officials and studied the existing transporta- 
tion problems, with the result that we have made certain very definite 
recommendations which I will attempt to explain briefly ; 

_1—Consolidation of the major Civil Government Transporta- 
tion Agencies into a new Central Government Corporation within 
the Ministry of Communications. 

_ 2—Inclusion of the operation of one thousand American trucks 
in recommendation No. 1. These trucks are now owned by the 
Foo Shing Trading Corp. 
oc. a segregation of the Military transport from the 
ivil. 
4—Improve the morale of the operating personnel through 
bettering working conditions and elimination of red tape in 
licensing and regulation of Drivers, Mechanics and equipment. 


5—A definite program of reclamation of trucks and busses and 
curtailment of new purchases. 
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6—Consolidated shops with usuable and necessary stocks of 
material and supplies, eliminating present waste that to some 
extent has been brought about through lack of common under- 
standing as to terminology. The lack of Chinese characters to 
describe Auto parts has proven expensive and confusing. Over 
$1,000,000. Chinese National is tied up in non-moving parts. 

7—Adoption of 24 hour day for trucking. 

8—Relay of drivers over shortened distances. 

9—Definite program to curtail the present high mortality rate 
of equipment through accidents. 

Treating with the above seriatum; The consolidation into one Cor- 
poration is felt to be essential in order that present wasteful practices 
may be more quickly and uniformly eliminated. Government agen- 
cies are bidding against one another for competent personnel. ‘They 
duplicate facilities and stocks of spare parts. It is my thought that 
the new Corporation should be under the Ministry of Communications 
where the best personnel trained in transportation are available. The 
Corporation should be a Non-Profit one. Rates must be tariffed and 
filed and made uniform for all, including the Commercial haulers. 
The various Governmental Departments to contribute to the deficit in 
ratio to the tonnage or passengers handled for account of each separate 
branch. In this way fiuctuations in exchange would be absorbed by 
the Government itself and should not affect the commercial users of 
the Government or Commercial facilities of transport. 

The Foo Shing operations are barely started despite the prevalent 
opinion that they are in full operation. They have about 76 trucks on 
the road, 354 tied up on the Burma route due to a washed out bridge 
and landslides. The balance are in Haiphong. About 40 borrowed by 
the French-Indo-China Authorities and the balance awaiting com- 
pletion of cabs by an independent contractor. The tools and equip- 
ment for Foo Shing are in the Haiphong blockade, and the French 
Railway has been out of operation for the past two weeks on account 
of a combination of landslides and train wrecks. From the foregoing 
you will observe several reasons wood oil is not moving in the antici- 

ated quantities. The Foo Shing people have recruited their personnel 

rom other Governmental agencies in the main and as a result have 
incurred some enmity on the part of highway officials resulting in 
strict compliance with existing laws and regulations both Provincial 
and National. True similar differences will exist under any plan of 
operation but I am convinced these difficulties can best be alleviated 
through normal channels by the Ministry of Communications. 

The balance of the items enumerated above are more or less self 
explanatory. The principal purpose of my writing to you about our 
recommendations is certain difficulties we have run into in connection 
with securing the cooperation of Foo Shing. I contemplate Foo 
Shing retaining ownership of the 1,000 American trucks as well as 
representation on the new Corporation, nevertheless Mr. K. P. Chen 
of Universal Trading Corpn., New York is reticent to release the 
trucks to the Ministry of Communications fearing that harm may 
come to his present negotiations with our Government looking towards 
additional credits on Wood Oil. On the contrary it seems to me that 
American confidence can best be had through action and the proposals 
are pointed to that end. The new Corporation would guarantee the 
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equivalent capacity in American trucks to the 1,000 commitment of 
Foo Shing as outlined in Article 9 of the agreement of Foo Shing 
through Universal to the Export Import Bank. With the Government 
back of the Corporation and a proper selection of personnel under our 
direction the responsibility is definitely allocated. The maintenance 
of the highway etc., in the Ministry could no longer be the excuse. 
The recommendations we have made have been accepted for the 
most part by all concerned including Dr. H. H. Kung and Mr. Chang 
Kia-ngau, in fact by all concerned in the administration. Action 
awaits only a favorable reply from Mr. Chen in New York and I 
believe this could be had if our Treasury Department concurs. I have 
today cabled Mr. Chen as per copy enclosed. If you see fit to con- 
dense this rather tiring version and pass the information along to 
Washington, I would appreciate it or, if you have any differing views 
would appreciate hearing from you. Meanwhile I intend to leave here 
next Tuesday Oct. 10th, for Rangoon but will return in about two 
weeks. Meanwhile with the kindest personal regards to yourself and 
Mr. Campbell, I remain. 


Sincerel 
se M. E. SHEAHAN. 
(Book 220, pp. 35-37) 
[Copy] 
CHUNGKING, CHINA, 
Telegram, Oct. 5th, 1939. 
3:30 p.m. 
DLT 
K. P. CHEN, 


Unitracorp, New York: 


Have carefully reconsidered and my best opinion that Central 
Government Corporation under Minister Communications including 
postal and major civil government operations with over two thousan 
trucks exclusive Fooshing and Swtransco best solution. Fooshings 
participation assures over three thousand trucks and new corpora- 
tions guarantee of equivalent capacity one thousand trucks should 
assure action and American confidence, This definitely segregates 
civil and military transportation and no attempt involve Swtransco 
at this time. Fooshing preserves ownership trucks and adequate rep- 
resentation new corporation assuring compliance guarantee eliminat- 
ing wasteful duplication., Facilities assures economical operation. 
Entire matter abeyance pending your advices. 


SHEAHAN. 


[Book 221, p. 373] 
NovemBER 8, 1939. 

Mr. Chen called on the Secretary today and asked whether Mr. 
Sheahan could stay in China another 3 to 6 months. The Secretary 
asked Mr. Chen to check this directly with Mr. Keeshin. 

Mr. Chen said that he was worried about the Russian help to his 
Government. HM, Jr told him that he was advised that sometime 
in September Litvinoff came to Chungking. Mr. Chen said that he 
did not know, but that he would find out. The Secretary then said, 
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“When you cable, say that Litvinoff came there recently. Don’t say 
anything about September.” HM, Jr also said to Mr. Chen, “I was also 
told that his mission was not successful.” Chen said he would cable 
and get this information for the Secretary. 

Chen said that they had gotten three loans from Russia. The 
first was $50,000,000, the second $50,000,000 and the third $150,000,000; 
that the first two had been exhausted. Chen added that they had 
specially agreed to buy airplanes and ammunition with this money, 
and that this money had to be spent in Russia in payment for wood 
oil, tea and tungsten. 


[Book 222, p. 382] 


Kwane Pu CHEN, 
Room 1918,630 Fifth Avenue, 
New York, November 15, 1939. 
Confidential 
Mr. Joun W. Hanes, 
Treasury Department, 
Washington, D.C. 


Dear Mr. Hanes: In a recent conversation which I had with Secre- 
tary Morgenthau he inquired whether Mr. Litvinov had recently been 
in Chungking. He also understood that Mr. Litvinov’s mission had 
not been a success. The Secretary asked me to wire back to Chungking 
for clarification. 

I cabled an inquiry to Dr. H. H. Kung regarding this question, and 
have today received his reply. He informs me that there is absolutely 
no foundation for the information about Mr. Litvinov’s visit to Chung- 
king. He considers this another example of Japanese propaganda. 
I have also made a personal inquiry with a Chinese official recently 
arrived from Chungking, and he told me that he never heard of Mr. 
Litvinov’s visit to Chungking, but there has been a Russian Trade 
Mission there discussing some business matters with the Government. 
That might have given rise to such rumors. 

I shall feel thankful if you will kindly pass the above information, 
at your convenience to The Secretary. 

With kindest personal regards, 

Very sincerely yours, 


KPC:GT 


K. P. CHEN. 


(Book 228, pp. 99-103) 
Treasury DEPARTMENT INTER-OrrickE COMMUNICATION 


Date: November 20, 1939. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: Utilization of our gold holdings. 
1. A plan for providing cash to lend abroad and to invest in United 
States governments, rather crudely outlined in the appended draft 


b ĝ—s 
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of a bill, is submitted as a suggestion of a possible means to accom- 
plish the following : s 

(a) provide ample funds to carry out our Latin American pro- 

gram, to make a loan to China, and to participate in reconstruction 

Joans elsewhere after hostilities cease—all without additional 
appropriation of funds by Congress. , á ; 

b) make possible the use of our gold holdings, silver seignorage 
and part of our Stabilization Fund without increasing the volume 
of excess reserves. k , : 

(c) convert some of our gold holdings into interest bearing 
assets, thereby reducing our tax burden. 

(d) strengthen the financial position of the Treasury and pro- 
mote continuation of low interest rates. 

(e) buy America back without endangering the stability of our 
security markets. À 

(£) dissipate some of the criticism against Treasury gold policy, 
and enhance the prestige of gold. 

2. I suspect you will not care much for the plan, yet it may suggest 
some related or alternate method of accomplishing the above-men- 
tioned objectives. The essentials of the plan could be accomplished 
through simpler devices (outlined in an alternate bill, appended) 
which you may deem less unattractive, but I feel the idea needs to 
be given a gilt covering if it is to be at all palatable to Congress and 
the public. 

3. The plan presupposes that: 

(a) Within the next couple of years our gold holdings will have 
passed the $20 billion mark. 

(b) There is very little prospect of a net outflow of gold of large 
dimensions within the foreseeable future. 

(c) A sum of $8 billion is more than adequate as a metallic 
base for our domestic monetary needs under present statutory 
requirements—provided, of course, we have ample amounts to 
meet any possible sustained adverse balance of payments we are 
likely to experience in our international account. 

(d) That portion of our gold holdings—at least over $8 bil- 
lion—which serves no useful monetary purpose may be justly re- 
garded as a frozen asset though it may be rightly assumed to have 
potential international purchasing power. 

(If you are interested, the advantages and disadvantages of the 
measures proposed can be submitted for discussion.) 


H. D. Warr, 
November 18, 1939. 


Tue GoLD INVESTMENT Acr or 1940 
PURPOSES OF THE BILL 


(2) To increase the earning capacity and usefulness of our gold 
holdings; 

(b) To help correct the maldistribution of the world's gold and to 
strengthen the monetary systems of the rest of the world without 
weakening our own; 
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(c) To promote foreign trade recovery and a higher national in- 
come at home, and increased productivity abroad; 

(d) To help stabilize foreign exchange rates and reduce artificial 
barriers to the free movement of goods and capital among the nations 
of the world ; 

(e) To help promote peace among nations and to facilitate post-war 
reconstruction programs, and other purposes; 

(£) To protect our domestic security market ; 

g) To reduce the possibility of inflation. 

1. There shall be created a special committee to be known as the 
“Gold Investment Committee”, consisting of the following members: 
(1) the Secretary of the Treasury, who shall act as chairman of the 
committee; (2) the Chairman of the Board of Governors of the Fed- 
eral Reserve System; (3) the Director of the Budget; (4) the Chair- 
man of the Securities and Exchange Commission; (5) the Chairman 
of the National Resources Committee; (6) Administration of the 
leading agencies. 

The duties of the committee shall be to advise the Secretary of the 
Treasury in the performance of his duties pertinent to the bill, to 
initiate and execute such investigation and studies as are necessary 
to properly carry out the purposes of the bill, and to prepare reports 
for the President on matters dealt with by the committee. 

2. The Secretary of the Treasury shall be authorized to issue, with 
the approval of the President and of the “Gold Investment Commit- 
tee” Gold Notes against the following collateral in such amounts and 
at such times as he deems in the public interest, provided the amount 
issued shall at the time of issue not exceed the purchase price of the 
collateral, and provided further that the total issue shall not exceed 
$20 billion: 

(a) Gold at monetary value, which shall constitute at least 40 
percent of the face value of Gold Notes outstanding; 

(b) Interest-bearing bonds of foreign governments which are not 
in default to the United States Government, and which are not pro- 
hibited from borrowing in the United States under terms of the Neu- 
trality Act; securities of American corporations held by residents of 
foreign countries or by foreign corporations or by foreign govern- 
ments, provided the securities are listed on the New York Stock or 
Curb Exchange, and provided further that the purchase price shall 
not be in excess of 5 percent less than the quoted market price; 

(c) Interest-bearing bonds of the United States Government hav- 
ing maturity in excess of five years from the date of purchase. 

3. The Gold Notes issued under the authority of this Act shall have 
the attributes now possessed by gold certificates with respect to the 
constitution of reserves against Federal Reserve Notes and deposits, 
and convertibility into gold bullion. Any restrictions upon the hold- 
ing and use of gold certificates shall apply also to Gold Notes. 

4. The Secretary of the Treasury shall be authorized, with the ap- 
proval of the Committee and of the President of the United States, 
to exchange Gold Notes for gold certificates (or certificate credits) 
outstanding, provided however, that the amount of gold certificates 
(or gold certificate credits) outstanding shall not be reduced below 
$8 billion. Gold bullion held against gold certificates so exchanged 
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shall be covered into a gold note fund, to be held as collateral against 
Gold Notes. 

5. The Secretary of the Treasury shall be authorized to purchase 
with the approval of the President and the Gold Investment Commit- 
tee the interest bearing bonds eligible as collateral for Gold Notes in 
such amounts, at such times, and at such rates as he deems to be in 
the public interest, and to pay for such bonds out of any funds in the 
Treasury not otherwise appropriated, provided however, that the 
amounts purchased shall not exceed the amount of Gold Notes which 
may be issued against them as collateral. 

6. The bonds acquired by the Gold Investment Committee shall 
be carried in a Gold Note Fund at their purchase price. 

7. The Secretary of the Treasury shall be authorized to empower 
a committee set up for that purpose by the Securities and Exchange 
Commission to liquidate American stocks and bonds as have been 
acquired under the authority of this Act, except U.S. government 
bonds, as the Secretary of the Treasury with the approval of the 
Gold Investment Committee shall deem in the public interest, pro- 
vided the special committee entrusted with the sale of the securities 
shall be given a period of 10 years within which to sell the securities. 

8. The Secretary of the Treasury shall be authorized to make such 
regulations as are necessary to prohibit the acquisition by foreigners 
of any securities identical with those held by the Gold Investment 
Committee except from the Committee via their selected broker and 
only at the market price. 

9. The interest received on any investments shall be permitted to 
accumulate a fund to be known as the Gold Investment Fund until it 
has reached the sum of $200 million. Any losses on investments that 
will be sustained shall be deducted from this fund at the end of each 
year in which the losses are actually sustained. Any gains that shall 
accrue shall be added to this fund. Interest and/or gains received in 
excess of $200 million shall be covered into the General Fund of the 

easury as a miscellaneous receipt. 

10. The Secretary of the Treasury as Chairman of the Gold In- 
vestment Committee shall have published monthly a statement show- 
ing operations undertaken during the prior month and a statement of 
the account of the Gold Investment Fund. Once a year there shall be 
published a record of the meetings held by the Gold Investment Com- 
mittee, which shall include all decisions made and any minority held 
by members of the Committee. 

11. Congress shall appropriate $100,000 for the expenses of the 
Committee the first year and shall authorize the expenditure there- 
after from the income of the fund of an annual fund not in excess of 
$100,000 a year to carry out the purposes of this bill. 

12. The Federal Reserve Board shall have the power, at their dis- 
cretion but with the approval of the Secretary of the Treasury, to 
increase the proportion of reserves against deposits required to be 
maintained with the Federal Reserve banks by members of the Fed- 
eral Reserve System by percentages sufficient to offset the sum of Gold 
Notes, gold certificates, and silver certificates outstanding in excess 
of a combined total of $18 billion. r: 
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Classification of Materials & Supplies: Price 
I. Automotive Equipment._—~~-.--..-...------._-.._---- $16, 748, 000 
II. Gasoline and Lubricants____-_.__.._-_---_---.-------- 11, 452, 300 
III. Ferrous and Non-Ferrous Metals..-_.-_.-.....--_-..-~ 24, 683, 300 
IV. Dlectricalglquipment==—=2——-— a 5, 600, 000 
V. Medical Supplles-------- A 3, 600, 000 
MI. ‘Textile ¿Materials 232. _ {22 ee ee eee 3, 440, 000 
VII. General Machinery_o.~_-_. 22. Sa a eee 2, 151, 000 
VIII. Railway Equipment ------ aE EEE 4, 000, 000 
IX. Machinery for Tin Mining.___________________________ 3, 000, 000 
$74, 674, 600 


Tentative list of articles to be purchased by Universal Trading Corporation 


I. AUTOMOTIVE EQUIPMENT 


Number Unit price Total prico 
of units 
1. Trucks, including chassis, bodies, tires, and parts... 9,500 | Average $1,600_....- $15, 200, 000 
Pe O A E A A secon clone 10 | $10,000.00...--....-- SANO, 
3. Mobile machine shops_...........-..-. = 100 | $5,880... En $588, 000 
4. Motorcycles, including tires and parts 800: [$730.22 AER $560, 000 
16, 748, 000 
II. GASOLINE AND LUBRICANTS 
Number of units Unit price Total prico 
TA viatlon Gasolin d -... 2-2 nee E 3,000,000 gal....... $0.25/g/_..-.. $750, 000 
2. Automobile Gasoline (for the supply of 9500 trucks | 40,000,000 gal. ..... $0.20/g.....-- $8, 000, 000 
for 6 to 7 months). 
A A AA. noone A see e a eeeees 1,750,000 gal $752, 500 
4 2Gcar Olle 52. S2_ 2) 2 200,000 gal... $94. 000 
5. Marine Engine Oll.. 300,000 gal... $111, 000 
6. Engino Oil. -.-...-..- ---| 500,000 gal... $240, 000 
7. Cylinder Oil... 200,000 gal... $68, 
8. Diesel OH Hght_... 15,000 tons... $795, 000 
9. Diesel Oil heavy... 5,000 tons... 5, 000 
10, Kerosene...----.-. 100,000 gal... $18, 000 
11. Brake Olls._-- 20,000 gal____ $10, 000 
12, Greaso.-.-...... ,000 1b..... $365, 000 
13. Brako Eluid. soen wen nes seen > 14,000 gal... $23, 800 
$11, 452, 300 
III. FERROUS AND NON-FERROUS METALS 
Kind Quantity Value 
(tons) 
Steel... cee. ee E en ee oe ee E SA 28, 090 $3, 007, 800 
[Oop Oe SER ere Bes 11, 600 4, 500, 000 
Bondi econo es 6, 000 720, 000 
CA O 3, 000 600, 000 
BAS e cio 7,490 2, 621, 500 
Steel Tubes .-.-..-.----.- 2, 400 384, 000 
Eig ton. a a a 31,000 930, 000 
High Speed Tool Steel- 2,500 2, 500, 000 
Aun 200 140, 000 
Materials for Steel Plant -. 43, 000 5, 050, 000 
GChomilesls=-2--.---------s-— 2, 500 500, 000 
Tinplate Steol Sheets_.....- 2,300 375, 000 
Working Tools. .-...------- 3, 000 350, 000 
Rubbor Sheets- ..ooooooooo.o. 150 75, 
Refractories, Ferro-alloys, ete...--.. 3, 000 1, 600, 000 
Replacements for Machinery Parts...---....-..-.---------------------------|-------+------ 1,020, 000 
IM GEC ORCL se secenrosanoneosonoto cotos e SACSUS SNC nOSSopcHS ro HSEsSeacRo.] sons cpe cado 00, 
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IV. ELECTRIC EQUIPMENT 


Number of units Unit price Total price 
Radio equipment and materials: 
1. 1 KW Short Wave and Medium Wave Radio 
Telephone and Telegraph Mobile Statlons...| 100-.....-...---- SAO 00226222 —— $515, 000. 00 
2. 15 W Short Wave Radio Telephone and Tele- | 500...-.....----- 725 ll. da 362, 500. 00 
graph Portable Sets. 
3. 10 w gira. Short Wavo Radio Telephone Port- | 1,000.___.--.---- ORO Sees eee 575, 000. 00 
able Sets 
4. Radio Communication System for centralized | ..----------.----].---------------- 100, 000. 00 
control of truck traffic along Highways. 
5. Component Parts, vacuum tubes, resistances, |.-.---------------}----------------- 200, 000. 00 
condensers, transformers, meters, instru- 
ments, wires, etc. 
6. Power Supplies, drvarcclismstorarambottcnics ona ooo +c ccc cone en 145, 000. 00 
dynamotors, engine-zencrators, ete. 
7. Materials, insulators, fibre, metals, WO cnocecan| leona stctónos cs capa ee 90, 000. 00 
A o o BSsesessepeseseas 12, 500. 00 
2, 000, 000. 00 
pidas equipment: 
Magneto Desk Telephones..-....---.---------- 20,000 Set......- SIS OO 2 e 360, 000. 00 
A Magneto Field Telephones...-..------.-------- 30,000 Set ..-....-| $26.00 780, 000. 00 
3. Magneto Indoor Switchboards............---..- E 250, 000. 00 
4. Maoeneto Field Switchboards........---..-.-.-- 2,500 Set we 300, 000. 00 
Ry Ube CO) is eee A 350, 000,000 Ft. __ $3 00 pen thou- 1, 050, 000. 00 
sand fect. 
6. Galvanized Iron Wires 7,000,000 Lb..... poe Pee 280, 000. 00 
re S. 
7. Copper Wires 1,400,000 1b...... $16.00 per hun- 224, 000. 00 
dred lbs. 
e AR o oc O se concn ct A AA 356, 000. 00 
$3, 600, 000. 00 
IED ocoonnoscosonranronsdosoceoroooonson litoral A $5, 600, 000. 00 
V. MEDICAL SUPPLIES 
Number of units Unit price Total price 
1. Pharmaceutical Products, including— 
E A A A 310,000 Kg......... 
AR, ¿AS 180,000 tins.......- varios according $1, 600, 000 
ethyl @hiloride...J---.-.------s<s0s.--25-45- 1,000,000 c.e...---- to different 
Neoarsphenamina.....--.---.---------------- 60,000 tubes._..--- products. 
Ci. A een 800 Barrels..------ 
2. Surgical Instruments and Supplics, including— 
Adhesive plaster andi Ta pes n- ses. 225-2 s 
Catgut (34 m.)_- 
Bcalpels...... 
Scissors..-..-- 
A es eee eens 
Amputating & Resetting sets....--------.--- 
CR ay »Machines....---.---.----------------- 
OOO 20 2 3 oo eS 
A desta nann $2, 000, 000 
o A es 
Syringes de Needles.-....-----.----.--.------ 
Dressing Instruments...........--.---------- 
Compression Tubes....-...-.-.-------------- 
Rubber Gloves_.......-..--.--55.--.4.------- 
Rubber Tubing..--.------------.--.--------- 
noo oe emcee nner 
Medical Chests _..o nnn wn meen nce n an neen nen 
PIG tt] orcos PS E en n-ne ens eo anes $3, 600, 000 


VI. TEXTILE MATERIALS 


a 


Number of units | Unit price | Total price 


lt oe 
A A eee eeepc See Sea SS 0,000,000 yards... $0. 148 $900, 000 
E O 4,000,000 pleces-..- $0.63 | $2, 540, 000 
| eee 

$3, 440, 000 


EEE eee eee ee 


MORGENTHAU DIARY 51 


VII. GENERAL MACHINERY 


Numher of Unit price Total price 
units 


1. General Machinery and Materlal including |--.-........-- Prices vary according to $380, 000 
drills, saws, woodworking machinery, Dicsel different items. 
engine, mise. mechanics tools, forging mate- 
rial, oil can tin, mule carts and tires, 

2 Highways Construction Machinery, includ- 


Bumps & Parts- E A eee E A AA, A $3 $12, 000 
DARA ---| 1,000 tons..._ $100, 000 
Striking Hammers. . 46,700. _.-.-- $23, 000 
Mransits ca 2 $15, 000 
Reinforcing Bar..... $210, 000 
Rock Dril Niachines oraa coee $326, 000 
Road Building Machines, such as roller, $800, 000 
shovels, scrapers. 

ER eS PSs EAS $1, 901, 000 

3. Absolute Alcohol Plants (for fuel use)..---.-_-. Que a ee $125 '000 11 aa 250, 000 
E o $2, 151, 000 


VIII. RAILWAY EQUIPMENT 


Number of Unit price Total price 


units 

1. 12 Kg. narrow gauge rails with steel sleepers and accessories. .| 500 miles. _..| $2,000/mile $1, 000, 000 
Dees Dicse POCONO Liv ll tee eee teen 100 See 7 700, 000 
b. Diesel Locomotives, 40 H.P........ ry (0 A 800, 000 
INCAS Wig ON So ts ea e esse eee 200, 000 

al ote PTS E ae Sede A See O: see ane [eae coe a. eee ae eee , 
5. Railroad shop equipment and accessories. .....-.----.-----].-------------]--- 200, 000 
A 2... 25 oan ce ces cee oe ee ce ce ee ee oe eer eee | eee eee 900, 600 
$4, 000, 000 

IX. EQUIPMENT FOR TIN MINING 

Total price 


Mining Equipment and Machinery for the improvement of the existing tin 
me, AMAT a a estimated at $3,000, 000 


(Book 223, p. 126) 
Treasury DEPARTMENT In Ter-Orricr COMMUNICATION 


Date: Nov. 20, 1939. 
To: Dr. Harry D. White. 
From: E. H. Foley, Jr. 

You have asked whether the Reconstruction Finance Corporation 
would have authority to make loans to an American corporation for 
the purpose of purchasing Chinese tin and reselling such tin in the 
American market. 

Section 5(d) of the Reconstruction Finance Corporation Act au- 
thorizes the Corporation “to purchase the securities and obligations 
of, and to make loans to, any business enterprise when capital or 
credit, at prevailing rates for the character of loan applied for, is not 
otherwise available: Provided, That all such purchases of such securi- 
ties and obligations and all such loans shall be, in the opinion of the 
Board of Directors of such sound value, or so secured as reasonably to 
assure retirement or repayment; may be made or effected either directly 
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or in cooperation with banks or other lending institutions through 
agreements to participate or by the purchase of participations, or 
otherwise; shall be made only when, in the opinion of the Board of 
Directors, the business enterprise is solvent; and shall be made under 
such terms, conditions, and restrictions as the Corporation may 
determine: * * *> 

Under the broad authorization conferred by this section but subject 
to the provisos contained therein, the Reconstruction Finance Cor- 
poration would have authority to make loans to an American corpora- 
tion for the purposes indicated in your request. 

E. H. F. Jr. 


(Book 223, pp. 128-130) 


MEMORANDUM 
NovembBER 20, 1939. 

Repeated inquiries have been received in the past few weeks from 
China regarding the progress of the proposed loan against tin. On 
the China side, plans have been completed to make shipments by avail- 
able steamers regularly to the United States and the Ae shipment of 
500 tons has already commenced its journey from Yunnan. In the 
meantime, due to the war situation in Europe, several European coun- 
tries have approached China with the object of securing this tin and, 
naturally, these negotiations are being held up until a decision is 
arrived at on this side. 

China is the only important producer of tin which has not par- 
ticipated in the international tin agreement. Without being subject 
to export quota control, China is free to increase her production and 
export in order to meet the increasing needs of the United States. 
Annual consumption of tin by various industries in the United States 
varied from 48,860 long tons in 1938 to 87,000 tons in 1929. Although 
the proposed shipment of Chinese tin of 10,000 tons a year only 
fulfills a small portion of the United States requirement, it is im- 
portant to have such an independent source of supply in view of the 
war situation and control of the international tin agreement. 

Recent developments in the Far East due to the landing of Japa- 
nese forces near Pakhoi threaten to interfere with some of Chinas 
few remaining means of communication with the outside world. As 
to how serious this threat is depends on further developments. The 
mere landing of enemy troops near Pakhoi creates no serious situation 
as this has been anticipated for some time and communications with 
that part of the seacoast were cut off by the Chinese authorities long 
ago. The Japanese, in landing troops near Pakhoi, may have two 
objectives in view. They may advance north-westward and attempt 
to cut the Kwangsi motor road connection with Indo-China near the 
international border. According to the opinion of some military ex- 
perts, accomplishment will be most difficult as the mountainous ter- 
rain (known as “10,000 Huge Mountains”) is right in the path and 
it will take at least 120,000 troops to undertake the expedition. So, 
if movement is along this direction the objective may be to occupy 
enough territory in order to safely establish an air field from which 


MORGENTHAU DIARY 53 


land planes may be dispatched to do damage to trucks and roads in 
the Provinces of Kwangsi, Kweichow and Yunnan. The second ob- 
jective may be to move north-eastward and advance to Huen-sien, 
Tatang and Liuchow to cut off the interprovincial motor roads and 
to threaten the rear of the Chinese military base at Hengyang. This 
move will be more significant in a military sense but besides the dif- 
ficult mountainous terrain near the Kwangtung-Kwangsi border, 
Chinese fortifications along this route are more formidable. Such 
a move will necessitate a tremendous military force and will take 
many months to operate. It is, therefore, safe to say that while the 
Pakhoi landing does add another threat to Southwestern transporta- 
tion, actual danger is not yet at hand. 

China’s determination to resist to the last man will not be affected 
by this landing. There are twenty arsenals located in safe localities 
turning out munitions and light arms every day, but materials for 
their manufacture must be imported in sufficient quantities without 
interruption, and heavy arms and munitions needed for replenish- 
ments must be supplied from time to time. Heavy field guns and 
aeroplane bombers in sufficient numbers, which are absolutely essen- 
tial in driving the enemy off the occupied soil and which China is 
so sadly lacking, must be supplied in some way. 

Besides, numerous materials and supplies which are essential for 
the continuation of China’s national existence must be continuously 
supplied. The loan of $25,000,000.00 against tung oil has been allo- 
cated and practically used up. Purchases made have been of diversi- 
fied lines and widely distributed among various industries and among 
many states. Tung oil importation and distribution by the Universal 
Trading Corporation has proven to be of real benefit to the paint, 
varnish and other wood oil using industries as openly recognized by 
ihe National Paint, Varnish and Lacquer Association of the United 

tates. 

A new loan on tin to be concluded at this time will not only supply 
the urgently needed new funds for the continuation of purchases of 
necessary materials to the mutual benefit of United States manufac- 
turers, producers and China, but may serve as encouragement of im- 
measurable value in helping the morale of the Chinese people at a 
time when it would appear that other democratic countries are too 
busy or indifferent to China’s struggle against aggression. 


(Book 223, pp. 212-214) 
Treasury DEPARTMENT INTER-OFrFICE COMMUNICATION 


Date: November 22, 1939. 
To: Secretary Morgenthau. 
From: Mr. White. 
Subject: “Tin Loan” to China. 

1. China needs additional funds to purchase more equipment. The 
$25 million five-year Export-Import Bank credit to the Universal 
Trading Corporation is almost exhausted and the Universal Trading 
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Corporation has a tentative list of goods to be purchased approximat- 
ing $75 million. Though these items are not vital to China's continua- 
tion of the war they would substantially strengthen her staying power 
against Japan, and decrease her dependence upon Russian assistance. 

2. A credit could be extended to China with future tin shipments to 
the United States as security against the loan. The Export-Import 
Bank has very little left uncommitted, but funds possibly could be 
made available by some shifts in loans between the Export-Import 
Bank and the R.F.C.; or the R.F.C. may be able to lend an American 
corporation (The Universal Trading Corporation) the funds with 
which to buy future shipments of tin. (See appended memo from the 
Legal Division on that point.) 

3. We have been importing about 3,000 tons of Chinese tin annually. 

This tin is of inferior quality (sometimes referred to as Grade C), 
which is used for specific purposes suitable to a lower grade product. 
We do not know how much the use of this inferior tin can be expanded 
in the United States; nor do we know how long it would take and how 
much capital would be necessary for China to improve the quality of 
the tin that she exports so as to compete with high grade tin coming 
from the Straits Settlements. (Our Procurement Division has under- 
taken to test Chinese tin for possible uses by the United States Govern- 
ment.) These are matters which should be discussed with some of the 
large domestic tin users. We have contacted our government tin ex- 
perts in Washington but get varied opinions. The Bureau of Mines 
1s beginning asurvey for possible uses of Chinese tin but the survey will 
not be finished for some monthstocome. In view of the fact that Grade 
C tin sells for only a few cents less per pound than does the better 
grade, it appears that the possible uses are adequate to consume at least 

10,000 tons a year without any significant reduction in price. 

4, The Central Government claims it now has control over an 
output of 13,000 tons of tin, almost entirely Grade C, (10,000 tons in 
Yunnan province and 3,000 in Kwangsi). This tin is smelted near 
the mines by the Chinese but is refined in Hong Kong by British re- 
fineries. Whether those refineries will continue to operate on Chinese 
tin for export to the United States is a matter which requires further 
investigation. 

So long as the French Indo-China route is open the tin coming from 

Yunnan can be delivered. Should it close the Central Government 
will be able to ship very little tin to the United States. 
_ Exports by the Central Government of the 3,000 tons of tin produced 
in Kwangsi will probably soon be blocked. The Japanese have just 
initiated a campaign against Pakhoi area in order to cut the line of 
communications from Kwangsi to the port of shipment. Though they 
may not be able to advance very far into the mountainous territory 
they will probably be able to cut the line of communication so that 
receipts of tin from Kwangsi are uncertain during the duration of the 
war. 

The average price of Grade A tinin New York for the past five years 
has been about $960 a ton (it has had a low of $740 in May, 1938 to a 
high of $1,180, August 1937). Grade A tin is now selling about $1,020 
Mee fon. Grade C tin sells for about $50 a ton under the price of 

rade «i. 
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We import more than 50,000 tonsa year. Great Britain, France, the 
Netherlands control almost two-thirds of the world’s output and 
through the International Tin Cartel control more than 90 percent of 
the world’s sale of Grade A tin. In view of the fact that British in- 
terests virtually control the Tin Cartel our tin consumers would be 
greatly interested in insuring supplies outside of the Cartel control 

5. A loan could be arranged patented [probably “patterned”] after 
the tung oi] loan. The Universal Trading Corporation will contract 
with the Chinese Government to import 10,000 tons during the next 
ten years—beginning possibly with 5,000 tons for the coming year and 
stepping it up rapidly to reach an average of 10,000 tons over a ten 
year period. This tin would be sold to the American consumers, pos- 
sibly at a slight discount from the market price. Fifty percent of the 
dollar proceeds could then be employed to pay interest and amortiza- 
tion of the debt. That would not leave the Chinese Government very 
much foreign exchange on their tin sales currently because of the high 
foreign exchange cost of shipping, refining, etc. 

If China can export 100,000 tons of tin to the United States over a 
ten year period, its total value should be in the neighborhood of $75 
million as it is not unreasonable to anticipate an average price of $750 
a ton for grade C tin during the next ten years. A loan of $35 million 
might be feasible on that basis. 

6. The risks of financial loss to the Export-Import Bank (or R.F.C.) 
are not great despite the war in China. Repayment would be 
jeopardized only if Japan destroys the Central Government. If 
peace be made either directly by the Central Government or with a 
puppet government which involves the tin area, any government of 
China will be reluctant to discontinue servicing either the tin or 
the tung oil loans because of their desire to obtain further economic 
assistance from the United States during the inevitable period of re- 
construction. 

The greatest risk involved is the possibility of the cessations of pay- 
ment for the duration of the war should the Japanese completely block 
Chinese outlets to the outside world. A further risk is that the Com- 
munists would obtain control over the whole of south China and would 
not meet the commitments of the Chungking Government. 

Political considerations in this loan are, of course, paramount and 
that [sic] the State Department will doubtless have definite views on 
the political desirability of making the loan at this time. 

7. The next steps in the consideration of the loan might be the fol- 
lowing if you approve: 

(a) Discussions by somebody in the Treasury with large tin 
consumers with a view to ascertaining the possibilities of uses 
for 10,000 tons of grade C tin, and any serious technical prob- 
lems that may arise in the contemplated arrangements. 

(b) Obtain more definite information with respect to the possi- 
bilities of (1) continued shipments of tin into Hong Kong; 
(2) the feasibility of constructing refineries on Chinese territory ; 
and (3) whether the British will continue to refine Chinese tin 
for export to the United States. 
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[Copy] 
Approx 11/22/39. 
Strictly Confidential 


STATEMENT ON THE PROSPECTS OF PEACE PREPARED BUT Not SIGNED BY 
CHINESE ÁMBASSADOR; ORIGINAL Given TO SECRETARY Huy 


I 


During the months of July, August, and early September, Chinese 
leaders were greatly disturbed by the threatening and rapidly chang- 
ing situation in Europe. They were apprehensive of certain possible 
contingencies: (1) That Great Britain and France might be forced 
to enter into some understanding with Japan which might be detri- 
mental to China’s war of resistance; (2) that these democratic powers 
might give up their Settlements and Concessions which had been the 
few islands of refuge for Chinese population and interests in the 
occupied areas; and (3) that they might even be compelled by Japan 
to close the Indo China and Burma Routes to Chinese goods and 
munitions. 

After the publication of the Soviet-German Pact of August 23, 
Chinese fears were enhanced by the additional possibility of the 
U.S.S.R. coming to some agreement with Japan, and discontinuing 
her material aid to China. First reports of the Soviet-Japanese truce 
on the border war almost substantiated these fears. 

It was natural that, during those hectic months, Chinese leaders 
should cherish the hope that an early ending of the Sino-Japanese 
conflict might be brought about through the mediation of the Presi- 
dent of the United States before the situation deteriorated too far to 
the disadvantage of China. 

In an interview with the United Press on September 27, Dr. Wang 
Chung-hui, Minister for Foreign Affairs, went so far as to state that 
the United States was in a favorable position to act as mediator and 
bring the undeclared Chinese-Japanese war to an early end. 

Two days after the above interview (September 29), the Japanese 
“Embassy” spokesman, in a written statement, said: 

“As is well known, the Japanese Government considers the dispute 

between China and Japan purely a two-party conflict, not to be settled 
by the intervention or mediation of a third party.” 
_ In the same statement, the Japanese spokesman characterized Min- 
ister Wang’s interview as China “imploring America” to mediate, and 
expressed the hope that the United States might not “be thus tricked 
by China.” i 

In the meantime, certain larger aspects of the international situa- 
tion seemed to become more clarified. (1) The Soviet-Reich Pact has 
apparently left a deep and lasting wound on Japan, whose pride has 
been hurt and who has now declared the Anti-Comintern Pact dead. 
(2) This feeling of desertion and betrayal by her own ally has led 
Japan to hesitate—at least at the present moment, —in using force to 
oust the British and French from China. The Japanese military 
pressure on Shanghai and Hong Kong has been temporarily eased. 
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(3) While there has been some announced restriction (changing al- 
most every week) of transportation of Chinese war materials through 
Indo-China, so far the French route, as well as the Burma route, has 
remained open to Chinese traffic. (4) The Soviet-Japanese truce has 
turned out to be no more than a local truce, and there has been so far 
no attempt to negotiate a nonaggression pact between the U.S.S.R. 
and Japan. 

And then, during the first week of October, the Chinese armies 
defending Changsha, Hunnan, scored a number of victories, repulsed 
the Japanese armies, and broke down the Japanese offensive. The 
victories of Changsha were celebrated throughout China: and they 
greatly elevated Chinese morale. 

Thus, 40 days after the outbreak of the European War, China is 
gradually recovering from her earlier apprehensions and is regaining 
her courage and calm. If she can be assured of the right of way 
through Indo-China and British Burma and if she can from time to 
time secure more financial and material aid from her friends abroad, 
she will be able to fight on for a fairly long time to come. 


II 


This does not mean that China desires no early peace. If a peace 
can be obtained which shall meet the sense of justice of the American 
Government and the American people, and which shall not violate the 
principles of the Nine-Power Treaty, such a peace will be most 
eagerly accepted by China. If such a peace can be obtained through 
mediation by the United States, China will not hesitate to seek such 
mediation. 

No one desires such American mediation more devoutly than I. 
For more than two years, I have been speculating about its possibili- 
ties and difficulties. There are at least these almost unsurmountable 
opeineles to mediation by the U. S. Government in the Sino-Japanese 

sonilict. 

(1) Japan, however eager she may be for such mediation, will not be 
willing to officially ask for it. Like Hitler, she may fear that such a 
request may be interpreted asa confession of weakness. (2) What the 
U.S. Government and people consider as “just peace” can not be accept- 
able to Japan now. Japan is seriously planning to liquidate the war 
by marine peace with a new “central” Chinese Government of her own 
making. 

(3) A peace acceptable to Japan now will in all probability be con- 
demned by the liberal and radical press of China and America as a 
“Far Eastern Munich,” which will surely bring about unpopularity 
and even strong opposition to whosoever sponsors such peace. 

(4) It is very difficult to imagine a peace which is acceptable to 
Japan and which at the same time will not violate the spirit of the 
Nine-Power Treaty or the American doctrine of nonrecognition of 
situations created by force in violation of existing international treaty 
obligations. 

(5) Japan probably will reject all such compromise devices as recom- 
mended by the League of Nations Commission of Inquiry with regard 
to Manchuria. 

(6) A recent and most reasonable procedure of joint use and joint 
government in a disputed territory was worked out last year between 
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the American and British Governments with regard to the Canton 
and the Enderbury Islandsin the Pacific Ocean. But such an amicable 
method, while working satisfactorily between two powers of tradi- 
tional friendship and mutual understanding, may not be applicable to 
two countries of too great inequality in military strength and too 
deep-rooted mutual suspicion and hatred. 

(7) Recent history of the European peace efforts of September, 
1938, shows that it is not enough to make the weaker party to the 
dispute agree to substantial concessions and sacrifices. It 1s absolutely 
necessary for the mediator (or mediators) to be prepared to use the 
power at his command to bring the stronger party to its senses and 
reasonableness. 

(8) The same recent history further shows that even a peace solemn- 
ly signed by the heads of four great European Powers was worthless 
in preserving the independent existence of Czechoslovakia after she 
had made all the great territorial sacrifices six months previously. 
Can a mediated peace in the Far East provide for better and more 
effective guarantees and sanctions? 

These difficulties are enumerated here in the sincere hope that a 
frank recognition of these implications may be useful in any compre- 
hensive consideration of the question of American mediation in the 
Far Eastern Conflict. 

October 16, 1939. 
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DECEMBER 4, 1939. 
3:50 p.m. 

H. M. Jr: Hello. 

Operator: Mr. Hochschild. 

Harold Hochschild: Hello Henry. 

H.M. Jr.: How are you? 

II: Fine thanks, how are you? 

H. M. Jr: Very well. Harold, are you the Mr. Harold Hochschild 

who was secretary to the Climax Molybdenum ? 

H:Iam. 

H.M. Jr: Youare. Allright. 

H :-T’m the same one. 

H.M. Jr: When can you come down and see me? 

H: Huh? 

H.M. Jr: I want to see you. 

H : You want me to come down and see you. 

H. M. Jr: Yes. 

TH: All right. 

a Jr: Nothing to be frightened about, I want some cooperation 

on this. 
IL: When Henry? 
y H M. Jr: Well to give you time, could you come down Wednes- 
ay? 

H : Wednesday ;—what time morning or afternoon ? 
H. M. Jr: Well, which is more convenient to you? 
H: What time would you 
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H. M. Jr: Come down and have lunch with me Wednesday, one 
o’clock at the Treasury. ; 

H: All right, Henry. If that’s convenient to you. Otherwise I 
can come down. 

H. M. Jr: No. Come down and have lunch with me and PH take 
a chance on the phone, see? 

H: Yes. 

H. M. Jr: But I don’t want you to tell this to any of your associates, 
Harold, see? 

H: I won't. 

H. M. Jr: Nobody. 

H: I wont. 

H. M. Jr: It’s in regard to the recent sales to Amtorg. 

H: Oh, yes. 

I. M. Jr: See? 

H: Yes. 

H. M. Jr: But, so you might have the prices and the quantity and 
all the rest of that. 

H: All right, Henry. 

Ii. M. Jr: But don’t, if you 

H: I won’t say anything about why I’m asking for it until after I’ve 
seen you. 

II. M. Jr: Right. And the other thing, I wasn’t going to ask you 
this, but our mutual friend K. P. Chen. 

H: Yes. 

H. M. Jr: Cant get any zinc in this country and I don’t know any- 
thing about the zine situation but he can’t get zinc. 

H: Well he may have trouble in getting it from 

H.M. Jr: Yes. 

II: But he can buy zinc now if he’s—if he wants to pay the market 
price for it. 

H.M. Jr: Well, I think that—— 

H: We had some talk—somebody in our office had a talk with him 
about it not long ago and TIl check up on it. 

H.M. Jr: Check up on that. 

Ii: Yes I will. 

H.M. Jr: And this other thing, if you'd have the facts but keep it 
very very secret. 

H: O.K. Henry. 

H.M. Jr: Be glad to see you Harold. 

H: One o’clock at the Treasury. 

H.M. Jr: That'sright. Right in my office. 

H: On Wednesday. 

H.M. Jr: Right. 

II: Allright, Henry. Goodbye. 


DECEMBER 4, 1939. 
4:37 p.m. 
H.M. Jr: Hello. 
Operator: Mr. Hochschild. 
H.M. Jr: Thank you. 
O: Go ahead. 
ILM. Jr: Hello. 
Harold Hochschild: Hello. 
H.M. Jr: Hello Harold. 
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H: I’m sorry to bother you again. 

H.M. Jr: No bother. 

H: It would make it somewhat easier for me to be sure that I have 
all the information, if I can tell one person in strict confidence and 
I can relay on that person. 

H.M. Jr: That's ail right. 

H: O.K. Henry. 

H.M. Jr: That’s all right. 

H: O.K. Seeyou Wednesday. 

H.M. Jr: Thank you. 

H: Goodbye. 


H.M. Jr: Hello. 
Operator: The Swedish Minister. 
.M. Jr: Hello. 

W. Botrom: Hello. 

H.M. Jr: Is this the Minister? 

B: Oh yes, Mr. Secretary. 

H.M. Jr: I just saw the President. 

B: Yes. 

H.M. Jr: And he O.K’d that. 

B: Thank you so much. 

H.M.Jr: So you 

B: Then I can add that in the same telegram. 

H.M. Jr: Yes, you can make that as a firm offer. 

B: Asa firm offer, yes. And I spoke to Mr. Cochran. 

H.M. Jr: Yes. 

B: He suggested that I should, in case it was O.K’d by the Presi- 
dent, that I should suggest to the Bank of Sweden to make a formal 
request to New York. 

H.M. Jr: That's right. 

B: And then they refer it to you. 

H.M. Jr: That's right. 

B: Thank you very much, Mr. Secretary, I’m very much obliged. 

H.M. Jr: Well, that’s pretty good service. 

B: Yes, it’s very good. I think we all ought to help them as much 
as we can. 

H.M. Jr: Yes, we must. 

B: Thank you very much, Mr. Secretary. Goodbye. 


DECEMBER 4, 1939. 


Tue American METAL Company, LIMITED, 
New York, December 4, 1939. 
Honorable Henry MOrGENTHAU, 
Secretary of the Treasury, 
Washington, D.C. 

Dear Henry: Sometime ago I requested our Sales Department to 
cooperate with our friend, K. P. Chen. Lately I have been so busy 
with other matters that I had not made any inquiries as to recent 
developments. After you telephoned today I found that Universal 
Trading Company wants high grade spelter, which is produced only 
by the New Jersey Zinc, Anaconda and Bunker Hill Companies and 
of which there is now a shortage, : 

We have interceded with the New Jersey Zinc in behalf of Uni- 
versal Trading Company and are negotiating an exchange whereby 
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we give the New Jersey Zinc Company ordinary zinc and they give 
the Universal Trading Company the high grade which the Chinese 
desire. It so happens that at the very time I was talking with you 
one of our men was up at the Universal Trading Company's office 
in connection with this matter. 
Looking forward to seeing you Wednesday at 1 P.M., 
Sincerely, 
HaroLD. 
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DECEMBER 4, 1939, 

(The following is a copy of the original news despatch from Chung- 
king, China, dated November 30th, following the interview between 
Mr. Maurice E. Sheahan and the Press representatives :) 

_The temporary suspension of the flow of supplies over the Nanning 
highway occasioned by the military operations in that vicinity is 
distinctly of minor importance, it was stated today by Mr. M. E. 
Sheahan, American highway transportation authority. 

Mr. Sheahan, who is Vice President of the Keeshin Freight Lines 
of Chicago, has recently completed a tour over the existing highway 
transport routes in China, declared that with the close of the rainy 
season in South China an unlimited quantity of goods may be brought 
into China over other more thoroughly conditioned roads. 

Throughout the rainy reason, despite the heaviest rain ever recorded 
which even suspended operations of the Burma Railway, the Yunnan- 
Burma highway remained open and in use, he said. 

After completing his inspection tour in the southwest, Mr. Sheahan 
said he observed us many as forty or fifty landslides in a space of 
twelve kilometers along the new highway but none were allowed to 
impede the smooth flow of traffic pouring into China from the south. 

“The Nanning highway was only one of the many strands in the 
mesh of highways ensuring China adequate supplies of foreign 
goods,” he stated. 

“The highway has been in a state of ill repair for several months 
and since the spread of war into that neighborhood has fallen into a 
state of complete disuse. 

“The officials and people of Kwangsi Province with [within] the 
past few weeks allowed the highway to be flooded and the roadbed has 
reverted to its original state—paddyfields—that preceded its construc- 
tion, thus rendering it useless for Japanese operations. 

“One of the most amazing features of the South China countryside 
is the multitude of backroads and country routes that may be linked up 
to ship goods in any direction desired,” Mr. Sheahan continued. 
“These traditional back country roads may be linked within a few 
weeks to provide any imaginable detour. 

“These roads consist of stone-paved paths over which animal traffic 
coursed for centuries. It is only necessary to lift the stones out of their 
bedding, place them on the side of the old road-bed as hard shoulders 
and fill in the space with gravel, and then you have roads that are fit 
for motor traffic. 

“The existence of such backways and paths enable some of China’s 
new roads in the Southeast to be built with great rapidity. The 
backroads and byways constitute only a reserve insurance for the flow 
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of supplies through Kwangsi for in addition to them the end of De- 
cember will see the completion of a new motor road which has long 
been planned and almost completed as a substitute for the old high- 
way. It will actually shorten the distance between the Chinese border 
and Cochin-China to North Kwangsi province by a couple of hundred 
kilometers. 

“The new road will be smoother, with fewer hairpin curves and will 
be distinguished by its excellent profile engineering,” Mr. Sheahan 
said, adding that at least four other routes are said to be in process 
of construction. 

“Throughout the Chinese Southwest, the work under the direction 
of the Ministry of Communications is progressing rapidly. The Min- 
ister, Mr. Chang Kia-ngau, has taken personal charge of a gradual 
drive for increased efficiency and speed in Chinese transport. During 
the past few months preparations have been approved for centralizing 
the supply of spare parts among fourteen hitherto independent Gov- 
ernment transport agencies. 

“By dividing the highways into sections so that individual drivers 
traverse only sectors instead of the entire trips, it is expected that day 
and night operations will soon commence over China’s southern 
arterial highways,” he said. 

Mr. Sheahan also revealed that “amazing success” had been achieved 
in experimental operation of duck-bottomed Chinese junks powered 
with American outboard motors. 

The Ministry of Communications, assisted by the American high- 
way experts, M. E. Sheahan, A. B. Bassi and C. W. Van Patter, has 
been taking full advantage of the stability within China during 1939 
to improve and construct almost all of China’s principal highways and 
reorganize the various regional managements into one centralized, 
more economic and efficient transportation agency. Chinese leaders 
believe a new era of highway service is dawning for the lasting bene- 
fit of China. $ 
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Decemper 4, 1939. 
_ Dear Mr. Kersuin: On behalf of the Secretary, I am acknowledg- 
ing your letter of December 2nd, which encloses copies of original re- 
ports from Messrs. M. E. Sheahan and C. W. VanPatter, from China, 
dated November 14, 16 and 21st, respectively, and also a copy of a 
ae from Mr. Earl H. Leaf, New York City, dated December 1, 
These documents will be studied with much interest. 


Sincerely, 
(Signed) H. S. Klotz 
(Typed) H.S. Krorz, 
Private Secretary. 
Mr. J. L. Keesnin, ; 
President, Keeshin Freight Lines, Inc., 
221 West Roosevelt Road, 
Chicago, Illinois. 


GRF :Imf 
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Keersyin Freieut Lines, Inc., 
221 West Roosevelt Road, Chicago, 
December 2, 1939. 
The Honorable Henry J. MorGENTIAU, Jr., 
Secretary of the Treasury, 
Treasury Building, 
Washington, D.C. 

My Dear Mr. Secretary: I am enclosing herewith copies of original 
reports which I received from Messrs. M. E. Sheahan and C. W. Van- 
Patter, from China, dated November 14, 16, and 21st, respectively, 
also a copy of a report which I received from Mr. Earl H. Leaf, New 
York City, dated December 1, 1939. This is being forwarded to you 
for your information. 


Very truly yours, 
(Signed) J. L. Keeshin 
(Typed) J.L. Kresuin. 
JLK:LR 
Enc. (4) 


[Copy] 


% MINISTRY OF COMMUNICATIONS, 
Chungking, China, November 14, 1939. 
Mr. K. P. Cuen, 
Universal Trading Corporation, 
630 5th Avenue, 
New York City, New York, U.S.A. 

Dear Mr. Curn: I have read your telegram of November 10th 
which was delivered to Dr. H. H. Kung, Minister Chang Kia-ngau 
and Mr. P. W. Tsou, which telegram was received in Chungking 
November 13th, and with particular reference to that portion thereof 
referring to the necessity of my return to the United States. I 
should like to make it clear that the suggestion that I return to the 
United States was not entirely my own. It was felt that the trip 
would be beneficial to China: 

1. In compliance with your desires as expressed in your several 
cables of October 8th and 10th, and your letter of October 23rd 
wherein you infer that we jointly present the merger proposition 
to the Treasury Department; 

2. To more thoroughly discuss with your engineers and others, 
essential changes in truck specifications and assist in cordinating 
the functions of U.T.C. with the needs of the National Govern- 
ment in so far as they concern transportation ; 

3. Assist through visiting the various truck manufacturers in 
progressing the plan recommended to the Minister of Com- 
munications for utilizing Foo Shing through U.T.C. as the pur- 
chasing agent for all governmental transporting agencies in- 
cluding the military through a Central Material and Supply 
Store and specifically to secure if possible from the manufacturers 
their agreeableness to the plan of forwarding essential parts and 
supplies on consignment, the payment for which could be made 
as the supplies are consumed ; 

4. To inform you and your staff as well as our Treasury De- 
partment of the current status of the transportation facilities 


of China. 
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This program I realize would involve perhaps 30,000 miles of almost 
continuous travel within a period of approximately 45 days with very 
little time to inform Mr. Keeshin of the various plans we have under 
consideration to the end that we can secure his advice and counsel 
as contemplated in our Agreement. I also had in mind to visit several 
aircraft manufacturers particularly Mr. Howard’s plant in Chicago 
as I understand he has commenced construction of an aeroplane 
exclusively for the handling of freight in competition with surface 
transportation. From what I have been able to learn regarding cost 
of operation and doubling Mr. Howard’s estimates, freight could be 
hauled more economically by aeroplanes than by truck and granting 
the loss of a single plane through the actions of the enemy, the eco- 
nomical [sic] loss over all would be no more than the present losses to 
equipment and cargo that are apparent on every highway over which 
I have travelled. y E ; 

I hope with the foregoing at hand you will perceive a desire on the 
part of those of us in China to cooperate fully with you in economizing 
time and expense. With kindest personal regards to yourself and 
staff, I remain 

Sincerely, 
. (Signed) M. E. SHEAHAN. 
ce: 
H. E. Dr. H. H. Kung 
H. E. Minister Chang Kia-ngau 
Mr. J. L. Keeshin 
[Copy] 


CHUNGEING, CHINA, November 16, 1939. 

Dear Mr. Keresuin: I returned from Kweiyang to Chungking on 
November third, and since that date have been working on plans for 
the organization of maintenance, shops, locations, equipment, parts 
and shop capacities that will be necessary to maintain approximately 
five thousand trucks and buses that will be consolidated from six to 
eight government owned transportation companies into one corpora- 
tion which will operate under the Ministry of Communications. This 
plan will eliminate much bidding for mechanics and drivers and will 
also eliminate duplication of shops, garages and equipment in the same 
location. It will also be much easier to control under this system of 
organization rather than to have competitive government organiza- 
tions operating the same kind of trucks and buses and also running 
over the same highways, duplicating all operating necessities. Mr. 
Sheahan and Mr. Bassi have been working very diligently to bring 
about this new form of organizing. I, of course, mean new to the 
Chinese. They are very peculiar and erratic in many ways and it has 
been most difficult to bring about the proper coordination. It is my 
opinion that at last this part of the job is under control and I also 
Be LSO we have accomplished as much as any one could in this length 
of time. 

It has been decided that major shops shall be located in Kunming, 
Kweiyang, Chungking, Hwanghsien and Lanchow. Shops of a major 
nature will be located in Luhsien, Poocheng and Lashio or the termini 
of the Hunnan-Burma route. It will also be necessary to establish 
twenty-five to thirty minor repair sectional garages in order to elim- 
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inate delays to equipment operating between principal terminals. If 
arrangements can be made with the French Government, a major shop 
will be erected at Phulongchong, Indo-China. In view of the Japa- 
nese invasion at Bakhoi it would be folly to establish a shop of any 
consequence on the Chinese side of the border until it is determined how 
they will come out with their battle for this territory. J am thinking 
of the road between Kweiyang through Hochih to Nacham north of 
Haiphong, Indo-China. The bombing at present in this area is very 
consistent making day travel on the highway impossible, and the con- 
dition of the road makes night traveling very slow. In the daytime 
the Japanese planes will fly very low and strafe with machine guns 
anything they can see on this highway. A new cutoff is being built 
from Nacham to Hochih which will be much better unless the Japs 
push too far inland from Pakhoi. The Chinese government officials are 
very optimistic and believe that they will soon be able to drive out the 
invaders of this section. The highway causes this to be a very im- 
portant battle but we are all optimistic about the outcome. 

It is planned that I will leave Chungking the first part of next week 
to be in the territory for quite some time. The fourteen shops that 
were purchased by UTC have arrived in Haiphong but will be imme- 
diately shipped to Kweiyang and from this city distributed to the 
shops in other localities as the buildings are completed. It will be 
necessary for me to follow through with each one as they are being 
set up. 1 will also have to make a survey of the shop buildings and 
repair sheds that have been erected by the different government trans- 
portation administrations to determine how they can be used to the 
best advantages and still exercise as much economy as possible. Many 
shop sites have been purchased and quite a few repair sheds built be- 
fore we arrived in China. The consolidation of these Ministry organ- 
izations will effect great savings in this alone. Most of the repair shops 
are built without walls, making it possible to move them without great 
expense. The moderate winter weather permits the use of a building 
so designed. From Chungking, south, the temperature is known to 
stay about forty degrees except the mountain tops—they will have 
slight freezes from time to time through the winter months. The 
northwest highway is routed through a colder climate, also heavy 
snows in the winter months. The buildings in this territory are bet- 
ter constructed. The machine shop buildings in southern China are 
enclosed to prevent stealing. I might mention that all of the motor 
equipment on the northwest highway is of Russian manufacture. 

The two hundred D50 Internationals have arrived in Haiphong and 
it is expected that they will be assembled within the next two months. 
The trailmobile trailers have also arrived. They will be completed 
before the tractors are ready. The plan to operate this equipment 
from DongDang to the mountains on the north is given up for the 
present in view of the Japs’ attempted invasion to cut off this road. 
Three hundred kilometers north from Kunming will permit tractor- 
trailer operation but ‘they would have to be turned back south of 
Annam due to the treacherous mountain roads. A limited section 
of two highways in the Chungking area will also permit the use of 
this equipment. 

I A like to again assure you that I am doing my best to accom- 
plish the big undertaking that is ahead of me and I feel very confident 
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that if you were here you would be well pleased with the results to 


date. 
Wishing you and yours the finest kind of Thanksgiving day, I am 


Sincerely yours, 
(Signed) C. W. VanParrer. 
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Drcember 4, 1939. 
MEMORANDUM 


To: Secretary Morgenthau. 
From: Mr. Gaston. 

The present status of the matter of the trawlers and other vessels 
transferred to the French flag under approval of the Maritime Com- 
mission is as follows: 

(1) Al Collectors of Customs and all Coast Guard Commanders 
have been instructed not to permit any vessel which has been trans- 
ferred from American flag and registry to a foreign flag to clear or 
depart from an American port or territorial waters without specific 
instructions from the Treasury Department so to do. 

(2) Specific instructions have been sent with respect to the trawlers 
Loon and Penguin and the tugs Kennebec, Debardeleben and Barren- 
fork that they are not to be permitted to depart without authorization 
from the Treasury. 

(3) We are awaiting further advices from the Department of 
Justice as to: 

_ (1) What agency of the Government shall conduct a detailed 
egin to learn whether the transfer of these vessels was 
egal; 

(2) What further steps should be taken by the Treasury in 
the matter. 

A copy of the attached memorandum is being sent to Judge Town- 
send in Justice, who will then immediately take up with the Attorney 
General the question of further procedure. Judge Townsend and 
Kemp, Special Assistant to the Attorney General, are both inclined 
to the view that further investigation should be by the Bureau of 
Investigation of the Department of Justice. 


Treasury DEPARTMENT, 
Washington. 


MEMORANDUM Or Facts on SALE TO FRENCH Interests or TRAWLERS 


On December 1, there was received at the Treasury Department 
from the Coast Guard at Boston a message to the effect that three 
mine sweepers, sold to the French Government by the Portland Trawl- 
ing Company, had passed Cahoon's Hollow going.south. Upon re- 
celpt of that information, steps were taken to ascertain the nature of 
the transaction and whether other vessels were involved. As a result 
of those investigations, the following facts were developed. 

The three vessels sighted off Cahoon's Hollow were the trawlers 
Brant, Coot, and Plover, which had cleared for Havre, France, from 
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Boston on November 29. The sale of those three trawlers had been 
approved by the United States Maritime Commission on November 14. 
In the application for approval of sale, it was stated that the vessels 
were being sold to the Compagnie Generale Transatlantique to be 
placed at the disposal of the French Government for use in French 
territorial waters and vicinity. The Coast Guard station reporting 
the passage of the three vessels was asked why the vessels had been 
referred to as mine sweepers. The station reported that the trans- 
action had been mentioned in newspaper accounts in New England 
and that those newspaper accounts had referred to the vessels as mine 
sweepers. The nationality of the crews of the three trawlers is 
French. Members of the crew were apparently secured from French 
lines at New York. 

Further investigation showed that five other vessels had been sold 
to French interests to be placed at the disposal of the French Gov- 
ernment in French territorial waters and vicinity. They are the 
Loon, a trawler, the Penguin, a trawler, the Kennebec, a tug, the De- 
bardeleben, a tug, and the Barrenfork, a tug. The Kennebec, while 
she is described as a tug, is said to be, for all practical purposes, a 
trawler. The Zoon and Penguin are, at the present time, at the At- 
lantic Works, East Boston, Massachusetts. The Kennebec is at a 
drydock in East Boston. The Debardeleben is in New Orleans, re- 
portedly in the Mississippi River under trial by French agents. The 
Debardeleben has not yet been transferred to French registry, but the 
bill of sale has been filed in the Custom House at New Orleans. The 
Barrenfork is in Charleston, South Carolina. The Zoon and the 
Penguin have been transferred to French registry and flag. This 
transfer was approved by the United States Maritime Commission 
on November 14, 1939. 

From information secured from the Coast Guard, it appears that the 
only reasonable use to which the trawlers and tugs could be put by 
the French Government in French territorial waters and vicinity is 
use as mine sweepers or patrol boats. According to Jane's Fighting 
Ships, the French mine sweepers are armed with a 65 millimeter gun. 
The Coast Guard advises that such mine sweepers would probably 
also carry a machine gun for anti-aircraft purposes (unless the 65 
millimeter gun were a dual purpose gun) and a Y-gun for the 
discharge of depth bombs. 

The Brant, Coot, Plover, and Loon were built by the Foundation 
Company in Savannah, Georgia. The Penguin was built in Cleve- 
land. The Brant, Coot, Plover, and Loon were four of thirty-eight 
vessels contracted for during the World War. Ten were never fin- 
ished. Most of the twenty-eight that were finished were sold to 
various trawling and fishing companies. It appears that those 
vessels were designed for the French Government as mine sweepers. 
Their dimensions are 139 feet long with a 25-foot beam. 

The Loon, Kennebec, Penguin, Debardeleben, and Barrenfork are 
being held in port pending further instructions. Instructions have 
been issued to the Coast Guard to detain the Brant, Coot, and Plover 
if they are found within the 12-mile limit. No effort is being made 
to locate the position of the three latter vessels beyond the 12-mile 
limit. 

The Department of Justice and the State Department were 
informed of the developments immediately. Acting Attorney Gen- 
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eral Kemp approved the detention of the five vessels still in port 
pending further investigation. There appears to have been a pos- 
sible violation of section 11 of the Criminal Code (U.S.C. title 18, 
sec. 23), which makes it a crime knowingly to be concerned in the 
furnishing of any vessel with intent that such vesse] shall be em- 
ployed in the service of any foreign state to cruise or commit 
hostilities against the subjects, citizens, or property of another foreign 
state. Paragraph 8 of the President’s general proclamation of neu- 
trality of September 5, 1939, provides that it is forbidden knowingly 
to be concerned in the furnishing of any vessel with intent that such 
vessel shall be employed in the service of a belligerent to cruise or 
commit hostilities against the subjects, citizens or property of an 
opposing belligerent. i 

The Department of Justice has under consideration the question as 
to which agency of the Government should conduct the investigation 
of the matter. 
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(Handwritten note: “See cable 12/2 400—12/3/39 from Amer 
Legation Helsinki.” 

The Swedish Minister presented to Secretary Morgenthau a message 
received today from the Swedish Foreign Office which reads in trans- 
lation “Rooth for Merle Cochran, Treasury. Do you buy Swedish or 
Finnish gold with delivery Stockholm”. 

While the Treasury has not done this so far, Secretary Morgenthau 
proposes, subject to approval of the President, that the United States 
is ready to buy any amount of Finnish gold in Stockholm and to pay 
for it on delivery in Stockholm, provided that 


(a) Bank of Finland pays all expenses of transportation and 
insurance from Stockholm to New York, shipping the gold on 
first available steamer from Bergen. 

(b) Pending arrival of gold in New York, that Bank of 
Sweden segregate corresponding amount of Sweden’s gold ear- 
marked with the Federal Reserve Bank of New York in favor 
of the United States Treasury to constitute a guarantee for full 
delivery of the gold in the United States by Finland. 

(c) That preliminary safe conduct for the gold through Nor- 
way be obtained. 

H. MorceNTHAD, Jr. 
Dec. 4th 1939, 
OK. FDR 


(Book 226, p. 259) 
DECEMBER 4, 1939. 
My Dear Mr. Secrerary: I am enclosing herewith a copy of the 
memorandum which I submitted to the President at Cabinet on 
December 1, 1939. 


_ In view of the position that the Treasury has taken, as outlined 
in this memorandum, is there anything further that we can do to 
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be of assistance to the War Department at this time? If there is, 
please let me hear from you. 

Yours sincerely, 

(Signed) H. MorGENTHAU, Jr. 

Honorable Harry H. Wooprine, 
Secretary of War, 
War Department, 
Washington, D.C. 


Enclosure. 
(Handwritten notations: “Mr. Woodring ack’d receipt 12-9-39.” 
“By hand.”) 
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GENERAL COUNSEL, 
Treasury DEPARTMENT, 
Washington, December 4, 1939. 
Memorandum for the Secretary: 


We were advised by the Coast Guard today that the Lekala, an 
auxiliary yawl, was proceeding from Morehead City to Wilmington, 
North Carolina, through the inside passage. It has on board five 
weeks’ supply of stores and one Blue Diamond generator of 110 volts 
which is unattached. It is suspected of being manned by a crew of 
seven German reservists. The history of the Zekala indicates that 
it is planning to put to sea possibly to supply a belligerent vessel with 
food and men and the generator. This would justify action under 
section 10(a) of the Neutrality Act of 1939. 

I put the matter up to Mr. Kemp of the Department of Justice, 
and we were subsequently requested by Mr. Fisher, Head of the 
Criminal Division, to detain the vessel pending investigation. Appro- 
priate instructions to this effect have been issued to the Coast Guard. 

If you desire further information about the matter, I will be at 
home all evening. My home telephone number is North 5533. 


HUNTINGTON CAIRNS. 
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DECEMBER 4, 1939. 
9:15 a.m 
Present: 
Mr. lrey 
Mr. Wilson 

Mr. Irey: You know what we have been doing on this (Amtorg 

disbursements for purchases, etc.) 
Jr: No. 

Mr. Irey: Nothing, according to the arrangements Herbert Gaston 
made with the Navy that they would continue with Amtorg and we 
would continue with the Germans. We have gotten them to give us 
these copies on Amtorg, but have done nothing. 

HM, Jr: They come in every two weeks ? 

Mr. Irey: Yes. 


A 
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HM, Jr : When did the last one come in? 

Mr. Trey : November 20th is the date of the last one. ' y 

HM, Jr: This is a funny thing. The President brings it up at 
Cabinet and said he had lists of what Amtorg is buying and “I see 
they are buying a lot of aluminum” and he said, “What about it?” ul 
said, “I get the lists too.” He said, “How do you get them?” I said, 
“The same way you do.” He said, “How do you get it?” Isaid, “You 
sent a man up to the house.” Hesaid, “That's right.” 

Then he turns to me, in front of everybody, and said, “Have you 
contacted Justice?” I said, “No. What has Justice got to do with 
it. They are not breaking the law.” So he said, “Well, you see that 
they stop buying aluminum.” “Icant. It’s legal.” He said, “Well, 
you have done worse things before.” But the understanding with the 
Navy, it’s just as to source ? 

Mr. Irey: Here is the Climax Molybdenum Company, less than 
$600,000. 

HM, Jr: The only big thing is Climax. The President said they 
bought $2,000,000. It’s $640,000. How in the devil does Chase know 
all this? 

Mr. Irey : Their accounts are all with the Chase Bank. 
oa Wilson: They might have taken copies of the cancelled checks, 

ir. 

Mr. Irey: I imagine those same sheets have been made available to 
the President, because they are copies of what the Navy has. 

HM, Jr: I was trying to see if Climax appeared again. 

Mr. Irey: Yes. You will find it several times in there. We can 
take those and get the total amount of Climax. 

HM, Jr.: Can you? And the dates? How long would it take you? 

Mr. Irey : Fifteen or twenty minutes. 

HM, Jr: Suppose you are back here at ten o’clock with it. 

Mr. Irey: There are payrolls in there. They have a lot of names on 
their payrolls. 

HM, Jr: Look at the number of Russians visiting. But that has 
nothing to do with us. 

Mr. Irey: No. We just have done nothing with that at all. We 
have not even inquired how they get it or how Chase National Bank 
getsit. There are some things, like the Russians visiting here, I don’t 
see how they get that. 

Mr. Wilson: I think Naval Intelligence gets that from some other 
source, 

HM. Jr: Well, run through this and give me figures on Climax 
a enum Company. That's the thing the President is inter- 
ested in. 

What I am interested in is anything that has to do with airplanes. 
Here’s Volte. $30,000, Aviation Corporation. Let’s see if there are 
any names I know. Westinghouse Electric, $157,000. That might be 
searchlights. Well, we can find out. 

7 Mr. Irey: General Electric. Lot of electrical organizations in 
tere. 

HM. Jr: Amazing, they are buying so much grain ! 

Bought a little, not very much, Wright Aeronautic. Here's 
United Aircraft. They are buying from them. $15,000 for Crank 
Shaft Machine Company. Bridgeport Brass, $62,000. You might 
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find out what that company, E. J. Schwabach is. 1 think it’s grain, 
but you might find out. I am having Collins over here and he can 
take a look at this stuff. 
But get together, just for ten o’clock, the Climax Molybdenum 
Company. 
Decemser 4, 1939. 
10 a.m. 
Present: 
Capt. Collins 
Mr. Gaston 
Dr. White 
Mr. Irey 
Mr. Wilson 


TIM, Jr: This is kind of extra-confidential. 

We are getting—not going into the how, where or what—the de- 
tailed purchases of the Amtorg. Now, the President told me at Cabi- 
net that he wanted me to see that the Russians did not get any more 
aluminum. They are buying molybdenum, which is the same thing. 
Climax—how much did they get? 

Mr. Irey : $3,120,000 since October 24th. 

HM, Jr: Is that the same thing? 

Capt. Collins: No, sir. 

Mr. Gaston: It’s a steel alloy. 

HM, Jr: The way he put it, he did not want them to buy stuff which 
the French or English might be able to use. I told him I did not have 
any legal right to do this thing. He thought it was aluminum. They 
always inform him wrong. 

Mr. Irey: We found the Aluminum Company of America, but a 
small amount. 

Dr. White: He probably remembers a cable. There was a cable 
that came from Paris in which Rizt spoke for the Government. He 
was hoping, he understood the Russians were buying and he was 
hoping we would find it necessary to use all those strategic materials 
ourselves rather than sell it to them and also, possibly, permit them 
to buy it later. I’ll dig out the cable. 

HM, Jr: The President said molybdenum, but he thought it was the 
Aluminum Company, which I don’t think it is. 

Mr. Gaston: It’s a tempering alloy for steel. 

HM, Jr: Says it’s used in the manufacture of airplanes. We won’t 
do any guessing. I thought what you would do, Collins, get hold of 
the Climax Molybdenum Company on an informal basis and ask 
them what orders has he got internally and externally and that we 
are interested. 

Capt. Collins: Yes, sir. 

HM, Jr: Is he crowded? More business than he can attend to? 
And if he has, maybe this order for Russia might be kind of delayed. 
You get the idea? { 

Capt. Collins: Yes, sir. : 

HIM, Jr: And maybe he hasn’t got all the business and, he hasn’t, 
maybe I could get him a little business... See? 

I want you two men (Collins and Irey) to go over this stuff to- 
gether. While you (Collins) are here, drop back to White’s office 
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and go over this stuff. I was going over this, and, for instance, I 
notice they bought a lot—make a note, Harry—E. J. Schawbach. I 
think that’s grain. 

Mr. Wilson: Broker in commodities and metals. 

Mr. Irey: 67 Broadway. 

Dr. White: They have the items indicated ? 

HM, Jr: Yes. We have to guard this like everything. 

Mr. Irey: Couple of things in there, no need of passing along. 

HM, Jr: Let me go over this myself. They don’t need this. Pro- 
tect the source as much as possible. 

Here: Aluminum Company of America, $139,000. I am going to 
give you these lists. Climax Molybdenum again. 

Dr. White: How long a period do those lists cover ? 

Mr. Irey: Two weeks. 

HM, Jr: Incidentally, Harry, you will see that they are buying a 
hell of a lot of oil from Standard Oil of California. There are orders 
in here, small orders, for the Wright Aeronautics, not big. But 1 
don’t understand what they are doing with Schawbach. I think you 
will find it's grain. 

Mr. Irey: Schawbach is a metals and minerals broker. 

HM, Jr: Here it comes again, Schawbach another $190,000. 

Dr. White: Before he moves on that, do you think it would be a 
good idea to have a memorandum on the molybdenum situation in the 
United States? How much exported, to whom, etc. ? 

HM, Jr: Yes. But I thought—take him a day of two to get this 
fellow down, or their Washington representative. Unquestionably 
they have a Washington representative. After you have looked at it, 
return it to Irey and not let it get out of the building. 

Capt. Collins: I will only want to pick out some items. 

HM, Jr: That’s all. Then give it back to Irey. Don’t let it get 
out of the building. 

The big interesting thing is why should Russia be buying grain and 
where it is going. Maybe they are buying it for a friend of theirs. 

Dr. White: They have always been buying some grain which goes, 
not always, but frequently, to the east coast. 

HM, Jr: If it goes to Vladivostok, it makes sense, but if it goes to 
Bergen, that’s something else. 

Dr. White: I think we ought to watch it. 


Treasury DEPARTMENT InTER-Orrice COMMUNICATION 


Date: December 4, 1939, 
To: Mr, White. 
From: Mr. Hooker. 
Subject: Molybdenum. 
1. USES 


Molybdenum is used principally in the iron and steel industry for 
making special alloy steels. Improved processes of heat-treating and 
fabricating high-speed tool steels, in which part of the tungsten has 
been replaced by molybdenum have increased the use of molybdenum 
in this field. 
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2. WORLD PRODUCTION 


Production of molybdenum comes from only a few mines. United 
States is by far the largest producer supplying 92 percent of world 
output in 1938. There have been no significant developments in the 
search for new sources during recent years. 


Principal producers in 1938 
(in metrio tons) 


Australla--- ou. ee LAIA AAA 50 
De A 2 A AS E ET EE eee eee 483 
Frenchi Morocco... 3 AAA 258 
Norway A 450 
Peru o LIE ee A eee 153 
United, States.“ * (a's Lalo a A eee ANI AA 15, 103 
XUBOosla vio noconeore to ee A SI O O ADOS PORO 19 

16, 516 


The relatively small amount produced by countries other than the 
United States comes principally from Mexico and Norway with still 
smaller amounts being produced in French Morocco, Peru, Australia, 
Chosen, Italy, Rumania, Turkey, and Yugoslavia. 


3. POSITION OF THE UNITED STATES 


(a) Molybdenum is one of the few ferro-alloying elements of which 
this country has ample supplies for its own needs. The Climax 
Molybdenum Company in Colorado furnished 78 percent of the world 
output and 85 percent of the domestic output in 1938. 

(b) Exports of molybdenum from the United States are not known 
exactly since they are not classified separately in trade statistics but 
uy are believed to comprise 50 to 75 percent of the domestic pro- 

uction. 

U.S.S.R. imports of molybdenum concentrates in 1936 and 1937 
were as follows: 


Tons Thousands 
of dollars 


35 14 
e S a E 3,511 3, 463 


(c) Stocks increased in 1938 due to record production in the United 
States in that year. No statistics as to stocks at the end of 1938 are 
available. Production in the United States in 1938 exceeded shipments 
by 7.5 million pounds. 

(d) Prices: The price per pound of ferromolybdenum on December 
4, 1939 was $.95. There has been no change in this quotation since the 
first of the year and it may be purely nominal. 


Treasury DEPARTMENT, 
Procurement DIVISION, 
OFFICE OF THE DIRECTOR, 
Washington, December 4, 1939. 
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MEMORANDUM FOR THE SECRETARY 


The following are the officers of the Climax Molybdenum Company: 
President: Max Schott 
Vice Presidents: 
W. T. Woodside—Research 
James B. Thorpe—Sales 
Alan Tissock—Operations 
C. M. Loeb, Jr.—Development 
Secretary: Harold Hochschild 
Treasurer: William H. Brady 
Purchasing Agent: F. W. McCarthy 
The address of the company in New York City is 500 Fifth Avenue. 
The mine and mill are located at Climax, Colorado, and the conversion 
plant is at Longeloth, Pennsylvania. 
The company is rated as in excess of $1,000,000 and controls 95% of 


the molybdenum produced in this country. 
H. E. CoLLINS, 


Director of Procurement. 


(Book 229, pp. 223-226) 
Re SALE or MOLYBDENUM TO JAPAN 


DrecessgrR 14, 1939. 
12:05 p.m. 
Present: 
Mr. Cochran 
Mr. Viner 
Mr. White 

H.M. Jr: Mr. Hochschild informed me over the telephone today 
that a representative of the Japanese was in to see Climax Molyb- 
denum and asked whether they could buy 75 tons and they told him 
no, they wouldn’t have it, and the Japanese asked if this was on 
orders from the Government and they were told no, it was not. 

They then went around to see the Kennecott Copper Company and 
the same performance took place. Kennecott is particularly worried 
because they make large sales of copper to Japan. I told Mr. Hochs- 
child what the President told me to tell him, but he wasn’t satisfied. 

I then called up Steve Early and told him that I was fearful that we 
might have a repetition of what we had in connection with the purchase 
of French planes, where due to an accident to a bomber the public be- 
came aware that the French were negotiating for planes and it made 
the front page, that this transaction contained similar dynamite if it 
became public through the Japanese or some other channel, and what 
did he think, and he said he thought the President ought to have the 
State Department write a similar letter to the molybdenum people as 
they did to the airplane people. I asked him whether he would speak 
to the President and he said he was too busy, that I should do it. I 
asked for an appointment to have lunch at 1 :53. 

Then I asked to see Mr. Hull, because I figured that he ought to 
know, to get it from me first hand. He dropped everything and saw 
me for about 45 minutes. I told Mr. Hull the story of molybdenum. 
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Iis reaction was that he would very much dislike to include the Jap- 
anese in this embargo, as it would mean going back and reopening 
the July, 1938, statement, which was directed at the Japanese. He 
told me that when he took the Russian embargo statement to the 
President, that the President included in addition to airplanes—and 
put in his own handwriting—the words “Molybdenum” and “Alu- 
minum.” I asked to see this statement, because I didn’t remember it 
and when we looked at it we found that it read “Materials essential 
to airplane manufacture,” and did not mention molybdenum and alu- 
minun, and Mr. Hull was not cognizant of that factor. His whole 
attitude was that he didn’t want to do something which would at this 
time arouse the Japanese. 

He then sent for Hamilton of the Far East Division and put the 
thing perfectly fairly to Hamilton without indicating how he felt, and 
Hamilton, much to my surprise, instantaneously said, “I think this is 
a good thing and that the Japanese should be told.” Two or three 
times Mr. Hull wanted to send for Joe Green, but 1 dissuaded him. 

He then sent for Dr. Hornbeck and again I almost fell out of my 
chair when Hornbeck agreed that this ought to be done. He said, “As 
a matter of fact, we are working on several other ways to put the 
screws on the Japanese and this is just what we ought to do.” All 
three then very carefully read the letter and they agreed that this 
letter should in fairness go to the American manufacturers of molyb- 
denum. If 1 didn’t hear from Mr. Hull again, it was all right, but he 
was going to consult with Joe Green between then and 1:53. 

Then, in order that Mr. Hull should have the whole picture, I told 
hin about my talking to Purvis about International Nickel, that In- 
ternational Nickel was not selling to Russia, that he, Purvis, thought 
they should also not sell to Japan, but that he would have to take it up 
with the British Government. I told Mr. Hull that if International 
Nickel refused to discontinue sales to Japan, he always could have 
an out. 

The thing that surprised me was how timid Mr. Hull was about 
doing anything to offend the Japanese and how very positive his two 
experts in the Far Eastern Division were that we should do this, and 
that they had other things under consideration along these lines. 
Isn’t that surprising? 

White: He didn’t indicate what they are bringing pressure for? 

H.M. Jr: Raw materials. So then I said, “Well, of course I sup- 
pose you could include gasoline and things like that,” and he said, 
“Oh no, gasoline wouldn’t be included because it is not a material.” 
I said, “That is right. That makes it easier, too, for us.” Isn't this 
surprising, that Hamilton and Hornbeck should 

White: They probably have negotiations on foot to bring pressure 
to bear on Japan not to come to arrangements with Russia, I take it, 
and that is probably why—I don’t understand why Hull wouldn't be 
cognizant of that. 

H.M. Jr: To me it was a most illuminating and surprising meeting. 

White: They didn’t indicate why they were bringing pressure, did 
they ? 

TL M. Jr: No, but definitely that these two men, Hamilton and 
Hornbeck, are in favor of putting the screws on Japan and they think 
it is a good time to do it. I told Hornbeck on the way out of the 
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meeting yesterday with the financial attache of Japan and how he told 
us that their currencies are blocked all over the world and the only 
place they can get free exchange is by selling us gold and they expect 
to sell us a lot of gold during the next two or three months, so Horn- 
beck said, “Well, that is good news, that they rely on us as a sole 
supply.” : 

White: We could make it a little bit more inconvenient, but we 
haven’t got 

H.M. Jr: This takes care of all the objections you (Viner) had yes- 
terday. I feel as though I had been your father confessor. 

Viner: I am very happy that this is regularized now. 

H.M. Jr: And I just want to say to you, and will you please tell this 
to Stewart, that having an hour and a half yesterday to put myself 
on the operating table prepared me just as to how to act today. You 
see, if 1 hadn't had the hour and a half yesterday, my instincts 
wouldn't have been forming as to what to do, but my instincts told me 
if the President called up Hull without my going, Hull would have 
said, “No, don’t doit.” He had forty-five minutes. He prepared him- 
self and two people said yesterday, “This is right,” so when Hull calls 
the President he will say, “Yes, let this letter go,” unless Mr. Joe Green 
drops the usual Green monkey-wrench into the thing. 

Cochran: He didn’t call Duvall in, did he? 

H.M. Jr: No. 

Cochran: Because those two are really the Chinese part of the Far 
Eastern section, Duvall is the Japanese part. 


(Book 234, pp. 256-275) 
JANUARY 10, 1940. 


0 a.m. 
Grour MEETING 
Present: 


Mr. Bell 

Mr. Cotton 
Mr. Gaston 
Mr. Foley 
Mr. Sullivan 
Mr. Haas 
Mr. Thompson 
Mr. Harris 
Mr. Cochran 
Mr. Schwartz 
Mr. White 
Mrs. Klotz 


H.M. Jr: Harry, you are interested in China. I don’t want this to 
go out of the room. It isa very interesting map. If anybody else is 
interested, look at 1t in the room here. 

Today is going to be Finland day. Here is the situation. 1 dowt 
want it talked outside of the room. The President asked Dan—asked 
me rather; to see Congressman Doughton and Ed Taylor, Chairman 
of the Committee on Appropriations to find out what they are going 
to do on the Hill and let them make up their own minds. It is kind 
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of a vague instruction. I understand that they are waiting on the 
Hill to get a word, so Dan and I are going to try to have lunch today— 
we are seeing Doughton. We haven’t been able to reach Ed Taylor yet 
and I am convinced a hundred percent the thing that is holding the 
thing up is the State Department, that they don’t want anything to 
go through the Ways and Means other than trade treaties and unless 
the President calls me off, I think the plan is going to originate on the 
Fill and we will give them a good draft. It is, I think, a straight 
fifty million dollar loan and then cancel what they owe us. I don’t 
mind saying I don’t know whether it is neutral or unneutral, but I 
don’t know where we could spend fifty million dollars to better ad- 
vantage than to give it to the Finns to fight our battle to keep these 
tellows from getting to the Atlantic, because once they get to the At- 
lantic, God help England and then we are in the soup. Then he talked 
about your two Navies and your hundred million dollar battleships 
and the Finns will get through to the Atlantic—I am checking up 
whether he told me the truth or not last night. If the Finns had an 
order with Remington Arms for ammunition for fifty million rounds, 
a little over two million dollars, and he hasn’t even got two million 
dollars to pay it. 

White: Whois the he? 

H.M. Jr: The Finnish Minister. 

White: They have got money here. 

H.M. Jr: Where? 

White: They did have it with the Federal Reserve Bank. 

I.M. Jr: I am checking with the Remington Arms. Your Export- 
Import loan was let out by a half million dollars. 

Cotton: There has been a delay, apparently, on the Finns giving 
a guarantee. 

H.M. Jr.: Will you go to town on that end? Find out. 

Cotton: All right. 

ELM. Jr: Find out whether the trouble is with the Finns or with us. 

Cotton: They have been slow in giving the guarantee, is all. 

H.M. Jr: What kind of a guarantee and all the rest of it; let's find 
out, will you? 

Cotton: All right. 

H.M. Jr: Anybody disagree with me? 

White: I don’t fully disagree with you, but I would like to modify 
it. 

Gaston: You didn’t say damn yet. 

White: I take it that was a request you asked, wasn’t it? I think 
that it certainly ought to be accompanied by a loan to China for sev- 
eral reasons. I think there ought to be two together. If you pick on 
that, it raises a host of questions, it seems to me, that are difficult to 
answer, whereas if you put it together with somewhat similar loans 
to China, why it puts the thing on a very different basis. 

aie Jr: Well, unfortunately the Chinese Ambassador has no sex 
appeal. 

White: I didn't know you were susceptible to that sort of thing. 

H.M. Jr: Well, the Congress is, that is the thing. 

White: It seems to me that you might 

H.M. Jr: Harry, I said exactly what you are saying at Cabinet and 
got sat on, exactly what you are saying and 1 got sat on. 1 raised the 


78 MORGENTHAU DIARY 


question, why not do something for China, and the President of the 
United States answered, “You are quite right but if you try to put 
that on you will kill the loan to Finland.” I raised it last Friday. 
I raised exactly the same thing and I got sat on, just the way you are 
now only gentler. : 3 f 

Cotton: Will the loan be in the discretion of the President or will 
it be done by Congress? 

H.M. Jr: I don’t know. 

Dan, answer that. l 

Cotton : I merely asked that because it would seem they would want 
the French and the British to kick in. 

Bell: I don’t get the point. 

Cotton: One would hope that it would be left somewhat to the dis- 
cretion of the Executive, it seems to me, so that he could see what 
France and Great Britain were doing and wouldn’t want to go out 
on a limb if they were going to let Finland down. 

Bell: I had in mind drafting a Bill authorizing the Secretary of 
the Treasury, with the approval of the President, to loan them this 
money and cancel the obligations we hold under the present agree- 
ment and appropriating money at the same time. I don’t think you 
ought to wait for an appropriation if you are going to do something. 

Sullivan: Is the cancellation going to be in the same Act that would 
authorize the new loan? 

Bell: Yes. 

Cochran: It wouldn’t refund the past payments, just cancel future 
payments. 

Bell: Yes. 

Sullivan: I think you would avoid some question if you didn’t can- 
cel the other loan. 

(Mr. Schwartz enters the conference.) 

H.M. Jr: Come here, Papa. How is the Mrs. ? 

Scuwartz. Fine. 

H.M. Jr: They tell me that when you are a father, you get cigars 
(handing cigars to Mr. Schwartz). 

Schwartz: I have got some less expensive ones coming for the rest 
of these men. 

H.M. Jr: Very well. We are on the Finnish loan. This is all 
going to originate on the Hill, you know. 

White: Is the State Department merely not supporting this be- 
cause they want their other matter first or do they have other reasons? 

H.M. Jr: In State Department language, knowing that I was 
lunching with the President, they called the President just before I 
was there and they said, “We have to test the sentiment of the coun- 
try,” and I just put two and two together, saying that this has to 
go through Ways and Means, that they don’t want anything to go 
through Ways and Means that in any way might hold up the Trade 
Treaty. 

White: I feel a little bit like this is a hot potato if the State De- 
partment isn’t with you on it and whether you specifically handle 
1t—— b 4 : : 

H.M. Jr: That is O.K. Itisallright. It is going to all originate 
on the Hill and the President is going to know every minute what 
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I am doing. If I don’t do it, Harry, goodbye Finland, goodbye 
Sweden, goodbye Norway. Somebody has got to do it now. A good 
friend of mine was on the Hill yesterday. They are all ready to go. 
They just want some indication from down town where they stand, 
and they can’t find out. 

White: Well, I still remain a little bit skeptical about your being 
the instrumentality of that unless this is in cooperation 

H.M. Jr.: I am just giving the machinery, that is all. The Presi- 
dent asked me to do this. He asked me to see Doughton and Taylor. 

Sullivan: What is the necessity of cancelling the old obligation in 
this same Act? 

Bell: Encouragement, gesture. 

H.M. Jr: You have got to do something, John, on this thing be- 
cause the President announced publicly that the last interest pay- 
ment would be held in suspense. How are you going to write some- 
thing to handle it? My thought was instead of trying to write some- 
thing to handle it, instead of making it sixty million dollars, cancel 
the eight or nine they owe us and lend them fifty million dollars of 
tresh money. 

Now, I will let you know, Dan. Does somebody else want to ask 
about drafting this Bill, what kind of a Bill? 

Cotton: Are you going to limit what they can do with the money? 

Bell: You might say “Under such terms and conditions as the 
Secretary deems advisable.” Just don’t get any more surplus crops 
involved. 

Cotton: Yes, that is what I was afraid of. 

Gaston: Why not just no strings at all. 

H.M. Jr: Well, Dan knows—and I pleaded for—I don’t know 
where the Government could spend fifty million dollars to better ad- 
vantage right now. I will let you know, Dan. 

Herbert? 

Gaston: You asked us this morning for a report on the John Bright 
Hill case. Mr. Foley has a report as to the gentleman’s legal qualifica- 
tions. I think Ed had probably better give it to you. I have nothing 
else. 

H.M., Jr.: Ed, go to it. 

Foley: He is not much of a lawyer. He went to Harvard Law 
School in February, 1919, and he busted out in August, 1919. He 
failed four out of five courses and never went back. He was admitted 
to practice down in North Carolina. He at one time was a candidate 
for the United States District Attorneyship in that District down 
there. The whole Bar apparently was against him. 

H.M., Jr.: Put it in writing and I will send it over to the Presi- 
dent. 

Gaston: They all say he is a nice fellow, but no lawyer. 

Foley: He managed Reynolds’ campaign down there last year. 

H.M., Jr.: Whatever it is, put it in writing. 

Foley: I have got a memorandum, but I don’t think it is in the form 
that you want it. 

H.M., Jr.: Fix it up with an accompanying letter for me to sign 
to the President, will you please, and return the stuff on that that I 
gave to Herbert, but between the two of you, let’s get it out and signed 
today, will you? 
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Gaston: Yes. 

Foley: Yes. , 

H.M., Jr.: Anything else, Herbert? 

Gaston: Nothing else. 

H.M., Jr.: On that memorandum that comes from Cochran to you 
and Cochran to Bell, have you got a safe where you can put it? 

Gaston: I have. I just got the first one this morning but 1 will 
put it in the safe. 

H.M., Jr.: Have you, Bell? 

Bell: I returned mine to Mr. Cochran. 

H.M., Jr.: Why don’t you return them to Mr. Cochran? 

Gaston: 1 will do that. 

H.M., Jr.: And you (Cochran) number them, will you, to help these 
people remember? 

Cochran: Allright. | 

H.M., Jr.: Come on, Giannini. 

Foley: I would like to talk to you some time today about the fee 
for the lawyer. 

H.M., Jr.: Oh, you and the Comptroller and Danny Bell settle it. 
You and the Comptroller and Danny Bell settle it. What else? 

Foley: Settle the fee for the exammer also? 

H.M., Jr.: Yes, you three fellows settle it. 

Foley: Allright. I think it might not be a bad idea for us to have 
a talk with Leo Crowley, because I think that Leo can stop this talk 
about switching from a national bank to a State bank if he wants to. 
They would have to form a new corporation out there, get a charter 
from the State of California, then turn the assets of the national bank 
over to the State bank and make application to the Federal Reserve 
for membership. If the Board grants that membership, they auto- 
matically become entitled to insurance. But I don’t think that the 
Federal would dare admit them. If Leo made some pronouncement 
that he was going ahead with a hearing to determine whether or not 
that insurance should be suspended 

H.M., Jr.: You (Bell) can take that under advisement, you and 
Foley and the Comptroller. 

Bell: I think a conference is in order, too, to see whether or not we 
are going ahead on this order to show cause immediately. 

H.M., Jr.: Dan is raring to go. 

Bell: I think this whole thing is a bluff. I don’t see how he can 
expect to jump the two hurdles he has got to jump after he gets out of 
the national system, particularly in view of the statements that Leo 
Crowley has made at the last three conferences. 

Foley: I would like to see Leo do something more than just make 
statements. I think if he will, he will head this thing off. 

Bell: The letters were delivered to the directors yesterday. J want 
to advise the Counsel that they were delivered. There is a wire in this 
morning giving about the same information as given to you last night 
over the telephone. That is the latest development. 

H.M. Jr: Have you heard whether Jerome was successful ? 

Bell: No, Delano thought he would call Marriner and ask him 
what they had done. 

H.M. Jr: O.K.? 

Foley: O.K. 
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H.M. Jr: Mr. Sullivan. : 

Sullivan: Any time you wish to discuss those Angostura Bitters, I 
am ready. 

H.M. Jr: Take care of it forme. Was that from Birge Kinne? 

Sullivan: I was given the letter and you said you would want to 
discuss it 

H.M. Jr: No, just handle it. Birge Kinne works for this thing 
and he is a nice boy, perfectly honest, but evidently Angostura Bitters 
is either in the papers as an advertiser or something, so whatever the 
ethical thing is, do it, or don’t do it. 

Sullivan: Do you want a letter prepared ? 

H.M. Jr: You handle it for me. 

Gaston: There are several documents that were attached that came 
over my desk. 

H.M. Jr: Has he got a just complaint? 

Sullivan: No, sir. So far as the Bureau is concerned, they haven't. 
Certain representations were made to them by the Interior Depart- 
ment. 

Gaston: They were absolutely misled by Ickes’ crowd. They prom- 
ised them immunity from taxation, that they could use nontax paid 
alcohol if they moved their plant down there and our people told 
them as soon as it was put up to them that they could not. 

Foley: I think we ought to make some kind of an equitable adjust- 
ment. I don’t think we ought to make this tax retroactive. 

Sullivan: We have never tried to. 

H.M. Jr: Will you three fellows handle it? He is a perfectly nice 
fellow, but overenthusiastiz. All right? I am going to forget 
about it. 

Anything else? Now, while I am looking in that direction, who is 
following—can inform me of what is going on up on the Hill with 
Pat Harrison’s committee, Mr. Bell’s appointment, and Mr. Sullivan’s 
Tp een one Who is following that on the Hill? Who is following 
that? 

Thompson: I understood that Mr. Sullivan was to go up there today. 
Did you get an invitation to come up today? 

Sullivan: No, I did not. 

Thompson: Maybe I am mistaken. 

Klotz: I knew that they just asked for a biographical sketch. 

H.M. Jr.: What is the usual procedure? Larry Bernard? 

Foley: Yes, he can go around and see Pat Harrison and find out 
what Pat wants. 

H.M. Jr: Will you do that immediately ? 

Foley: Yes. 

H.M. Jr: Is that crosswise with you? 

Thompson: No. 

H.M. Jr: Will you tell him, please, to sit on their doorstep until 
these boys are through and if you need any help, let me know. 

Foley: All right. 

Bell: I take it you will know some time after the meeting. 

H.M. Jr: Well, let Larry sit on the doorstep. That takes care of 
that, doesn’t it 2 

Klotz: Yes. 

H.M. Jr: Merle? 
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Cochran: Randolph Burgess telephoned me two days «go, wanted 
to know if I would see John Rivera if he came down today. Rivera is 
an American who has been a representative in Spain for several years 
for the National City Bank. 1 don’t think he wants anything, but I 
will give you a memorandum if there is anything interesting. 

H.M. Jr: I don’t want to see him. Anything else? 

Cochran: Just the question of these memos. Should 1 get them 
back from the officers to whom I send them ? 

H.M. Jr: I think so. I don’t like them floating around. 

Cochran: Sterling was very strong yesterday, 3.97. The rubber 
price has gone up and this morning 1t is reported that tin has gone 
up four thousandths a ton so that may strengthen sterling even more. 

H.M. Jr: Chick? 

Schwarz: I would like to inquire how capitalism is getting on, if I 
might. 

-M. Jr: Prospering. 

Harry, in connection with that talk, will you take this please? 
Just keep it. 

You (Schwarz) ought to do nothing, if you don’t mind. 

Will you be in at 10:15 on Friday on that thing? 

White: Yes. 

H.M. Jr: Chick? 

Schwarz: That is all. 

H.M. Jr: Will you (Cotton) see that Jones’ and Welles’ appoint- 
ment for 10:00 o’clock Saturday is confirmed? Mr. Traphagen will 
be E I don’t understand, are they also going to have the Colom- 
bians? 

Cotton : There was some talk about it. 

H.M. Jr: Will you check on that? 

White: That was the understanding. 

H.M. Jr: I don’t think they ought to be here at the same time. 

(Insert telephone conversation with Jerome Frank.) 


January 10, 1940. 
9:55 a.m. 


H.M. Jr: Hello. 

Jerome Frank: Hello Henry, Jerome. 

H.M. Jr: How were the cocktails last night? 

F: I couldn't make it. I worked here without stopping until half 
past seven. 

H.M. Jr: Oh! 

F': And then on reflection it seemed to me that it would be unwise 
for me to do it for this reason. 

H.M. Jr: Yes. 

F: Supposing Marriner went back and told them that the SEC was 
butting in on Federal Reserve. 

H.M. Jr: Yes. 

F: As he might do. 

H.M. Jr: Yes. 

F: If our 

H.M. Jr: My God you haven't put on spats have you, and carrying 
a cane? 
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F: (laughs) No, but I’m just worrying, you know, with all—if 
your suspicions are half justified that story might go right back to 
Giannini. 

H.M. Jr: Oh! 

F: And then they’d say, well here’s the SEC trying to not mind its 
own business. Now if we get into a meeting again somewhere I can 
talk up but I don’t think I ought to go and seek him out. 

H.M. Jr: Well your judgment is best on that. 

I: I think Id better not. 

H.M. Jr:O.K. We've heard nothing today, so far. 

F:No. If you want me—— 

H.M. Jr: Yes. 

F: If you want—if you go to the President, if you go to the Presi- 
dent, if you want me to go along and say me too, 1'11 be delighted to. 

wed Jr: Well no, I think if I go see him I think J’ll have to go 
alone. 

F: O.K. 

H.M. Jr: All right. 


(Resuming record of staff conference :) 

H.M. Jr: Jerome decided that it was better that she should go and 
see Eccles, but he is willing to come to another meeting to say what- 
ever he has to say, but he is afraid the Federal Reserve might say 
that the S.E.C. was butting in on their business. Well, we have made 
the fight alone so far. It is all right, it is a good fight. 

Foley: It is some fun. 

Klotz: Who all is coming in on Saturday morning, who is arrang- 
ing that? 

H.M. Jr: Cotton. 

Klotz: Jones, Welles, and Traphagen ? 

H.M. Jr: Yes. 

Cotton: Do you want the Colombians a little later? 

H.M. Jr: I invited Mr. Traphagen to be here at 10:00. I think we 
ought to talk with Mr. Traphagen and if they want Mr. — Colombia, 
let them come in at 10:30. I am going to leave it to you to handle, 
please. 

George? 

Haas: I have nothing this morning. 

H.M. Jr: I feel fine today. I see what that beef did for me last 
night. 

Harry? 

White: There is something that needs to be looked into here with 
regard to exports to Russia. I told you that we got a report stating 
that there was a large shipment and included in that shipment was 
almost a million dollars worth of molybdenum. Now, we likewise got 
a report Basil turned over to us which he got from the Assistant Col- 
Jector in which he gives an itemized list of what was on the ship and 
on that list there is no molybdenum but there is an item which, judg- 
ing from the amounts involved, I think is the same thing, and that is 
called tin and we don’t export that amount of tin in the first place. 
Now, either there has been an error or deliberate entry in the manifest 
for some purpose I can’t understand, so that if we had been following 
that we would have thought that tin was going out but instead of 
that we got the export declarations and found molybdenum. 
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H.M. Jr: Is there any law broken? 

White: I inquired about that this morning and they didn’t know 
and they are going to find out today and let me know whether there 
is a greater penalty in one case or the other, but in view of the steps 
you have taken with respect to molybdenum, I didn’t know whether 
that had any bearing on the entry. 

H.M.Jr.: It could be that the molybdenum was for a 1939 contract 
which had not been completed. — 

White: Then why did they call it tin in two places? 

H.M. Jr: I don’t know. 5 v 

White: Supposing I get together with Basil and we run this thing 
down. 

H.M. Jr: I wish you would. f l 

Harris: I am checking all exports to Russia. What you say is quite 
right. 

‘ELM. Jr: Harry gave me a memorandum saying from December 
19th to January 1 there had been no exports to Russia. I showed that 
to the President and now suddenly there is four or five million dollars 
in one day. 

White: Moreover, that ship left on the 28th, according to their fig- 
ures, in the export declaration and we have gone by that but from now 
on we are going to try to go by the ships. I think it was unneces- 
sarily delayed. It may have been specially delayed. 

H.M. Jr: The ship was delayed? 

White: No, the information. 

H.H. Jr: Basil, would you—— 

White: That is all. 

H.M. Jr: Everybody else feels good this morning? Dan? 

Bell: I have nothing. 

Thompson: I have a few examples looked up of comparisons of 
costs. 

H.M. Jr: It is much cheaper? 

Thompson: It is. Ona three minute message the teletype is about 
a third of the cost of a regular telephone call and half the cost of a 
telegram. 

H.M. Jr: To Seattle it is four dollars and sixty-eight cents by tele- 
graph and teletype is two twenty and you get instant delivery. Why 
can’t you circularize that? 

Thompson: Yes. 

H.M. Jr: We have got a teletype machine upstairs on the third 
floor. Once in a while— 1 saved seventeen thousand dollars on taking 
out a telephone line for the Coast Guard to New York and taking one 
out here, the two together, and then we are putting in a teletype and 
I wondered how much that would save over telegrams and of course 
on the question of delivery, for instance, this thing of yours comes in 
night letter. On that basis, when we have this machine upstairs, prac- 
tically all the Treasury offices have the teletype and it gives you in- 

stantaneous delivery. I think we ought to circularize that. 

Thompson: I will do that. | 

H.M. Jr: That is done once in a while to save a little money. We 
are in the foothills of New England. That is where I live. 

Sullivan: We are trying to get a special resolution through for a 
deficiency on refunds. If we can do that, we will save about eighty- 
nine thousand and you can add that to seventeen. i 
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H.M. Jr: No, you add that. Now, you will watch these boys, 
won't you? 

Foley: Yes. 

January 10, 1940. 
9:40 a.m. 

Operator: Go ahead. 

H.M. Jr: Hello. 

Ed Taylor: Good morning Mr. Secretary. 

H.M. Jr: How are you? 

T: Nicely thank you. First rate. How’s Mr. Secretary? 

H.M. Jr: I’m fine, never better. 

T: Well bully, that’s fine. 

H.M. Jr: Mr. Taylor, the President asked me to confer with you 
and Bob Doughton. 

T: Yes. 

H.M. Jr: In regard to this loan to Finland that Congress seems to 
be considering. 

T: Yes. 

H.M. Jr: I called up Bob Doughton, asked whether we couldn't 
get together at lunch time, and he said he’d like to but he thought 
that Id better come up on the Hill, so I said I'd come any place 
that would be convenient for you two gentlemen, see ? 

T: Well that’s very nice of you indeed. 

H.M. Jr: And he was trying to get the Speaker’s room so we could 
meet privately. 

T: Yes. 

H.M. Jr: Now would it be convenient for you today ? 

T: Well I—I think so. We have the first meeting of our general 
committee this morning. 

H.M. Jr: Yes. 

T: To consider the President’s emergency bill for national defence 
271 million, and then you know they have a vote beginning right after 
twelve o’clock on that meeting. 

H.M. Jr: Yes. 

T: On that meeting. 

H.M. Jr: Yes. 

T: We have a busy time here. I think we could get together but 
then probably, maybe it would be better sometime in the afternoon 
and then not try to figure on the lunch because I’m afraid we'd be 
interrupted, that is 1 

H.M. Jr: Well 

T: I don’t know whether or not my committee is going to get 
through before twelve o’clock. 

H.M. Jr: Well I’ll do it any time that you are willing: 

T: I'll call Mr. Doughton as soon as I can get loose from that com- 
mittee and as soon as we learn about that vote and when we have 
some time and I’ll be very glad to have a conference with you about it. 

H.M. Jr: Dan Bell will be with me. 

T: Well that’s all right, yes indeed. 

H.M. Jr: Because he’s—— 

T: Well I’ll be glad to have a conference with you about the matter 
because I’ve thought pretty seriously about that thing and I'd be 
glad to have some conferences and some suggestions from others. 

H.M. Jr: Well what we want is more suggestions from you people. 
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T: Well. 

H.M. Jr: And we just want to be helpful. 

T: All right. Thank you ever so much. Well Pl call you back 
again. 

H.M. Jr: Thank you. 4 

T: When I can fix a definite time. 

H.M. Jr: Thank you. 


T: Thank you, goodbye. 
i Pe: E January 10, 1940. 


10:20 a.m. 


H.M. Jr: Hello Bob? 

Robert Doughton: Hello Henry. 

H.M. Jr: Yes. i l 

D: Well your Speaker’s dining room is already engaged. Why 
not just come up after you get your lunch and let us meet back there 
in our office, just omit the lunch part and let Taylor and I meet with 
you and General Bell back there in my office and if anything—if an 
emergency call comes why I could run out. 

H.M. Jr: Well—all right. 

D: How would that suit you? 

H.M. Jr: That's all right. What time—— 

D: Well— 

H.M. Jr: Have you talked to Taylor? 

D: I haven't. Have you? 

H.M. Jr: Yes, he seems to think that I ought to wait maybe until 
the session was over and come up later this afternoon. 

D: Well I don’t know how long it might run. Anytime this after- 
noon that suits you I’ll try to see you. 

H.M. Jr: Well I could be up there—I could be up there at two- 
fifteen if that would be all right. 

D: Let me call him and call you back. 

H.M. Jr: And I could be there at two-fifteen at any place you say. 

D: Well the Ways and Means Committee Room in the Capitol 
would be most convenient, it’s right by the door you know. 

H.M. Jr: I know. 

D: Well PIU tell him and unless we call you back we'll expect you 
there at two-fifteen. 

H.M. Jr: Well do I understand, if I don’t hear from you again 
I should be at the Ways and Means Room in the Capitol at two- 
fifteen. 

D: Correct. 

H.M. Jr: Righto. 

D: Oh thank you. 

H.M. Jr: Thank you. 


(Book 237, pp. 383-387) 
JANUARY 25, 1940. 
9:23 a.m. 
Operator: Mr. Jones. 9:25 a.m. 


HM Jr: Hello. 

Operator: Mr. Jones. Go ahead. 
HM Jr: Hello. 

Jesse Jones: Hello, Henry. 
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H.M. Jr: Hello, Jesse. 

J: How are you? 

HM Jr: Pm all right. 

J: I suppose you still want to keep Joe Cotton on the Bank Board 
as your representative? 

HM Jr: Yeah, why not? 

J : No, no, none in the world. Ijust was checking this—— 

HM Jr: Oh, aren't you satisfied with him? 

J: Perfectly. 

HM Jr: Yeah. 

J: I wouldn't make any other suggestion, but I just was 
thought I’d be careful and check. 

HM Jr: Oh, I see. Sure. 

J: Oh no, that’s—I thought I might rearrange it just a little bit 
and I wanted to—— 

HM Jr:Isee. Isee you're having quite a time on the Hill. 

J: Yes, but up to now we're all right. 

HM Jr: It seems so. 

J : Lord, better than I expected. 

HM Jr: Jesse, when you get this thing through under this law do 
you think we could give a little more money to the Chinese? 

J:A little bit. Under the law we could give them—— 

HM Jr: (?). 

J: about eight million more. 

HM Jr: Yeah. 

J: Between seven and eight. 

HM Jr: Yeah, well that would help. 

J: That would help. Now they came in day before yesterday and 
they had a list of seventy-five million dollars’ worth of stuff. 

HM Jr: Yeah. 

J : Well—gosh, I felt like crying with them. 

HM Jr: Yeah. 

e i ae the most we can do at present is—would be about seven and 
a half. 

HM Jr: Did they offer you any tin? 

J: Oh yes, they want to—they want to sell us tin. 

HM Jr: Yeah. 

J: And I think the transactions—we could make a sort of a trade 
there that—it all, of course, depends upon whether they can make 
good, but I still believe, regardless of how the thing comes out, that 
If we don’t lend China too much money that it will be paid back. 

HM Jr: They’ll do what? 

A J: That if we don’t lend them too much money that it will be paid 
ack. 

HM Jr: Yeah, I think so. 

J: Because I don’t think that you can swallow up four hundred 
million people or—— 

Jr: No. 

J :——or take away that much territory. 

HM Jr: Well, in the Chinese thing, 1f we could lay our hands on 
some tungsten, I’m more interested in tungsten than I am in tin. 

J: Tungsten? 

HM Jr: Yeah. 

J : Do they have it over there? 

HM Jr: They have a lot of it. 


just 
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J: Uh-hm. 

HM Jr: We're—it's—we're much more interested from a war mate- 
rials’ reserve, you see? 

J: Yeah. : 

HM Jr: In fact, we're buying it right now with the money that 


Congress has given us. ; 

J: You can—you can buy that from them and give them the money. 

HM Jr: Wecan buy that. 

J: Yeah. 

HM Jr: And—so I mean, that’s—I mean we have money from 
Congress for that purpose. 

J: Yeah. 

HM Jr: So if you'd keep—— 

J: All right. Well, I’ll—as soon as we get through. We've got— 
we've got too more gauntlets to run. y q 

HM Jr: I know. But on—if you'll keep the tungsten in mind 
even—— 

J: Well-——— 

HM Jr: I mean—it’s more valuable than tin. 

J: Yeah, I'll be glad to do that. 

HM Jr: Because there’s—they’ve pretty well got a monopoly on 
tungsten, the Chinese have. 

J : Well, I’m glad they have. 

HM Jr: Yeah. 

J:(Laughs) I hope we can help them out with it. 

HM Jr: Righto. 

J: I wish we could—I wish we could get a better price for their— 
for their tung oil. 

HM Jr: Aren’t they doing pretty well? 

J: Well yes, but the—the market would stand a better price. Say 
if—they’re holding it at a good low figure though. 

HM Jr: Yeah. 

J: But ’m—it’s all right. I’m just—that would be just one way 
to help them, that’s all. 

HMJr: And—— 

J: Make their dollars go further. 

HMJr: And I’m just waiting on Traphagen to tell me—— 

J: You haven’t heard from him ? 

HMJr: Well, I spoke to him yesterday and he had—he sounded 
a little bit more cheerful. 

J: Uh-huh. 

HMJr: But there's nothing to report. 

J: I see. 

HMJr: And he's waiting to hear from the Colombians. 

J: I see. 

HMJr: But 

J: Well, I don’t—I don’t think we ought to hurry them. We've 
got plenty of home work to do before we're ready to do much. 

HMJr: Well, you can’t hurry them much because every time you 
hurry them the Colombians withdraw and lower their offer. 

J: That’s right. 

HM Jr: Huh? 

J: O.K. Well, I'll be seeing you soon. 

HMJr: Thank you. 

J: Goodbye. 
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Treasury DEPARTMENT [nTER-Orrice COMMUNICATION 


Date: January 25, 1940. 
To: Secretary Morgenthau. 
From: Mr. White. 


1. The Brown bill calling for a loan of $60 million to Finland has 
been considered by the Senate Committee on Finance and has been 
completely altered and is being sent to the Senate today. By special 
arrangement it is to be at once referred to the Senate Committee on 
Foreign Relations. 

2. The bill as it now stands calls for an addition of $100 million 
to the lending powers of the Export-Import Bank with the following 
provision: 

“Provided further that the aggregate amount of loans to any one 
borrower outstanding and authorized at any one time shall not exceed 
thirty million dollars: Provided further that the Export-Import 
Bank of Washington shall not make any loans in violation of inter- 
national law as interpreted by the Department of State or for the 
purchase of any articles listed as arms, ammunition or implements 
of war by the President of the United States in accordance with the 
Neutrality Act of 1939.” 

The bill would doubtless be interpreted to mean that China could 
not borrow more than seven million dollars as she now has outstand- 
ing about $23 million. 

3. I am wondering whether this fact might not be brought to the 
attention of the President by yourself with the plea that a change 
be made in the bill in the Foreign Relations Committee which would 
make it possible for China to borrow another $25 million. Some- 
thing like the following change in phraseology would make this 
possible : 

(a) Change the $30 million limitation to $50 million 

or 


(b) Provided further that the aggregate amount of loans to any 
one borrower in any one twelve-month period shall not exceed $30 
million. 

* x 4 * x + = 
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AMERICAN CONSULATE, 
Rangoon, Burma, January 25, 1940. 


[Copy] 

No. 265 

Strictly Confidential 

Subject: War materials for China; statistics of imports at Rangoon 
passed for transit to China during the period October 28 to De- 
cember 31, 1939. 

The Honorable the SECRETARY OF STATE, 

Washington. 

Sir: I have the honor to refer to information recently transmitted to 
the Department, and to forward herewith statistics of war materials 
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for China imported at Rangoon and shipped in transit through Burma 
in the period October 28 to December 31, 1939. These materials were 
valued at Rupees 23,865,022, or $8,352,756, based on a value of 35 cents 
for the rupee. 

Re-exports of materials from October 28 to November 30, and from 
December 1 to December 31, are shown separtely, but the recapitula- 
tion covers all materials shipped during the entire period under review. 

At the close of 1939 the value of all war materials for China shipped 
in transit through Burma stood at Rupees 106,129,916, or approxi- 
mately $37,145,468. a y 

The delay in submitting the November statistics has been due to the 
fact that they were not completed by the Customs statistical force until 
the present month. They were forwarded to the Defense Department 
of the Government of Burma together with the statistics for December. 
These statistics are obtained by the Consulate through the Defense 
Department, not from the Customs authorities direct. 

Respectfully yours, 
Austin C. Brapy, American Consul. 
In quintuplicate to the Department. 

800 
ACB 


WAR MATERIALS FOR CHINA 


Statistics of imports at Rangoon inspected and passed for transit by the Burma 
Customs authorities during the period Oct. 28-Nov. 30, 1939 


Type of material Number Quantity and description Country oforigin| Value, 
packages rupees 
Aircraft and parts...__-__ 3 | No description...--.--._-_-.-..- United States__. 14,765 
1400 |e OPEN. CEE E ET a do- SMI S. 326, 058 
36 | Tires and tubes. _-_-.._-...-_.--_|--_-- dOr en 7,452 
1 | Trainer appäanco-.-------0----|----- COP 21, 197 
IM EE nelne parts onu e o 11 do MIER a 661 
Anti-aircraft gunS........ 10 | .75 mm. guns (equipment and | Great Britain... 39, 322 
sparo parts). 
Pistols eee eee o 4 | 7.63 pistols; 200._.___...-----._ 9, 404 
OR Very light 9008. Berle o d 30, 760 
Machine gun & parts._.. 1,100 | 7.62 mm. guns and accessories, 2, 550, 000 
with 2 extra barrels; 3,400. 
335 7:02 an. guns and accessories; |_.... doo ee. - 1, 200, 000 
1,000 | Machine-gun carriages; 1,000____}_.-.. dos Aosa 240, 000 
1,000 | Machine-gun drums; 14,160__.___|_____ dow o 100, 500 
Field guns & parts... 200 | 7.3 mm. guns with recoil sys- | 
tem; 200. 1, 092, 000 
400 | Gun limbers; 400 
2, 500 | 7.62 mm.; 60,000_______ 2, 650, 000 
3,300 | 37-mm. (A.P.); 66,800 981, 960 
3,630 | Anti-aircraft, complete with | Great Britain... 1, 272, 318 
cordite; 12,000 rounds, 1,200 
pieces. 
Cartridges. _..--..-..-... 6,200 | 7.62 mm.;4,056,000._._.._-._____ US ae 232, 800 
18 | 7.63 mm.;90,000_____-_-_---_- Belgium. _..___. 6, 217 
250 | 7.9 mm. incendiary; 500,000.__.__}_____ omer Tii 76, 615 
328 | 13.2 mm.;108,000..-..._---..___. Pranto oil aa 90, 536 
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Statistics of imports at Rangoon inspected and passed for transit by the Burma 
Customs authorities during the period Dec. 1.—Dec. 31, 1939 


Typo of materlal Number Description and quantity Country oforigin} Value, 
packages rupees 
22 | No description em aa o. - United States... 70, 410 
480 | Aerial, 550 lbs. each... o. —- Russia... --—- 180, 000 
279 | Aerial, 165 lbs, each... _ — — 31,248 
2,476 | Acrial, 110 lbs. each; 6,000 pieces. |... 185, 700 
1,336 | Acrial, 15 Ibs. each; 2,000 pleces.-|. -_-_do... 80, 000 
Field guns & parts._._..- 50 || UTA. PANE S0 coses lees 400, 000 
150.) Gun limbers; 150) ee | ee ees 75, 000 
1 | Accessories for 2 C.M. guns...... 119 
Machine guns & parts___- 2,150 | Drums: 40,131 ooo. - 210,295 
Pistols & Revolvers.....- 40 [COLES 3100 A A 10, 055 
20 | No description; ua a |e ore eee 11, 706 
7 | .12 bore shotguns; 4 = 586 
Explosives & Powder.... 9,208 | T.N.T. (weight not glven).-.- 819, 427 
160 | Tetryl; 8,800 lbs... 2 --—- 19, 611 
1,668 | Trotyl; 91 740 bs S25 | HE do 95, 152 
900 Smokeless powder (welght not 141, 829 
given 
2,400 | Smokeless powder in strips for 419, 537 
shells; 264,000 rounds. 
36,800 Smokeless powder; 404,800 Ibs._.|. a 581, 563 
Detonators a aa 10 | Caps for bombs; 14,400... x 3,600 
245 | For bomb pistols; 11,69 Uone a 25,445 
77 | No. 6 (S. detonators, shell parts). 30, 512 
A e ona E 13, 702 | 76 mm.; 91,168 rounds... -- -—- 1, 412, 520 
1,682 | 37 mm.; 70,080 rounds... oo... 753, 228 
1,185 | 37 mm.; 25,286 rounds.._ooo.Lh--. do. 328, 718 
6,724 | 37 mm.; 131,128 rounds_-__._ — - 1,835, 792 
USA a EDO 6 | Safety; 18,000 meters... —.|—-- 1, 
1,017 | For 76 mm. shells; 63,872 pieces..| Russla...__.... 319, 360 
154 | For 37 mm. shells; 61,600 pieces_.|.___.do____-__- 61,600 
4 | For shells; 300 pieces........._--} Frante.___.o. 1,540 
Wortsidpesa = see ia 1,225 | 7.92 mm. (clips); 2.756,250 rounds. 165, 375 
685 | 7.92 mm.; 1,541,250 rounds.... — - 92,475 
13,350 | 7.92 mm.; 26,610,000 rounds... —-| Belgium- ~ .----- 1, 400, 559 
3,315 | 7.92 mm.; 7,458,750 rounds.....—- Russia... — - 372, 938 
6,103 | 7.92 mm.; 13, 731, 750 Pa pee 8 el lg 686, 588 
20,087 | 7.62 mm. (clips); 12,052,200 | Russia...___- 723, 132 
rounds. 
27,774 | 7.62 mm.; 23,587,640 rounds_.__..|-— --do_....-__- 1,179, 383 
2 7.63 mm.; 100,000 rounds......---.| Belgium--—.-_—. , 397 
528 | 13.2 mm.; 132,000 rounds-___.|-—-. 120,636 
Part of 20 | No description; Gaited States- , 034 
Part of 4 | No description; 2 000. - Fame io B55 
Part of 7 | 12 bore; 3,000. - United States. __ 284 
35 | .38 caliber; 7, O00 ona 4,166 
379 | Metal O.S. (bullet caps, 61,856 
steel). SSS 
Totals. ce Pence ee crews lee nea eee ee A E A coe ee aa re 12, 022, 454 


Imports at Rangoon inspected and passed for transit during the period from 
Oct. 28, 1989, to Dec. 31, 1939 


RECAPITULATION 


VALUES BY COUNTRIES OF ORIGIN 


Country of origin Value, Equivalent, 

rupees U.S. dollars 
a CLP PETITE eee oe a. ees 15, 481, 902 5, 418, 665 
2. United States. 3, 517, 623 1, 231, 168 
3. Belgium __-_-_._ 1, 647, 588 576, 656 
4. Great Britain. 1,311,759 459, 116 
5. Sweden____--_-_ 961, 256 336. 439 
6. Czechoslovakia_ 851, 963 298, 187 
o MON RY Sh fe al ag T A 92, 931 32, 525 


SORT ese. Bot SESS Se o e E 23, 865, 022 8, 352, 756 
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Imports at Rangoon inspected and passed for transit during the period from 
Oct. 28, 1939, to Dec. 31, 1939—Continued 


RECAPITULATION—continued 


VALUES BY TYPES OF MATERIAL 


Type of material Unit Quantity Valuo, Equivalent, 

rupees U.S. dollars 
WAI A fou. E E e aan Number. ... 300, 462 6, 584, 530 2, 403, 587 
e CARS soon coses ee meee orcas enna do.-...--| 192,818, 240 5, 222, 846 1, 827, 996 
3. Machine guns and parts__------------------|----- do cea 2 4, 400 4,300, 795 1, 505, 278 
AROS E A ee o [EE do =-=- 50, 000 2, 650, 000 927, 500 
5. Explosives and powdoer_----...---- Pound. _.... 3 505, 340 2,077,119 726, 991 
6. Fiold guns and parts. . = $200 1,567, 110 548, 491 
7. Bombs___----__-_- d 8, 000 476, 048 166, 032 
8. Aircraft de parts. .-.__.---------------------|--+-----------]-------------- 440. 546 154,101 
9. Fuses..__....- 5 125, 772 383, 723 134, 303 
10 DISCOS MIU O a rior > | UR: d 61,466 62, 511 21,870 
TIM Detonators ee O o le dos. 103, 099 59, 557 20, 845 
The, ¿VEO NS cocoan Hosoensoscooes] possesesstaess 39, 322 13, 763 
te eee o 23, 865, 022 8, 352, 756 


1 Exclusive of 370 cases of cullet caps. 

2 Parts consisted of 1,000 carriages and 54,201 drums. 

3 Exclusive of 9,208 barrels of TNT, 900 cases of smokeless powder, and 2,400 cases of smokeless powder 
la strips, weights of which are not stated. 

4 Parts consisted of 550 limbers and accessories for two guns. 

5 Exclusive of 18,000 meters of safety fuse. 

$ Including four shotguns. 


(Book 238, pp. 144-154) 


Grour MEETING 
JANUARY 29, 1940. 


9:30 a.m. 
Present: 


Mr. Bell 

Mr. Haas 
Mr. Thompson 
Mr. Graves 
Mr. Schwarz 
Mr. Cochran 
Mr. Gaston 
Mr. Bernstein 
Mr. Cotton 
Mr. White 
Mr. Sullivan 
Mrs. Klotz 

H.M. Jr: Rather exclusive this morning, aren't we? 

Gaston : Yes, very. 

H.M. Jr: Anything new, Herbert ? 

Gaston: Yes. I think I told you that Callahan, after talking to 
Waesche and Land and Stark, put up a suggestion to the President 
that we withdraw our cutters from the Grand Banks patrol and trans- 
fer them to a patrol between the Azores and Bermuda for weather 
reports as a temporary proposition. The Maritime Commission would 
furnish, as soon as possible—recondition four ships which we will 
man and put on the run. The President approved that plan and we 
are withdrawing the cutters from the Grand Banks patrol and two 
cutters will leave for Bermuda for the Bermuda-Azores patrol on 
Wednesday of this week. 

H.M. Jr: Who negotiated that one? 
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Gaston: Callahan. Callahan came to ask Waesche about this 
weather problem and this was the plan that Waesche suggested. 

H.M. Jr: Very neat. 

Gaston: Very neat. The good thing about it is that we get rid of 
that terrible winter patrol in the Grand Banks. 

H.M. Jr: It gives the boys a chance to thaw out in the Azores. 

Gaston: I called up Bob Kintner Saturday and he said he would 
have to talk to Joe and would inform me today. 

H.M. Jr: I am reliably informed that those articles by Kintner 
were not acceptable to the Saturday Evening Post. Too friendly to 
the Administration. 

Gaston : That might be so. 

H.M. Jr: You can read this letter from the editor of the Post. 

Gaston : I read that—is that the one—— 

H.M. Jr: Yes, it has something to do—it may have something to 
do with it. 

Gaston : It is possible. The other thing was that we held a confer- 
ence with Marriner Eccles and Goldenweiser and Walter Gardner, 
Saturday, on the Pan-American Bank and we seemed to sell them a 
bill of goods. They went back with the understanding they would 
try to get the approval of the Board on our plan asis. 

H.M. Jr: I will make you a little bet they don't. 

Gaston: All right. 

H.M. Jr: A dime that they don’t. 

Gaston: All right. 

H.M. Jr: Make a record of that. 

Gaston : Ten cents. 

White: Now, what do you mean by approving the plan? Maybe 
you had better clarify that. 

H.M. Jr: Now, Harry, you keep out of this. Can't you spare me 
a dime? He said approve it as is. 

Gaston : Yes. 

White: As stated in the—— 

Gaston: Yes. We were going to cut out the word “Central Bank” 
but the participation by Governments and each Government to decide 
whom it shall select as its delegate, that was what we agreed on, par- 
ticipation by Governments and not by central banks. 

H.M. Jr: Well, I will have to be educated, because the plan, as I 
saw it—Harry and I discussed it Sunday—maybe I don’t understand 
the plan, but what we are betting on is the plan that you had when you 
started, before you saw those fellows. "T mo 

Gaston: What I am betting on is the matter of requiring participa- 
tion by Governments only, and that is the whole thing that we con- 
centrated on and that is what they agreed to. 

H.M. Jr: All right, ten cents. 

Gaston: Ten cents. 

H.M. Jr: Anything else? 

Gaston: That is all. 

H.M. Jr: Bernie? 

Bernstein: Nothing. 

H.M. Jr: You are looking very healthy. I have got to think of 
something to do to you. 

Bernstein : Are you looking at me or at Merle? 

H.M. Jr: No, at you. 

Bernstein: I just came out of a cold wind. Maybe that is why. 
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H.M. Jr: I called up Miss McGuire and told her to have Sammy 
Klaus in. Is he here? 

Bernstein : I don’t know. 

H.M. Jr: When do you want to do Bank of America? 

Bell: Whenever you are ready. 

H.M. Jr: Say 10:30? 

Bell: Yes. y 

H.M. Jr: If Sam Klaus is here, I will see him at 11:00 o’clock. 
Will you tell him? ' 4 

Bernstein: Yes, I will tell him. If he isn’t here, I will send Mrs. 
Klotz word. 

H.M. Jr: Please. 

Merle? 4 i 

Cochran: Here is a letter which Mr. Chen sent in for me to give to 
you personally. Will you sign the letter for purchases of Canadian 
silver for February? We have purchased 900,000 ounces of silver 
from Canada so far this month. 

H.M. Jr: Anything else? 

Cochran: No, sir. ' ; 

Cotton: Are you going to have a meeting today with Berle and 
Jones on Cria I explained the situation to them. 

H.M. Jr: Well, I will put it down, anyway. I tell you what you 
do. How do they feel about it? 

Cotton : They would seem generally agreeable to the idea. 

H.M. Jr: All right. You call up Mr. Traphagen, see, and ask him 
if he would like to come down here Thursday or Wednesday. I will 
give him a choice of two mornings, 10:00 o’clock Wednesday morning 
or 10:00 o'clock Thursday morning. Ask him whether he wants to 
come in here and sit down with the Ambassador and we can get him 
started and whether he would like to stay here until they get through, 
yes or no. 

Cotton: Don’t you think the step before that is to see what you think 
of the thing, see whether you are going to be ready to urge it upon 
one or the other? 

H.M. Jr: No. I would like to do it my way. I would like to ask 
Traphagen and Colombia whether they would like to come over to 
the Treasury Wednesday or Thursday morning and stay here in 
conference until the debt issue is settled or not. It isn’t a question 
of whether I like it or not. It is a question of whether they can get 
together. 

Cotton: Well—— 

H.M. Jr: I will take anything that they agree on. 

Cotton: Traphagen will probably ask me what you think of it, and 
shall I say that you want to put them together: rs 

H.M. Jr: It doesn’t make any difference what I think of it. I will 
take anything that the two of them agree on. 

Cotton: I’m afraid that isn’t the issue. I think it is a question of 
the committee getting a point of view and urging it on 

H.M. Jr: 1 won’t do that. 

Cotton: You won't do that? 

H.M. Jr: I definitely won't do that. 

Cotton: I will tell Traphagen. 
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H.M. Jr: And tell him that they can come Wednesday at 10:00 
or Thursday at 10:00 and we will make a room available for them 
to get together to agree or not and if they don’t want to do it, then 
as far as 1 am concerned, I am through. This is my last gesture and 
if you don’t mind, would you tell it to him just that way, see. And 
then once you know, let me know. Give them a choice of two days. 

Did Jones say he would be willing to sit in? 

Cotton: Yes. I told him that you asked me to tell him this and I 
said you might have a meeting today, I didn’t know. 

H.M. Jr: Wednesday or Thursday, please. 

John? 

Sullivan: Nothing, except this memorandum about that letter 
(January 27). 

H.M. Jr: Oh, all right. 

Will you (Mrs. Klotz) write me a little note forwarding this to 
the President for consideration ? 

Anything else? 

Sullivan: No. 

H.M. Jr: Chick? 

Schwarz: You asked me to call attention to the proposed reor- 
ganization plan for centralizing borrowing. 

H.M. Jr: Oh, yes. Did you (Bell) know the Budget is actively 
busy on it 2 

Bell: Yes. 

H.M. Jr: Isit all right, the way you want it? 

Bell: Well, I haven’t seen the final draft but this grows out of the 
program that was sent along last year and you know the decision 
was made not to touch matters of that kind in that session. Well 
now, it has come up again and they have put a man on that particular 
job and they have been over here and we have had several confer- 
ences and it has been revised and I think it is in pretty good shape. 

H.M. Jr: You are watching it? 

Bell: Yes. Mr. Bernard in the legislative section has been in on it. 

H.M. Jr: Thank you. 

Anything else, Chick? 

Schwarz: That is all. 

H.M. Jr: George? Have you got anything on that labor thing? 

Haas: Yes, I have that. f 

H.M. Jr: If you would stay behind, I would like to go over it with 
you. 4 y 

Bell: Did you see the memorandum from—letter from Miss Perkins 
enclosing a memorandum on the unemployment situation (January 
26) ? 

H.M. Jr: No. 

Bell: Kind of breaking it down into three groups. The memo- 
randum to Stead. I think 

H.M. Jr: Who? i 

Bell: Mr. Stead in the fiscal section down there. George might be 
interested in that. 

H.M. Jr: Will you tell him about it? 

Bell: I will give it to him. 

H.M. Jr: How does business look this week ? 
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Haas: The production looks as if it is going down further but 
there are some signs which are beginning to occur now which lead 
one to believe that later on in the year you will getan upturn. I think 
if we are going to get an upturn, some signs should be reappearing 
and there are some signs. 

H.M. Jr: Harry? 

White: We noticed that Chinese balances are increasing pretty rap- 
idly. I have got a table here and we would like to know who owns 
them, because the officials don't, and it is very important because of 
their exchange controls. It muy be that some of the insiders are 
getting more money out than 

H.M. Jr: Who can find out? 

White: I think that might be taken up with Chen, possibly. It is 
of interest to us only in the fact that there is a large outward movement 
of capital that there shouldn’t be. 

H.M. Jr: Can you find out? 

Cochran: Yes, sir, I think I can. Mr. Knoke will be down tomor- 
row. 

White: Knoke wouldn't know. It is not in the Federal Reserve 
Banks, it is in private banks, but he may know. It he doesn’t, we 
might have to go further. 

H.M. Jr: He found out that time on that high French official hav- 
ing an account here. You (Cochran) weren’t here at the time. 

Cochran: I know about it. 

White: Oh, yes, he could inquire around in the banks. 

H.M. Jr: He could do it better than anybody else. 

White: There was a letter to Mrs. Roosevelt—to you and a pro- 
posed plan, to which we have the answer. (February 1). Do you 
want to—or is it customary that we also have an analysis of the plan? 

H.M. Jr: Yes. 

White: Do you want it from you to her? 

H.M. Jr: Yes. She would appreciate it. 

White: Senator Pittman's letter—I can handle it right here, if 
you want. 

H.M. Jr: All right, go ahead. 

White: Here is a letter for your signature (January 29) and here 
is a very brief memorandum indicating the issues that are the cause 
of this letter. 

H.M. Jr: I had better read it, hadn’t I? 

White: Yes, I think so. 

H.M.Jr: I will read it. 

White: And then you probably noticed the letter from Senator 
Vandenberg (January 22), asking about Russia and gold. 

H.M. Jr: Also, Senator Townsend’s statement (January 27). 

White: I didn’t see that. 

H.M. Jr: You had better get Chick to get you a copy of it. He 
made a speech Saturday. 

Schwarz: I have it. 

H.M. Jr: Give it to Harry. 

Anything else, Harry? 

White: That 1s all. h 

H.M. Jr: And Harry, on that little talk, instead of 3: 00, if I could 
start immediately after lunch. 
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White: I think so. 

H.M. Jr: Could we? 

White: Yes. 

H.M. Jr: Because it may take longer. 

Harold? What did you find in Philadelphia? 

Graves: We spent the day in the Mint at Philadelphia, went 
through the whole plant It looks very good to me, Mr. Secretary. 

H.M. Jr: Does it? 

eves: Very good. They have a very capable man in charge 
there. 

H.M. Jr: Have you got that particular office started, the one you 
were investigating? 

Graves: Indianapolis? 

H.M. Jr: Yes. 

Graves: Yes, I sent that man out there. He arrived there Friday 
morning. 

H.M. Jr: Good. 

Graves: This investigation that Mr. Cochran spoke of, the people 
pretending that they were representing the French and British Pur- 
chasing Commission, I took that myself to Mr. McQuillan, the special 
agent in charge, Saturday, and went over that with him. I think that 
before we turn that over to the Post Office Department or possibly to 
the FBI, we ought to know a little more about it than appears in 
that correspondence. 

H.M. Jr: All right. 

Graves: So we are going to make some preliminary investigation 
of our own to try and find out what is behind all this before we make 
any reference of it. 

H.M. Jr: O.K. Anything else? 

Graves: That is all. 

H.M. Jr: Dan? 

Bell: That matter that Senator Wagner spoke to you about on 
the interlocking directors of the bank seems to be pretty dead. The 
President told him that he would veto the bill again and we called 
the committee up there and they said they were not going to ask us 
for a report, they didn’t think the bill would even be considered by 
the committee. 

H.M. Jr: O.K. 

Bell: Some time ago you asked me to—or the President asked you 
to give him a report of the comparative costs on the Self-Help. Well, 
we have got one here and it is pretty well qualified. (January 31). 
There are some elements in the three things that don’t make them 
comparable. It is a letter which you can send along if you want to. 
I don’t think it means a lot. 

H.M. Jr: I would like to read it. 

Bell: That is all I have. 

Thompson: Here is a memorandum on Mr. Flynn (January 29). 
H.M. Jr: Yes. 

Thompson: Here is a memorandum on the Comptrollers of Cus- 
toms. (January 29). 

H.M. Jr: Well now, look, I don’t think I am lunching with him 
ganl Thursday, see. I think I had better take it all over, this whole 

usiness. 
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Gaston: On that matter of the promotion of Foley, we found that it 
wouldn’t be a promotion at all. He has got nothing to gain by being 
transferred and under this reorganization plan, those who have defi- 
nite terms are to remain until their terms are served out and he has 
a definite term as surveyor, expiring in ’42, so it would seem best on 
his account to leave him as surveyor, because he would gain nothing by 
being transferred to the appraiser. 

H.M. Jr: Something else? 

Thompson: No. 

H.M. Jr: O.K. 


———— 


Book 244, pp. 105, 106 
zo Marcu 1, 1940. 
12:55 p.m. 
Jesse Jones: Hello, Henry. l 
H.M. Jr: I hear you’re going to spend a little money. 
J: Well, we thought we hadn’t called on you for a long time, we’d 
better call on you. 
H.M. Jr: God, I need—you’re making Marriner Eccles look like 
a piker. 
5 : I understand that you want to lend this money all to Haiti. 
H.M. Jr: No, not all, but I would like if you're going to make an 
announcement, I'd love to see you tell them you're going to lend 20 
million to China. 
J: Well, I think we need a little—a little further investigation on 
China. We’re going to reserve 20 million for China. 
H.M. Jr: You are? 
J: Oh, yes. 
H.M. Jr: I see. 
J: But I think we’d better—in that I need—I called you earlier this 
morning and you were—— 
H.M. Jr: Well, I was in a tax meeting. 
J: And I wanted to discuss that with you. 
H.M. Jr: Yeah. 
J: And I want to go in—particularly into the details of the China 
matter with you. 
H.M. Jr: Well, I’m ready any time you are, but I was—I locked 
myself up on a tax matter. 
J: Yeah. The—Finland is the thing that's uppermost in every- 
body’s mind right now. 
HM Jr: Yeah. 
J: And so— 
HM Jr: The only question I had, the way Joe Cotton read it—I 
ee are you safe in announcing this before the President signs the 
1112 
J: Perfectly. Hetold meto go ahead. 
HM Jr: He did. 
J: Yeah. He wired me last night. 
HM Jr: To—I mean, before he signs it. 
J: He said he would sign it and we could go ahead. 
HM Jr:I see. Well, if you're safe on that that’s OK. I’m with 
ou. 
4 J: I just want to say something today as quick as we can on Finland. 
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HM Jr: Yeah. 

J: And I put in Sweden there for—because they want to the stuff, 
and I expect they are going to help Finland also. 

HM Jr: All right. And you are going to earmark 20 million for 
China? 

J: Certainly so. 

owe Ja : Well, any time you’re ready, Jesse, I am. 

J: O.K. 

HM Jr: Give mea little notice. 

J: Allright. Fine. Thank you. 


(Book 245, pp. 217-219) 


Treasury DEPARTMENT, 
DIVISION or MONETARY RESEARCH. 
Date: 3/7/40. 
To: Miss Chauncey. 
From: H. D. White. 


_ This information was given to the Secretary orally yesterday. The 
incoming material was given to Capt. Puleston at the Secretary’s 
request. 


Treasury DEPARTMENT In rer-Orrice COMMUNICATION 


Date: March 5, 1940. 

To: Secretary Morgenthau. 

From: Mr. White. F 

Subject: Memoranda and Proceedings of Meetings Between the Chi- 
nese Government Officials and the American Advisory Transpor- 
tation Experts Submitted by Mr. M. E. Sheahan 


The memoranda discuss in great detail the problems involved in a 
reorganizaticn of China’s motor transport communications and con- 
tain the recommendations of the American Advisory Experts concern- 
ing the training and licensing of drivers and mechanics, the establish- 
ment of adequate repair facilities, the means of improving existing 
roads, the establishment of centralized government control over the 
use of the highways and the personnel required for such supervision 
but there is contained in the report no indication whether or not there 
will soon be facilities for greatly increased truck transportation. 

Difficulties of obtaining imports into China are becoming very 
serious. 

Mr. Sheahan sums up the Chinese transportation situation in his 
memoranda of November 13, 1939 as follows: 

“The present situation in my opinion is an emergency one only and 
calling for emergency measures, for example, there are approximately 
80,000 tons of Government freight at Haiphong and about half that 
amount of commercial freight awaiting movement, for the first time 
in over a month the French-Indo-China Railway is ready to resume 
operations between Flaiphong, Hanoi and Kunming. Assuming that 
this Railway can only haul 500 tons a day to Kunming, if a similar 
amount could be transported via the South-eastern route to Kweiyang 
it would be a matter of but 4 to 6 months before the entire port of 
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Haiphong will be cleared of congestion and it is doubtful if normal 
trafic demands through French Indo-China ports would exceed 10,000 
to 15,000 tons per month after that time. This amount of tonnage in 
my opinion could be handled by the French Indo-China Railway pro- 
vided they could be encouraged to operate from Laokai to Kunming 
during night time hours. 1 do not believe night operation over this 
area presents any particularly difficult problems except perhaps dur- 
ing the extreme rainy season, and even then through adequate advance 
protection, night operations could undoubtedly be continued on a 
reduced scale.” A 

(Incidentally, in a consular dispatch of December 19, from W. R. 
Peek, Counselor of the Embassy at Chungking, Mr. Peek claims that 
Mr. Sheahan is over-optimistic in his view of the traffic situation.) 

But since the making of this statement by Mr. Sheahan the Japa- 
nese have bombed the French-Indo-China Railway and cabled reports 
state that the amount of goods transported over this railway in Jan- 
uary and February of this year has been negligible. In view of these 
later developments it would be interesting to learn how the Chinese 
expect to import additional purchases. 


(Book 246, p. 38) 
Marcu 7, 1940. 
4:59 p.m. 

H.M. Jr: Jesse? 

Jesse Jones: Yes. 

H.M. Jr: I’m delighted to see on the ticker you announced the loan 
to China. 

J: I thought you would. I saw Benton this morning and I wanted 
to talk to him about the, one of the others and he thought we ought 
to go ahead soon. 

H.M. Jr: Well I just wanted to tell you I’m very much pleased. 

J: Yes. Well I saw the Chinese yesterday, again last night. 

H.M. Jr: Good. 

J: And so 1 thought we might as well go in and ease their pain and 
do them what good we could. 

H.M. Jr: All right Jesse, more power to you. 

J: O.K. Getting along all right? 

ae Jr: Oh pretty well. Got aeroplane troubles. otherwise all 
right. 

Br O.K. Goodbye. 

H.M. Jr: Goodbye. 


(Book 255, pp. 173-186) 
APR 18, 1940. 
3:30 p.m. 
Present: 
Mr. Purvis 
Mr. Young 
Mrs. Klotz 
(Dr. White for latter part of conference) 
IT.M. Jr: This (“Par. 39” attached to the transcript of the meeting 
with Colonel Burns immediately preceding this meeting) if you could 
bnild your letter around that. 
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Mr. Purvis: Yes. 

H.M. Jr: If you would just read it. That happens to be the Army. 
This is the way they presented it, I believe, the way they presented 
it to the Congress. 

; Mr. Purvis: I see. Then what we have to do—a letter, however, 
rom 

H.M. Jr: Your two ambassadors. 

Mr. Purvis: Attached to the contract or sent to the Army at the 
same time as the contract would surely take care of that provision. 

H.M. Jr: That’s easy. 

Mr. Purvis: Yes. You see, I think the difficulty is merely this, Mr. 
Secretary, that for a foreign Government to agree to give information 
to a manufacturer of a combat 

H.M. Jr: 1t does not say manufacturer. 

Mr. Purvis: “Furnish 

H.M. Jr: “to the satisfaction of the United States Government”. 
Not the manufacturer. 

Mr. Purvis: But if the provision is in the contract will it not be 
assumed 

HM, Jr: 1 don't think it has to be in the contract. 

Mr. Purvis: “* * * will include a provision”. 

HM, Jr: This is the letter they drafted (see copy of letter attached 
to transcript of meeting with Colonel Burns at 3:20 today, immed- 
lately preceding this meeting) which I did not think was any good. 
This was the thing for the Ambassadors to sign, addressed to Louis 
Johnson. This is what 1 wasn’t going to give you and 1 will read it. 

Would that be better? 

Mr. Purvis: Would you mind my taking that and trying to do some- 
thing which 

HM, Jr: I will give you both. 

Mr. Purvis: You know, Governments are very peculiar things. And 
let me work out something which will breathe a sort of satisfaction. 
What Johnson evidently wants is something that will tie up with the 
provision he has put to Congress, and the difficulty is merely that. I 
think we had better do a little thinking. Could we, in the meantime, 
assume that there will not be delays on account of that because I am 
going to settle it ultimately to your satisfaction. 

HM, Jr: Yes. 

Mr. Purvis: And I think one of the difficulties, I don’t think a 
foreign Government likes to be in the position of indicating that he 
will supply any information toa manufacturer. 

HM, Jr: Manufacturer is out. No! No! No! It’s between Govern- 
ments. 

Mr. Purvis: We might be able to get a provision in the contracts 
referring to exchange of letters. 

HM, Jr: I don’t see why it should be in the contract. Personally, 
I think if your Ambassador writes the right kind of a letter it should 
be enough for Louis Johnson, saying that in connection with the fol- 
lowing planes, list them 

Mr, Purvis: Would it do any harm when we get down to the detail 
of the letter and trying to work it out that will be best for the Army, 
would it do any harm for Jacquin to come down and try and find out 
what's in their minds? He could come down next week and perhaps 
talk with General Arnold. 
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HM, Jr: Surely! Yes! 

Mr. Purvis: One minor thing. There is a memorandum that has 
come in to me on traffic on the Trans-Siberia Railroad. (Attached 
hereto.) It seems to me it might have value for you. 

EM, Jr: Thank you. 

Mr. Purvis: Rist rather amazed me the other day when he tells 
me that the reports that he has are that Trans-Siberia are now run- 
ning every 50 minutes from Valdivostok, That might be a very ser- 
ious matter. 

HM, Jr: Yes. 

Mr. Purvis: As a matter of fact, leakage through that end is now, 
I gather, a very prime concern of the Allied Governments in regard to 
these important—— 

HM, Jr: Every 50 minutes! 

Mr. Purvis: materials. Yes. He made that statement in Ot- 
tawa. ‘ 

HM. Jr: Do you believe it ? 

Mr. Purvis: I was amazed, but he said the information was pretty 
authoritative. I had understood that that railroad was not of that 
caliber. 

HM, Jr: Well, I will read it. 

Mr. Purvis: Then, alloys. The situation from the groups of cables 
that I am getting has evidently become very important and rather 
urgent. There is, I am not sure but what I should find some way of 
sending you a memorandum of the kind of information I am going 
to talk about. It came in in sheaves this weekend and I did not have 
time to get it into memorandum form. What we are anxious to do 
and what I wanted to ask you whether it was possible to do is to try 
and tighten certain things in such a way as would not be difficult for 
the Administration. For instance, to ask, one particular thing that 
we would like to see, if it were possible, is the strategic list which cov- 
ers as I understand it a certain measure of embargo, a certain amount 
of authority exercised on the things that are on the strategic list. We 
wondered whether it would be possible to include such items as co- 
balt, carbon black, columbium—— 

HM, Jr: We have had these before. These are tough ones. 

Mr. Purvis: Cobalt—and I would like to return to them individually 
presently. 

Carbon black. That’s an ingredient for tires. 

Columbium and tantalum. And, if it is proper for me to raise it 
here, industria] diamonds. 

Here is the point. We would want to know whether, if that could 
be done, it could be combined with the inclusion of a clause that is now 
being considered by the tin market in contracts, which would put an 
obligation upon the buyer not to re-export. That is the clause which 
is now being considered by the Attorney General here in the case of 
tin. 

(Mr. Purvis gave the Secretary the attached extract from letter 
from C. S. Trench $ Co.. Ine., dated 2/20/40.) [Not printed.] 

HM. Jr: News to me. You want these included ? 

Mr. Purvis: I believe the legality of this is being considered by your 
people in the case of tin. If it is considered a possible thing from 
the Anti-Trust laws, which I understand is all they are worried about, 
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and I gather this is something the State Department has been doing 
on tin—I don’t know whether you saw the articles in the paper about 
adding certain things there, but the advantage to us would simply 
be this: that whereas there would be no great legal background neces- 
sary for the situation, nevertheless the fact that they were on the stra- 
tegic list, item 1, item 2, that in the contract there was an agreement 
not to re-export, might be very valuable in giving some background 
and it looks as though it might be possible under that set-up. 

HM, Jr: I don’t know but I will be very glad to look into it. 

Mr. Purvis: Thank you very much. 

The moral embargo, as I understand it—I get a little mixed when 
I read the press reports and I take it the press is mixed—the moral 
embargo was covered by a specific document of which I think I have 
a copy. I think that's the document I have which covered airplanes, 
airplane parts, molybdenum, aluminum. 

HM, Jr: There are other things. I forget what they are. 

Mr. Purvis: Now, then, in the papers the other day I saw that 
pewter and babbitt metal had been added to the present embargo. I 
think it was strategic 

HM, Jr: Those things come out every once in a while. I don’t 
know whether it’s the War Department or not. (To Mr. Young) 
Ask Joe Green what articles does the State Department include in 
his moral embargo. In other words, what articles on the moral em- 
bargo do they forbid or stop export. Now, what other classification 
isthere? Is there any other classification under which things are not 
permitted to be re-exported ? 

Mr. Young: Yes, sir. 

HM, Jr: Do you (Young) know Joe Green? 

Mr. Young: I will know him. s 

Mr. Purvis: They refer something to the Army and Navy Muni- 
tions Committee. 4 

HM, Jr: Let me get it straight. I saw the same thing. Let's 
find out. 

Mr. Purvis: Splendid! As I understand it we have three things; 
No. 1 is the kind of contro] which comes from the moral embargo; 
No. 2, what is covered by strategic materials, and No. 3, where the 
Army and Navy Munitions comes in in that it has issued two circulars 
which I have not got, one of October 19th and the other January 11th, 
in which it has made statements in regard to that. I don’t know 
what they are, but they might be helpful. 

HM, Jr: I would like to educate myself. I don’t know. 

Mr. Purvis: Then there is the question of tungsten. 

I have a cable on tungsten and 1 think the best thing for me to do 
is give the particulars to Mr. Young showing the world output on 
the last estimate, 1936. In 1936 there were 38,800 tons, of which 
they reckoned there is already covered 8,000 tons for France and 
England each, and a normal requirement of yourself for 6,000 tons 
for ordinary purposes which makes 22,000 tons, so there remain 
16,800 metric tons of tungsten which are a danger point, from our 
view. There is slightly more to the Chinese production and it really 
comes down, the tungsten issue, this whole question of can or cannot 
we tale care of China. What they would like to do over there 

HM, Jr: Where? 
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Mr. Purvis: England. The Allies might take another 5,000 tons. 
China is insistent on selling-—— 

HM, Jr: 5,000 to Russia. 

Mr. Purvis: —— 5,000 to Russia to get armaments and that would 
leave us with still another 5,000 tons and I really wanted to ask 
specifically whether there would be any possibility in this rather 
acute year of getting that quantity taken extra as a war reserve or 
taking it as security against the $20,000,000. 

, Jr: Here’s the trouble. I asked, fully a month or two months 
ago, your people kept shooting at me all the time that we had people 
in Hong Kong who were buying this stuff and shipping it here and 
I kept telling them the only brokers who were doing the business were 
either English brokers or English controlled brokers. 

Mr. Purvis: Yes. 4 

HM, Jr: And I have never had an answer on it. 

Mr. Purvis: That is the old stock and that, as I understand it, is 
definitely purchased by the French. 

HM, Jr: I have never had an answer. 

Mr. Purvis: As to whether it has been purchased ? 

HM, Jr: I think we are talking about two separate things. Rist 
in his cable, or Ashton-Gwatkin, kept saying all the time that there 
is a leakage through Hong Kong by Americans who buy in Hong 
Kong. Got several cables on it and I looked into it and the word 
came back no, those are English concerns. And I have never had an 
answer. 

Mr. Purvis: Yes. 

HM, Jr: Then there is this other large quantity of tungsten which 
is in Indo-China and I have never been told what you people are 
going to do with that. 

Mr. Purvis: Definitely the French are buying it. You see 

HM, Jr: If that’s so, it’s the first time I have been told. 

Mr. Purvis: The French will buy it. Whether the negotiation is 
actually completed today I suppose I can't quite say, but we are re- 
garding that as removed; that is our responsibility, you might say, 
to take that off the market. 

HM, Jr: K. P. Chen is coming in here tomorrow. He's leaving to 
go back to China and he wants to know what I want him to tell them. 

Mr. Purvis: Yes. 

HM, Jr: Now, if I am correct, those figures just don’t sound right 
that they have 15,000 tons production in free China. 

Mr. Purvis: The total Chinese production according to the best 
knowledge, is 14,000 or slightly over. 

HM, Jr: If that’s right and what you say—let’s say for the next 
twelve months the Allies—of the 15,000 you take 5,000. They want 
5,000 to zo to Russia. 

Mr. Purvis: They don’t see any way out. 

HM, Jr: And want to know if we can take the other 5,000. 

Mr. Purvis: That’s what it really comes to. We honestly believe 
that is the keynote to, substitute for molybdenum and nickel. 

HM, Jr: I agree with you, but it has been at least two months—— 

Mr. Purvis: in regard to that old stock? 

HM, Jr: The whole question. i 

Mr. Purvis: And the particular point you want to know why the 
British and French 
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HM, Jr: I don’t care about Hong Kong dealers. It does not bother 
me. It bothers your people because I am satisfied they are English 
and not American houses, but the only thing you are asking me today 
is whether we could work out a deal whereby we take care of 5,000 tons 
of tungsten. 

Mr. Purvis: As a special stock. 

HM, Jr: Am I at liberty to tell K. P. Chen that the English are in 
the market for 5,000 tons of newly mined tungsten ? 

Mr. Purvis: I think I ought to verify that for you. I mean, after 
all, I am not—I know they are prepared to take it because I have a 
cable here that’s their concrete suggestion, but as to whether they are 
actually negotiating for it or waiting to see if it can be done as a com- 
bined job, I am not sure. 

HM, Jr: Am l at liberty to say 

Mr. Purvis: of the 1940 production of China, we would expect 
to take 5,000. We understand they are shipping 5,000 to Russia. 
And there is another, or nearly, 5,000. That is what we would like 
to see removed from the market. If that can be done, we don’t see 
how there can be a leakage. 

HM, Jr: May I check my memory? 

(At this point, HM, Jr phoned Dr. White and said to him: “Harry, 
are you familiar with what I have told Chen about tungsten at various 
times? Did you sit in on that? In connection with England and 
ourselves. Come in and refresh my memory. Mr. Purvis is here.) 

Mr. Purvis: May I read a telegram here which gives me the last 
thing. (See attached memorandum headed “WOLFRAM”.) [Not 
printed. ] 

Mr. Purvis: What it really camed own to, I sat down with Rist and 
Ashton-Gwatkin and went over the world figures. It really came— 
if that 14,000 tons can be disposed of in 1940 by our taking 5,000 and 
if 5,000 have to go to Russia, that’s 10,000, and it’s really 5-5-5 ap- 
proximately, a little less here or there, but if 5,000 could be put in 
reserve over and above peacetime requirements which we estimated 
at 6, ours being 8 for England and 8 for France, then there would not 
be any tungsten available for them to obtain except surreptitiously 
with all the difficulty which might go into obtaining odd lots here 
and there. 

(At this point, Dr. White came.) 

HM, Jr: (To Dr. White) Refresh my memory, Harry, as you re- 
member and what I said to Chen. 

Dr. White: As I remember it, you told Chen that there might be 
some possibility, that you might be able to take some of that tungsten 
off their hands, At that time you considered it possibly as collateral 
along with tin, or possibily independently. Both suggestions were 
made. That he told you at the time that there was half, approximately, 
5,000 was allocated to Russia according to some deal they had made 
previously. 

HM. Jr: What did he say their production was? i 

Dr. White: I thought it was 10,000. He went into some detail at 
that time with us showing where the ore was. His interest at that time 
was as collateral for the possible loan along with tin. Subseqently 
you raised the question with Mr. Purvis of a different character. 

HM, Jv: What was that? 
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Dr. White: Namely, that whether between England and the United 
States it might not be able to purchase all the tungsten there, al- 
lowing for the possibility that you might not be able to get the Rus- 
sian, but at least it was worth examining to see if you could. 

HM, Jr: Then what happened? 

Dr. White: Then, as I understand it, Mr. Purvis was going to take 
it up with his Government. 

Mr. Purvis: This is with reference to stocks that were there ? 

Dr. White: It’s both. 

HM. Jr: How long ago was this? 

Dr. White: My judgment was four months ago. 

Mr. Purvis: Then I filed a cable with you saying they had had dif- 
ficulty with purchases, with the Chinese, and that the French hoped to 
buy. They still have not quite concluded that purchase, but this is 
merely old stocks that the French are determined to buy. 

TIM, Jr: That's the old matter. 

Mr. Purvis: That’s up to us to take care of. 

HM, Jr: It’s months since we have really talked this. 

Mr. Purvis: And everything we have seen that comes in, the key 
to the tungsten situation is joint purchase. 

HM, Jr: Supposing I put it a little different. Supposing I put it to 
Mr. Chen tomorrow. 

Mr. Purvis: May I, in my ignorance, ask who Mr. Chen is? 

HM, Jr: K. P. Chen is the head of the Universal Trading Company 
and he’s the Chinese gentleman, “gentleman” underscored, in whom 
I have great confidence and it’s entirely on his personal word that I 
recommended the first and second loan and he’s now returning to 
China. He's a grand fellow. He's everything that a story-book 
Chinese businessman should be and most of them ain't! 

Mr. Purvis: But when you meet them they are a rather nttractive 
class of fellow. 

HM, Jr: This is a grand fellow. 10:30 tomorrow morning. You 
both come in. 

Dr. White: Ishall go over the material 

HM, Jr: You run over it so you have it in your mind, because I 
won’t be able to read anything tonight. This is what I will say to 
Chen: that the French and English Governments, separately, would 
a to know on the newly mined tungsten how much they have for 
sale. 

Mr. Purvis: That would bea very good question. 

HM, Jr: Instead of saying you understand they have 15,000 tons. 

Mr. Purvis: That would be much better and then we can see what 
the problem is. 

HM, Jr: “Because I believe, other than what they pledged to Rus- 
sia, that there is a chance of the English and French and ourselves 
working out a deal.” 

Mr. Purvis: I think that would be excellent and I think it is some- 
thing that will be tremendously appreciated if by any chance you 
ean bring it about. A 

HM, Jr: I don’t want to be too definite, but my impression is I 
have just been sitting here waiting to hear. 

Dr, White: Tomy knowledge we never got a response. 
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HM, Jr: That's what I thought, but so many things happen I did 
not want to be too positive. 

Dr. White: It was a definite proposition that was put up to you 
to communicate with the British Government and you said you would 
at once. 

Mr. Purvis: I perhaps am, unconsciously have been responsible for 
difference if I have mixed up the stock at Haiphong which the French 
were buying and the 1940 production. 

HM, Jr: We did not worry about that. I will put that up to Chen 
tomorrow on that basis if that is all right. 

Mr. Purvis: Excellent. Yes. Thank you very much. I think that 
will be very good. 

HM, Jr: Anything else on strategic things? 

Mr. Purvis: I thought one thing you might be interested in— 
nickel—history up to date. You know the last time I talked about it 
I was going to Ottawa with Rist and Ashton-Gwatkin. We had, 
with Skelton and Norman Robinson, an extremely interesting talk. 
They were, that very week, being subjected to tremendous pressure 
from Japan which, as you know, has been sporadically going on and 
easing up now for several months. 

They had been told by the Japanese Minister that they must get 
this year 14,000 tons, which is even more than they bought in 1939, 
which, you remember, was a very much larger quantity than they 
bought before, and the Canadian Government quite obviously, Mr. 
Secretary, think in regard to this matter along lines very similar 
to those in which you think of the situation down here just as I might 
have expected, because in Canada our public opinion attributes im- 
portance to nickel as a war thing. The net outcome was once again 
the Canadian Government, appealed to, said, “All right. We will 
hold our horses, but we want you to realize that this is a difficult 
trench to hold,” but they wanted to get our permission to let 400 tons 
go that week. So not only have we succeeded now in putting 835 
tons over three months instead of two months, but we now have still 
got it in hand and not another ton has been let out. How long the 
trench can be held, I don’t know, but bearing in mind the heavy pur- 
chases made by Japan in 1939, the bridge 1s still held. 

I don’t think there is much more that I need to say at the moment,— 
I am sure the pressure sometime will be impossible to meet—except 
this: that I would like to say I have cleared up the point Dr. White 
brought up. France is taking the same attitude on the New Cale- 
donia. Nothing is going out. For the time the situation is held like 
that (making gesture of a clenched fist), though the pressure is very, 
very great and Japan is beginning to take that attitude about it, trying 
to be peculiarly difficult about it. 

Dr. White: Does that apply to the mines in Caledonia owned by the 
Japanese ? 

Mr. Purvis: I take it they can control everything. 

Dr. White: If they control exports .... 

Mr. Purvis: That’s what I understand they are doing. But my 
understanding is I can say to you now that the supply of nickel from 
New Caledonia irrespective is held off from Japan. 

HM, Jr: Does that clear your docket ? 
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Mr. Purvis: Industrial diamonds. I want to hand you a rather dis- 
quieting cable and I will leave it with you, because I have already made 
a suggestion in regard to it. It has quite a definite interest. 

I think that's all I will worry you about. 

HM, Jr: Good! 1 think by tomorrow we will be able to clear up 
Consolidated Boat. I think by tomorrow. 

Mr. Purvis: Thank you very much. And then could we perhaps 
have another hack at this? 

HM, Jr: Sure! Will you call up Monday ? 


(Book 255, pp. 187-194) 
(From Purvis April 18,1940. HM, Jr.) 
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Ministry or Economic WARFARE, 
INTELLIGENCE BRANCH. 
Declassified. 
1.613/1, dated 5.2.40. 
GERMANY 


TRAFFIC VIA THE TRANS-SIBERIAN RAILWAY 


Although complete statistical data are not available, the growth of 
traffic in both directions on German account through Vladivostock is 
now shown from Censorship material and other information to be in- 
creasing in importance. It has, therefore, been thought desirable to 
circulate the attached summary of the information on the matter at 


present at our disposal. 
(Sgd.) D. MorroN. 


Copiesto: 
Ministry of Economic Warfare. 
Foreign Office (Mr. Cavendish-Bentinck) 
Foreign Office (Mr. Leeper) 
Admiralty (D.N.I.) 
War Office TMT) 
Air Ministry (D.A.I.) 
D-G. of Censorship. 
Ministry of Supply (Mr. Whitham) 
The Procurator General 
Secretary, Joint Intelligence Sub-Committee, Chiefs of Staff. 
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Ministry or Economic WARFARE, 
INTELLIGENCE BRANCH, 
Declassified. _ 
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GERMANY 
ContTraBanp Trarric Via Tue Trans-Siperian RAILWAY 


1. Normal seaborne trade passing in and out of Siberia through 
Vladivostock consists almost entirely of imports for consumption in 
Siberia. Though growing, industrial activity in the Far East is not 
at present large. Two-thirds of the imports by weight consist of the 
produce of European Russia shipped to Vladivostock from Black Sea 

orts, as being the cheapest, quickest and most certain route. The 
Soviet authorities have even found it more economic to import pe- 
troleum from America into Vladivostock than to ship it there from 
Batum. It it not known how the war has influenced this Russian 
“transit” trade, but its influence has probably been sufficiently marked 
to make any simple statistical comparison of war and pre-war data 
difficult to interpret. 

It is, however, worth noting that all shipments of machine tools 
and copper from the U.S.A. have since the war been made to Vladi- 
vostock, and that recently the Russians have been in such a hurry to 
get copper out of America that they ship it to Manzanillo, a Mexican 
Port, to await transhipment to Vladivostock. 

2. Starting from the end of October, 1939, considerable imports of 
a number of industrial raw materials into Vladivostock and Dairen 
for transportation further West by the Siberian route have taken 
place. In certain cases these are so large, relative to the normal im- 
ports of the whole of the U.S.S.R., as to arouse an immediate suspic- 
ion regarding their ultimate destination. The following figures of 
imports between September, 1939, and January 1940, inclusive, which 
are in fact imports between the beginning of October, 1939, and mid- 
January, 1940, since there were practically no abnormal imports dur- 
ing the first month of the war, cast no little doubt on such an explana- 
tion. (Shipments under the U.K./U.S.S.R. Barter Agreement have 
been included, although they were not all necessarily made through 
Far Eastern Ports). 


Average im- 
From D.E.I. ports (5 
From U.K. and Philippine Total (5 months) into 
Commodity barter From U.S.A. | Is.. Inc. trans- months) the whole of 
shipment from the U.S.S.R. 
Kobe based on 
1937/38 trade 
s Tons Tons Tons Tons 
Copper and brass ! 42, 000 Nil 42,000 30,000 
Rubber 13, 000 2 10, 200 32, 100 12, 500 
DN yee cerscocd loserecocorss non lboaneccacoao sees 1, 200 1, 200 (3) 
Tings coe 2,000 3, 000 5, 600 5,000 
Tend 22 de. @ OOO A A 7,000 16, 500 
Pounds Pounds Pounds 
Molybdenum 9700070007 eae foe ecw nnn 9, 000, 000 2, 500, 000 


1 This copper is known to have left U.S.A. for transshipment to Russia via several indirect routes. It 
has not all yet reached its destination. 


3 Not known. 

4 The U.S.5.R. are reported to bo importing tin from the Province of Yunnan in China. The Yunnan 
production is at the rate of 1,000 tons ortin per month and their stocks according to a report recelved, amount 
to 3/4,0 ons. 


3. Prima facie grounds for suspicion are, moreover, confirmed by 
evidence now obtained from the Censorship that certain German de- 
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ficiency commodities are being forwarded to Germany via the Trans- 
Siberian railway. These goods include rubber, cotton, tin, tea and 
soya bean oil. The Japanese shipments via Kobe to Dairen are most 
suspicious of all. 

4. There is no lack of evidence that Germany has now formed an 
extensive organisation in the Far East which embraces a number of 
Japanese firms as well as branches of German concerns for furthering 
this trade. The well-known Japanese firms of Mitsui and Mitsubishi 
are lending their aid. In addition the following German agencies 
have been noticed as participating in the traffic: 


Niggemann € Company. Melchers & Company. 

Jebson & Company. Reuten Brockelmann. 
Diederickson & Company. Hausmann & Wessendorf. 
Schneider & Company. Jann & Company. 

Brasch & Rothenstein. Schnabel, Gaumer & Company. 
Carlowitz & Company. Schenkers & Company. 

Kimoll & Albers, Mukden. Winckler & Company. 


Scherings Limited. 


5. The extent of Japanese cooperation may be considerable. Re- 
ports from H.M. Ambassador in Tokyo state that exports of rubber 
and tin from Kobe to Vladivostock in November were at least 2,745 
tons and 1,500 tons respectively. A further 720 tons of rubber which 
arrived in Kobe in December, has been bought by the German Consul 
for despatch to Germany via Siberia. Apart from this, the following 
figures of exports of rubber during recent months from the Dutch 
East Indies to Japan, Vladivostock and Dairen gives some idea of the 
extent of the trade, if it be borne in mind that the average Japanese 
requirements of rubber are not more than 1,000 tons per month, while 
those of Dairen and Manchukuo are practically nothing: 


[Tons] 
October | November | December Total 
NOA DAD A cc 5, 350 1,133 2,556 9, 039 
AA A cn econ cdanerwcncsesnnnn an 1,100 803 327 2, 230 
ID SERN ooreen SG BE REECE ECE A ) 3,160 1,316 4,476 
TN PAE lili EA 15,745 


1 Not known. 


6. The trade from America, the Philippines, Dutch East Indies and 
Japan to Vladivostock, which is either suspect or of which there is 
evidence that it is in German interests, is not confined to the com- 
modities mentioned above. 


Cotton 

Information from the Censorship shows that the firm of Nigger- 
mann $ Co., which is also very prominent in shipments of rubber to 
Vladivostock for Germany, intend to send small shipments of either 
American or Chinese cotton to Germany via the Trans-Siberian 
railway. 


Cobalt 


The Japanese are enquiring for 1,200 tons of cobalt (metal content) 
for immediate delivery, as against imports of about 600 tons in 1937 
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and 800 tons in 1938. There is known to be a shortage of cobalt in 
Germany and this metal is essential to Germany for use as a catalyst 
in the Fischer-Tropsch process for the manufacture of synthetic petro- 
aun und in Widia, a substance used for cutting armour plate and 
nard steels. 


Whale oil 


Japan is considering the sale of 30,000 to 40,000 tons of whale oil 
to Germany. 


Wool 


A small shipment of wool from the Argentine is to be shipped to 
Germany by the Trans-Siberian Railway, though H. M. Ambassador 
in Buenos Aires does not believe that German buyers will be able to 
obtain large amounts in that country. 


Copra 
A shipment of 5,000 tons of copra has been made from Manila to 


Vladivostock, nominally for Russian account, and further purchases 
have been reported. 


Petroleum 


There are regular shipments of mineral oil to Vladivostock from the 
U.S.A. This, however, is a normal procedure. It is, nevertheless, un- 
desirable since it tends to increase potential deliveries of mineral oil 
to Germany from Soviet sources. 

7. The present Vladivostock trade on German account is not con- 
fined to imports. Information from the Censorship shows that mer- 
chants in Germany or their agents in the Far East are active in ar- 
ranging for the distribution of suitable German exports reaching the 
Far East via the Trans-Siberian Railway. It is not possible at pres- 
ent to give any idea of the extent of the German exports actually so 
forwarded. The Japanese are known to pay for German goods 
shipped by this route when they leave Königsberg. nay i 

8. It may be objected that the capacity of the Trans-Siberian Rail- 
way is limited and traffic in goods by this route must prove very ex- 
pensive. This is true, and has led to the Germans abandoning hope 
of importing large bulk cargoes, such as soya beans, by this route. 
It is, however, worth their while to use it for materials of particular 
value to Germany in her present circumstances, or which are so highly 
prized that the cost of transport is irrevelant. Although the freight 
may amount to £20 per ton, this would not represent more than an 
addition of about 15% on the cost of rubber and less than 10% on 
the cost of tin. The Germans have recently undertaken to convert 
riper wagons to the Russian gauge for use on the Trans-Siberian 

ailway. 

9. eae of the Trans-Siberian Railway shows that its excess 
capacity available for through traffic is meagre. Calculations seem 
to show, however, that about 15,000 tons of goods per week might be 
sent by this route. Information from a most. secret and sure source 
estimates the actual potential capacity of the South Manchurian Rail- 
way available for traffic to Germany at 1,000 tons per day. There 
should thus be no great difficulty in carrying quantities of copper, 
rubber, lead, tin, molybdenum, etc. of vital importance to Germany. 


4S-378— 65—vol. 1-9 
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10. Again it has been suggested that, by arrangement with the Ger- 
man Government, the Soviets are in some cases importing material 
into Vladivostock on their own account and are incidentally releasing 
to Germany corresponding quantities of the same material from stocks 
already available in European Russia. There is, however, at present 
no evidence of this. 


T. H. B. 
(Book 255, pp. 309-323) 
Re CHINESE Loan 
APRIL 19, 1940. 
10:30 a.m. 
Present: 
Mr. Chen 

Mr. Cotton 
Mr. Young 
Mr. White 
Mrs. Klotz 


Chen: Mr. Secretary, before I shake hands with you I want to ex- 
press my appreciation on behalf of this mission which 1 represent for 
your efiort, cooperation and assistance and I want to assure you also 
that this contract I make here for two loans, I feel it my personal 
obligation to you to carry out its terms. 

H.M. Jr.: That is right. 

Chen: That is right. 

H.M. Jr.: I am lending you 40 million dollars, K. P. Chen. I never 
would doit. 

Chen: And I want to say to you that it has always been near my 
heart. I have never had a chance to say it, but I must say it to make 
me feel easy, that when I go back home I will feel it my personal obli- 
gation to make every effort to carry on. It is my peacetime duty back 
home to travel on the highways where there have been no modern 
means of transportation. I will spend some time on the Indo-China 
pal and will always keep you posted on the construction of new 
roads. 

H.M. Jr.: What you ought to do is have somebody with you with 
a little movie camera and take pictures and send me a copy. 

Chen: Yes. Ihave bought one already. 

H.M. Jr.: Do you know how to use it ? 

Chen: Iam not an expert. 

H.M. Jr.: Well, you take somebody who knows how to use it. And 
you could use color. Even if it is black and white—but if you do, then 
you could send it back to me, you see. 

Chen: Black and white is not so good. 

H.M. Jr: The color is much nicer. 

Chen: I have a few papers with me today. I want to make just a 
brief report. 

H.M. Jr: I have got all the time you need. I forget, do you smoke? 

Chen: Yes. r 

H.M. Jr: I know you drink, but I can’t remember whether you 
smoke. 
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Chen: Not much. 

H.M. Jr: You see, not everybody has to drink as much to get: the 
same results. You and I just have to take a little. 

Chen: This is the first report, just some figures about wood oil, the 
number of tons shipped during 1939 and 1940, that is ending March, 
28, 646 tons. Sold in New York, 12,933 tons. 

H.M. Jr: Where is the rest? 

Chen: Right here. The proceeds of the sale is $5,532,000. Paid 
back to the Export-Import Bank, $2,892,000. The wood oil on hand 
is 10,900 tons. The number of tons on the way is 4,607. This is 
just very brief. 

H.M. Jr: All right, thank you. 

Chen: This is a report of the purchased equipment and materials 
with the $25,000,000 fund. It is practically finished, so I have the list 
here and I will give it to you. 

H.M. Jr: May I glance at this a minute? Incidentally, Phil, the 
English can learn—the Allied Purchasing Commission can learn some- 
thing from the kind of record I get from Mr. Chen. His records that 
he gives me are so much better than Mr. Purvis’, there is no compari- 
son. I mean, you might look up some of these. There is just no 
oat between what I get from him and what I get from your 

olks. 

Now, have you taken delivery or is this the orders? You haven't 
taken the delivery yet ? 

Chen: No, 20 million dollars. 

This is just a brief explanation of the distribution of purchases. 
Automotive equipment, $2,787,000, and the cost of transportation. 
We have learned a lesson and that is not to ship everything at one 
time, so we will try to ship so much every month and make an eight 
months estimate. 

H.M. Jr: I see. Now, this is the orders yet to be placed ? 

Chen: Yes. 

H.M. Jr: 20 million dollars? 

Chen: Yes. We hope to get more. 

H.M. Jr: Well, you will have to come back to get more. 

Chen: I will be very glad to come back. 

Cotton: That is the kind of thing I should think you would be in- 
terested in on this Export-Import Bank reporting job. 

H.M. Jr: And that is what I want from you and you gentlemen can 
look at this. 

Cotton: Yes, I was going to—when you get around to discuss that 
little report already made, that is my idea, that that would be the kind 
of thing you would want from the other major applicants. Of course, 
this is the most important one. 

H.M. Jr: Now, for this second loan, what are you going to bring 
out? 

Chen: Tin, for seven years. The first year’s shipment, that is for 
1940. is 3,000 tons. 

H.M. Jr: Is that what you can produce? 

Chen: They can produce more, but they are trying to make ship- 
ments to France to reduce— 

H.M. Jr: 3,000 tons of tin is what you propose. You have written 
it out. 
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Chen: No, I do not have it here. It is 40,000 tons, but the first year 
it is 3,000 tons and the second year is 4,000 tons. The third year 
5,000 tons. 

H.M. Jr: And how much tin do you think you would have for sale 
altogether ? 

Chen: The yearly production is 10,000 tons. 

H.M. Jr: What are you going to do with the other 7,000 tons? 

Chen: Keep that on hand in case of emergency. 

H.M. Jr: Is any of that pledged? 

Chen: No, as far as I know, no deal has been concluded. 

H.M. Jr: Mr. Purvis was in here yesterday afternoon and after 
four months’ delay they now come to see me very much excited again 
about tungsten. He talked to me about it four months ago. You re- 

member you and I talked about it. It is about four months, isn’t it? 

White: About that. 

H.M. Jr: Now, he represents the English and the French Purchas- 
ing Commission and he authorized me to ask you to ask your Govern- 
ment how much newly mined tungsten—it has nothing to do with the 
tungsten in Indo-China, but the tungsten to be mined this year, do 
you think your Government would like to sell it? 

Chen: Yes, sir. 

H.M. Jr: Now, they know, at least they have been informed, that 
you deliver to Russia 400 tons a month and they realize that you have 
to do that in order to get the supply, which is roughly 5,000 tons. 
Now, they were under the impression that you could mine another 
10,000 tons. 

Chen: Increase the production ? 

H.M. Jr: Well, that they are not interested in. They are just in- 
terested in—I told them I thought your total production was 10,000. 

Chen: Yes. 

H.M. Jr: That is right? 

Chen: That is right. 

H.M. Jr: Then that would leave that you have 5,000 tons for sale, 
is that right? 

Chen: I don’t know what is the real condition there, whether they 
have made any arrangement to sell already or not. 

H.M. Jr: 1 would like you, as one of the first things—I think you 
ought to get a cable off. How much tungsten has the Chinese Govern- 
ment for sale and above what they are selling to Russia. 

Chen: Yes. 

H.M. Jr.: And the English and the French and possibly the United 
States would like to buy up whatever you have. 

Chen: Yes. 

H.M. Jr: And the thought that I had in mind would be to modify 
this tin contract and not take all of this tin but take some tin and 
some tungsten. 

Chen: How about a separate contract, because this negotiation has 
been going on for a long time, and let this stand as it is, so if there is 
any other business we can do on tungsten, we may make a separate 
arrangement. ‘ i 

H.M. Jr: Let’s leave it this way. I waited for four months. Now 
they have come in yesterday and they quite frankly don’t want—would 
liko to buy up whatever tungsten your Government has to sell over 
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and above what you deliver to Russia, and they would like for us to 
take some of it. 

Chen: Yes. 

H.M. Jr: Now, if you could get a cable off. 

Chen: I will get the information first. 

H.M. Jr: But in cabling, if you don’t mind, be sure and protect 
me, because I don’t want to be set up as a buying agent for the English 
and French and 1 think what you ought to do—when will you be in 
New York? 7 

Chen : I am expecting to go on Sunday. 

H.M. Jr: You will bein New York Monday? 

Chen: I will be in New York Monday. 

H.M. Jr: Phil, call up Ballantyne and find out what time Mr. 
Purvis and Mr. Chen can get together in New York on Monday and 
let Mr. Purvis state his own proposal to you. 

Chen: Yes. 

H.M. Jr: Because I don’t want to be in the position that I am acting 
as agent for them. But you (Young) fix it up that Purvis and Mr. 
Chen get together on Monday, will you, and let him state his proposal 
to Mr. Chen direct in New York. You can do that through Ballantyne. 
You can call Ballantyne and say Mr. Chen is here and fix it up. Will 
that be agreeable? 

Chen: Fine. Asa matter of fact, our Government will be very glad 
to sell on a cash basis, because they can use this cash for other 
purposes. 

H.M. Jr: Iam not going to tell you how to doit, but all I am telling 
you is, the English want it very badly, see. Is that enough? 

Chen: I am afraid they have made some arrangements on this 
already. I have no information but I feel that way. 

H.M. Jr: Anyway, here is Mr. Purvis who represents the English 
and the French and they want to buy whatever you don’t sell to Russia, 
see. Now, need I say more? 

Chen: That is all. 

H.M. Jr: And we will arrange for you to see Mr. Purvis. 

Chen: Then I will go ahead with this contract, because I expect to 
send it today or tomorrow. 

H.M. Jr: I think that is enough, isn’t it? 

Cotton: Yes, I don’t see— 

H.M. Jr: It is ready to be signed ? 

Chen: Yes, today. 

H.M. Jr: I would sign it. ] 

Chen: Provided the Export-Import Bank has the deposit. 

Cotton: It has already been done. the 

H.M. Jr: Then you are in a much stronger position then, as you 
say, if they want tungsten, this is a new deal. Now, the other thing 
which they have never cleaned up to my satisfaction, they keep talking 
about American agencies in Hong Kong who deal in tungsten. You 
know I talked to you about that. We have no American agencies. _ 

Chen: The French Government, the representative in China, said 
if we make this tungsten go to America, the American people will buy 
it and probably will re-ship it to Russia or Germany, over which they 
have no control. They wanted that stock. 

H.M. Jr: Who does? 
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Chen: The French. I proposed four months ago to ship at least 
1,000 tons to America to sell. 

H.M. Jr: Tungsten? 

Chen: Tungsten. I said ship it over to sell. The French rep- 
resentative said, “Well, since this tungsten isin our hands already and 
we want 5,000 tons of it—” So the negotiation stops there. I don’t 
know what further profits they will make. ' 

H.M. Jr: Why don’t you (Young) when he meets Purvis, say he 
would like to meet Bloch-Laine, who represents the French Govern- 
ment and you could ask him about both. 

White: Isn’t there some smuggling of tungsten out of Hong Kong? 

Chen: Yes, in the beach area near Hong Kong, opposite Hong 
Kong, one that is being occupied by the Japanese, there is a good deal 

of smuggling, but I don’t know how to control that. 

White: It is under British control. 

Chen: Yes. It is beach territory. i 

H.M. Jr: But get word to me. I would like to follow this tungsten 
thing and get word to me as you learn anything, will you? | ! 

Chen: Yes, I will. I will send you the result of this interview with 
these two gentlemen and then also I will send a wire back that you 
have got a request to make and I will send a copy of my cablegrams 
and the reply from China, and since I am going back very soon—it is 
not so urgent, since I have waited for four months already, but this is 
a part of my work also. I will make a personal effort to find out 
everything. 

H.M. Jr: Yes. Of course, what they do is, they get all excited and 
they want the thing today. Then they wait four months and come 
back and they are all excited again, but this gives you a chance to see 
them and possibly you can make a cash deal, because I know that you 
need cash badly, I know that. 

Chen: Yes, we want airplanes and artillery pieces so we can pre- 
pare for our next offensive. It depends on the national situation, 
which is quite good in our favor but would interfere with starting 
initiative. 

H.M. Jr: You heard what the President said. 

Chen: Yes. We want 300 artillery pieces. This would cost about 
60 million dollars. We also want some airplanes. 

White: France has quite an adequate stock of those in Indo-China. 

Maybe 1f they want tungsten badly enough you might make a deal 
with them. 

Chen: Maybe. I understand that this Government, the American 
Government, also has some old guns. 

H.M. Jr: French seventy-fives. 

Chen: And I hope sometime that if it is convenient—because it is 
hard to be in this position to ask you to give me credit to finance a war. 
The movement today is to stay out of war. This is not an official 
request. 

H.M. Jr: You have been in this country too long—you are getting 
to be too—you have learned the American tricks. 

Chen: And I have 

H.M. Jr: I want to come to China to learn some of your culture, 


too. 
Chen: There is no culture there. You would come to help us. 
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H.M. Jr: I want to learn some of your culture and some of your 
philosophy. 

Chen: You have plenty. 

H.M. Jr: I could use some more. 

Chen: The financial rehabilitation is a big problem for China. 

H.M. Jr: 1 know. Well, it has been a great pleasure to have you 
and you know the confidence 1 have in you and China would never 
have gotten this money if you hadn’t have come, never, and you can 
tell that to them, that they never would have gotten a penny if it 
hadn’t been for you. If they want any more, you have got to come back. 

Chen: I am subject to your call. 

H.M. Jr: You heard what the President said. 

Chen: Any time. I feel I would like to come back next year, 
because I will arrive in Chungking about the middle part of July. 
ILAT Jr: How long is it going to take you to start that chicken 

arm? 

Chen: I don’t know. 

H.M. Jr: With a lake. 

_Chen: On the border of a lake with a snow-capped hill. I am get- 
ting discouraged with chickens and not industry. I may go in the cow 
business. 

H.M. Jr: I think it would be better. Chickens get so many diseases. 

White: As long as you don’t go in the apple business. We can’t 
stand competition. 

Chen: Cherry? The cherry business, cherry trees, 

H.M. Jr: I imagine the supply of cows’ milk must be very difficult 
now, isn't it? 

Chen: Yes, it is. 

H.M. Jr: Very difficult. 

Chen: Yes. I have another cable and I see that the Department 
has about four million ounces of silver and I hope America will not 
change the policy of silver. They want, if possible, assurance from 
you that you will buy these four million ounces, They will be here 
about the middle part of June. 

H.M. Jr: Why don’t you do what we did once before? Didn’t 
we make arrangements with you, once you put it on shipboard. 
Chen: Yes, but with changing policies—— l 

H.M. Jr: But if you could get it on an American flagship, once 
it is on the ship I will buy it on shipboard. 

Chen: Thank you. 

H.M. Jr.: How is that? I will buy it on shipboard. 

Cotton: Where is the silver now? ; 

Chen: It is on the way from Chungking to Rangoon, but there is 
some legal arrangement that we made with the Burmese Government 
to release that. 

H.M. Jr: But just with one proviso, if this law should pass for- 
bidding me to buy it before you get it on shipboard, then I can't, 
but if you get it on shipboard before the law is changed, I will buy 
it and give you that price as of that day, but if the law should be 
passed before then, then I couldn’t do it, but if you get it on ship- 
board, I will buy it on shipboard. 

Chen: Yes. 

H.M. Jr: Al right. 
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Distribution of purchases in a period of 8 months from May to December 1940 


SUMMARY 
Average 
amount for 
Item Contract value| orders to be 
placed per 
month 
INIA ...-....---------------------------------- $2, 787, 000. 00 $348, 375. 00 
H. Gasolines & lubricants......- ----| 1,912,000. 00 239, 000. 00 
III. Ferrous « non-ferrous metals ----| 8, 700, 000. 00 1, 087, 500. 00 
IV. Electrical equipment.--.-- soñe 931, 000. 00 116, 375. 00 
V. Medical supplies. ...- mere 600, 000. 00 75, 000. 00 
VI. ‘Textile materlals..--- 1: 574, 000. 00 71, 750. 00 
VII. General machinery... eee) 360, 000. 00 45, 000. 00 
VIII. Railway equipment..-.- secs 666, 000. 00 83, 250, 00 
IX. Tin mining equipment eee 870, 000. 00 108. 750. 00 
X. Averngo freight & insurance (15 % of contract value) -.----.---..-- 2, 600, 000. 00 325, 000. 00 
Total_.__-_-.--- no nen nnn ne enn eon nnn ene ne nen n ee $20, 000, 000. 00 $2, 509. 000. 00 


UNIVERSAL TRADING CORPORATION 


Classification of purchased equipment and materials and their valuations 
($25 million fund) 


Classification Valuation in Total 
dollars 


I. Automotive Equipment: 


A. Trucks $5, 792, 950. 00 
B. Motorcycles... 87, 303. 00 
0. mopar Shops... 263, 350. 00 
10). REF pea o A 1, 335, 920. 00 
E. Mobile Machine Shops. 264, 097. 00 
F. Bodies 125, 584. 00 
$7, 919, 213. 00 
II. Petroleum Products: 
Gasoline, Lubricants, Fuel Oils and Kerosone...........-...--.].---..---.------ $4, 624, 000. 00 
IT. Electrical Equipment: 
A. Telophone Sets, Wires and Materials..-...oooonomcooncomon $1, 241, 597, 00 
B. Radio Transmitters, Receivers and Materials__......-.-.-.. 783, O11. 00 
===> $2, 024, 608. 00 
1V. Metals: 
A. Ferrous—Steel Bars, Tubes and Sheets, Die Steel and Tool 
ETE leere ee A E o A $1, 507, 581. 00 
B. Non-Ferrous—Copper Ingots and Sheets, Brass Rods and 
Bars, Aluminum Rods and Tin Plate..........--.-.-.--.- 2, 686, 060. 00 
| $4, 283, 641.00 
V. Textiles: 
¿do ADAN A, A A $425, 905. 00 
18), (A Iho o ee ee A 1, 175, 088. 00 
—__—_—_—_—_—_——-| $1, 600, 093, 00 


VI. Medical Supplles: 
Ch pemmiedis, Tablots, Drugs, Sundries, and Surgical Instru- 
OE ais Ea e EA E $1, 000, 760. 00 
VI. AA A 
A. Road Machincry—Tractors, Graders, Rollers, Crushers, 


Rock Drills, and Construction Materials.. -..------------ $781, 374. 00 
B. General Machine Shop Equipment—Various Machine 

Tools, Hand Tools, Gauges, ctc....----.--..--------..---- 181, 741. 00 
a $963, 115.00 
MA oee ts A EEC $22, 416, 330. 00 
AN A A A A 2, 583, 070.00 
A E $25, 000. 000. 00 

Woodoil Statement for 1939 and 1940 (End of March, 1940) 

I. Number of Tons Shipped-------~-------~---------------~— 28, 464. 76 
IJ. Number of Tons Sold... cnn noe nooo 12, 933. 05 
Li Of wales o=== ~~ A $5, 532, 593. 86 
IV. Amount Paid to Export-Import Bank_--------._--_-______ - $2, 892, 399. 82 
Y. Number of Tons on Hand at End of March 1940____________ 10, 924. 68 


VI. Number of Tons on Way—-----.-----------------~--.-...- 4, 607. 03 
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(Book 256, pp. 187-195) 


Grour MEETING 
APRIL 23, 1940. 
9:30 a.m. 


Mr. Bell 
Mr. Gaston 
Mr. Sullivan 
Mr. Harris 
Mr. Foley 
Mr. Haas 
Mr. Graves 
Mr. Thompson 
Mr. Young 
Mr. Dietrich 
Mr. Cotton 
Mr. Schwarz 
Mr. White 
Mrs. Klotz 

H M. Jr: Dan, I saw a note about the Danish and Norwegian de- 
fault on bonding issues. 

Bell: We passed money to special accounts to pay the coupons. 

H.M. Jr: Well, I just gave it to you for what it is worth. Under 
this system of buying which we started yesterday, about what the 
English and French are spending their money for, I have two clip- 
pings here. “Allies Buy Most of Their Ships in the United States” 
and “Eighteen U.S. Yachts Sold to Canada.” 

Basil, would you take it on yourself to find out what the English— 
any shipping that we sell, could you go back to the first of July or 
first of September? Which would be a good date? 

Harris: For what purpose? 

H.M. Jr: I want to know what countries we have sold ships to and 
for how much money. 

Harris: Yes. I have an idea that is in the morning Journal of 
Commerce. 

H.M Jr: Could we go back, say, to July first? 

Harris: Yes. Á 

H.M. Jr: Bring me up to date on a monthly basis. 

Harris: All right. 

H.M. Jr: And then from now on, once a month. 

Harris: Who you sold them toand what we got. r 

H.M. Jr: Any ships that we sold, who sold them—I mean, if you 
could bring it up to date to say the first of April and then from now 
on on a monthly basis and what they paid for it. 

Harris: I can get that very quickly. i 

H.M. Jr: Say from July first to April first, how many ships we 
have sold to what countries and how many dollars we got for them. 

Harris: Yes. 

H.M. Jr: And on a monthly basis. 

Harris: Of course, that won’t show change of flags. We are only 
talking of sales. 

H.M. Jr: I am only interested in dollar transactions. I am trying 
to get a picture of dollars, see. 
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Harris: Yes. 

H.M. Jr: I mean, none of these funny things like transfers to Bel- 
gium or anything like that with no money passing. 

Harris: I see. 

H.M. Jr: Who was it the other day—oh yes, Count van der Straten- 
Ponthoz said, “We have got eight Belgian ships and up to noon we 
haven’t lost one.” And they have made three trips. All right? 

Harris: Yes. i 4 f 

Thompson: If 1 could have half a minute with you on these things. 

H.M. Jr: Sure. . 

Dan? Have you paid the expenses of the Associated Press man 
in Denmark yet? 

Bell: No, we haven’t yet, why ? r 

H.M. Jr: They asked me at the press conference. The AP said 
they had gotten some money out of it. 

Dietrich: We passed an application day before yesterday for 2,500 
Danish kronins. 

H.M. Jr: AP? j 

Dietrich: Yes. They came running downstairs in much haste and 
New York phoned the application down and we took care of it in our 
usual fast way in about half an hour. 

H.M. Jr: What else? 

Bell: I have nothing. 

H.M. Jr: Harold? You have got an appointment for Thursday 
at 3:00 o’clockk. 

Craves: Yes. 

H.M. Jr: Harry? 

White: Something new has developed in the Trade Agreements. 
Committee that I think may interest you, because it may presage the 
beginning of a new type of trade agreement which they are trying to 
consummate. They want to examine the possibilities of special limited 
wartime trade agreements, first with Belgium and if they can work 
something of that nature out, they want to try it with the other coun- 
tries. So far it is merely in the experimental stage. There is that 
Chinese matter that we ought to have a few minutes on today, the 
Chinese stabilization loan. 

H.M. Jr: Where is Foley? When dol go on the Hill? 

Foley: 11:00 o'clock. Is that all right? 

H.M. Jr: Yes. Well, put Harry down for 3:00 this afternoon. 
Harry, when you come in tell me what you have been doing with my 
friend Slobolosky. Tell the Stenotypist how to spell it. 

White: It doesn’t ring the bell with me. 

H.M. Jr: The State Department, White Russia. 

White: Oh, Pasvolsky. 

H.M. Jr.: 3:00 0'clock. 

White: I have got so many “sky” friends I didn’t know which one 
you meant. 

H.M. Jr.: Basil? 

Harris: I have nothing. 

H.M. Jr.: George? You are going bullish in a big way, 1 see. 

Haas: Aftera fashion, yes. (Handing report to Secretary). 

H.M. Jr.: Yes, but you haven't given me the whole business. Oh, 
I see what this is. 
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Schwarz: I will bring up again this request for to t with 
the Cooperative Cums o> E Sd ad 


H.M. Jr.: All right, doit again next week. 

Schwarz: And here is the transcript of the talk yesterday. 

H.M. Jr.: Let Harry read this thing first and then he can give it to 
me. This is Coughlin’s talk on gold. 

White: I read the newspaper account. 

H.M. Jr.: But this is the actual talk. Bring it in at 3: 00, will you? 

White: Chick called it to my attention. 

¿H.M. Jr.: Now, will you get the talk I am going to give Thursday 
night over to Ned Bruce, please, this morning? 

Schwarz: What we sent last night, was that approved ? 

I.M. Jr.: I don’t know. 

Schwarz: That is all right. I have a copy of that which I will send 
to Bruce right away. 

H.M. Jr.: Right. What else? 

Schwarz: Thatisall. 

H.M. Jr.: Arthur Krock skips us today. 

Schwarz: He talks about journalism. 

H.M. Jr.: I mean the fact that we gave this to Krock and the Asso- 
ciated Press, et cetera, kind of leaves us out of the picture. 

Schwarz: Tt saved us. 

H.M. Jr.: Joe? 

I se see Thompson and then I want to see you (Young) after- 
wards. 

Dietrich: You may be interested in the number of applications we 
have received downstairs. In New York they have received, up until 
last night, 2,409. We have received down here 1,571 and we have 
passed 1,511, disapproved three and are holding downstairs, pend- 
mg, 57. 

H.M. Jr.: New York is behind. 

Dietrich: Well, they pass on the—about 1,460 and 2,409—out of 
2,409 is what New York has passed on themselves, under the authority 
they have from us. E 

Bell: A thousand dollars and under and in cases where we give them 
license to go ahead or authority to go ahead and pass them without 
sending them down here. 

THT.M. Jr.: Then they are current. 

Dietrich: Yes, sir. 

H.M. Jr: Now, I know the two you didn’t pass on were fellows that 
wanted so much money twice a month. Was the third one like that? 

Dietrich: I think that was the same sort, Mr. Secretary, because 
they want them over too long a period and we asked them to apply 
each time they want the money. 

H.M. Jr: Anything else? E 

Frank, this cable that comes in from Milan, who gets that? 

Dietrich : That comes inside. 

H.M. Jr: When does it come in? 

Dietrich : Probably in afternoon. 

H.M. Jr: Who does this job for me on the European stock market? 

White: Chevraux. We give him 

H.M. Jr: Itis a daily now. 
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White: Chevraux does it and I guess he gets some of the data from 
George’s office. 

Haas: Chevraux keeps them up and gets some of the data from us 
and some from Harry. 

H.M. Jr: Who is he? 

White: He is in George’s section. 

H.M. Jr: Then as soon as that Milan thing comes in, get it down 
immediately to George. It ought to come in in the morning. And 
then George, at night, send me up to the house, until further notice, 
a daily sheet on the Milan stock market, will you? 

Haas: Yes. 

H.M. Jr: I ought to get it each night as of the previous day. 

Huas: Before, we only had a weekly figure. 

H.M. Jr: But it is coming daily. 

Haas: Yes. 

Dietrich: Yes, sir. Yesterday’s cable came in at 3:58. 

H.M. Jr: That gives George time to get it. You might call up Feis’ 
office and tell him that we are particularly anxious to get that each 
day. Most likely it hangs around over there half a day. 

Dietrich: All right, sir. 

H.M. Jr: Who is going up with us on the Hill, you and Dan? 

Foley : You said Dan and 1 the other day. 

H.M. Jr: Whois going to be at the meeting? 

Foley: If it is agreeable to Sam Rayburn, it will be in Colonel 
Halsey’s office at 11:00 o’clock. I suggested that we have Steagall 
and Wagner and Rayburn himself. He said he couldn’t get Wagner 
until today, because Wagner didn’t come down yesterday. 

H.M. Jr:11:00 o’clock ? 

Foley : 11:00 o’clock in Colonel Halsey’s office. 

H.M. Jr: Are you fellows all ready? 

Foley: Yes. 

You asked for a memorandum on the Walter-Logan bill. 

H.M. Jr: Not now. Take it with you and then maybe we can talk 
on the way up. 

Foley: All right. I think we can get an exception, a general excep- 
tion for the Treasury if we ask for it. We reported adversely on 
the bill to both committees. The Senate committee never held any 

earings. 

ILM. Jr: If they give us time, why don’t you go to the mat on this 
thing this morning? Is that agreeable to you, Dan? 

Bell: Yes. 

H.M. Jr: I will just go along with you fellows and look intelligent. 

Bell: I think we might write a letter to the Senate committee 
and ask for exception. 

Foley: Well, we wrote a 20-page letter to both Committees, Dan, 
in which we condemned the bill and that was used by Brookings 
in their report condemning the bill, They made reference to our 
reports to the two committees. I have gone along on the theory that 
the bill was so bad for the entire Government that we ought not to 
be just looking out for ourselves, but—— 

Bell: Well, us first. 
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H.M. Jr: Listen, would you and Dan get together? Whatever you 
two guys agree on, I think would be a good chance. They might be 
very glad to have the Treasury 

Foley: There is no doubt about the way Barkley feels. He made 
the statement yesterday that if he had any influence whatever with 
the President when this bill finally passed, he was going to ask the 
President to veto it. 

H.M. Jr: Talking just about the Treasury and nobody else, we 
might give him some ammunition. My hunch is to confine it to the 
Treasury, our objections. 

Bell: I agree at this stage, because we have reported on the bill 
adversely, Now, at this point we are interested in Treasury. 

H.M. Jr: OK. b 

What else, Ed? 

Foley: Nothing. 

Gaston: I have nothing. 

H.M. Jr: John, if you will stay with Phil, I want to show you 
what I have got on powder. There is stuff that has happened that I 
didn’t know about and I don’t think you did. They have made some 
deals. I will show them to you. 
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Kwane Pu CHEN, 
Room 1918, 630 Fifth Avenue, 
New York, April 22, 1940. 

Dear Mr. Secrerary: I called on Mr. Arthur Purvis and Monsieur 
Bloch L’Aine at the office of the Anglo-French Purchasing Mission 
this morning, with Mr. S. D. Ren, Executive Vice President of Uni- 
versal Trading Corporaiton, in regard to the subject of tungsten 
which you spoke to me about last Friday. 

Mr. Purvis wanted to know what would be the production of tung- 
sten in China during 1940 and what portion of it would be available 
for sale. I explained to the two gentlemen that my information on 
tungsten is rather out of date and offered to cable to China for the 
latest information if they so desired. I also told them that probably 
the matter of securing Chinese tungsten has been taken up by the 
British and French representatives at Chungking with my+Govern- 
ment and they should have the latest information. Mr. Purvis and 
Monsieur L’Aine thought that cabling to China at the present time 
may not secure the fullest information and perhaps might disturb the 
negotiations at Chungking. | 

They asked me to look into this matter when I arrive at Chungking, 
which will be sometime in July, and they feel that the time is not late 
for their purpose. In the meantime if they wish to contact me again 
and I am not here they will get in touch with Mr. Ren at Universal 
Trading Corporation. 

With kindest personal regards, 

Sincerely yours, 
K. P. Cuex. 
The Honorable HENRY MORGENTHAU, Jr. 
Secretary of the Treasury 
Washington, D.C. 
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APRIL 25, 1940. 
3:15 p.m. 


Present: 
Mr. Purvis 
Mr. Pleven 
Captain Collins 
Mr. Young 
Dr. White 

HM, Jr: (To Captain Collins) What I want to have for the 
President when he gets back, I want a statement showing planes de- 
livered and showing that during the month of May, as far as we can 
forecast, this is what they think they are going to get. 

Mr. Purvis: Forecast of deliveries. 

Captain Collins: Did you pick May for any particular reason? 

HM, Jr: No. 

Captain Collins: I can get it for the rest of the year. 

Mr. Pleven: That would be too long, because, you see—— 

HM, Jr: As far as you can go. 

Mr. Pleven: you want real figures. 

HM, Jr: For me and him, always. 

Mr. Pleven: When you make forecasts they are not always right. 

HM, Jr: I should like to show him planes, whatever date, as of 
today or Saturday; make it just as recent as you can, as long as I can 
have it Monday morning, so that I can put it on his desk. These fig- 
ures are so confusing. 

Mr. Purvis: I myself would like to see it in that style. 

Mr. Pleven: You will be surprised. They are small. 

HM, Jr: Whatever they are, I want the facts. I have seen so many 
figures I am just dizzy, but I would like to have it for him. And for 
my purposes, the French and English, I don’t want to divide it. 

At your service. 

Mr. Purvis: Thank you, Sir. 

On the alloy field, the particular thing that I would like to get 
settled if we could—not settled by [sic] crystallized out a little more— 
is the possibility of doing something in tungsten 

HM, Jr: Excuse me. I forgot. Harry White should sit in on this. 
(Phoned for Dr. White to come to the meeting.) 

Mr. Purvis: Chen does not really know. He told me the difficult 
question was not what was going to be produced there, but what was 
going to be put out. 

But it is quite evident, Mr. Secretary, that the key to the situation 
is the Chinese situation. Now, if they can’t get it out of China, there 
is less to buy and so much the better. 

HM, Jr: May I interrupt you to say that K. P. Chen is the only 
Chinese that has given me the facts. The only Chinese that has not 
tried to kid me and if he tells you something is so, it’s absolutely so. 
I mean, he debunks all of this stuff. Whatever he tells you—I recom- 
mended loaning him this $45,000,000 because he personally says ho 
will live up to it. He's an amazing person! An amazing person! 
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Mr, Purvis: I liked his attitude. He said to me “The transport 
question is the key to it, so I shall go in on the Burma road myself 
and find out for myself what it is,” because he said it is impossible 
to learn from written reports. You can’t really get to the truth. I 
imagine the transportation problem is extremely difficult. Serious. 

HM, Jr: Terrible. 

Mr. Purvis: The picture is, world production: 38,600 tons. Ap- 
pagos 22,000 in the ordinary course of events between the United 

tates, France and England. 

(At this point Dr. White came in.) 

HM, Jr: Come in, Harry. We are back on our old friend tungsten. 

Mr. Purvis: We are back at that. 

Of the 38,600 estimated production for this year, 22,000 are ac- 
counted for by the requirements of the United States, England and 
France. I mean, normal requirements for—requirements, as we esti- 
mate them—for England and France and it really leaves just that 
balance which is China, which, if it were taken off the market, would 
perhaps do the job. The difficulty in regard to Russia is an unknown 
one. It apparently, according to this cable; which I sent you a copy 
of, which I think is quite interesting, is, when one starts to read it 
carefully, apparently only 100 tons a month could be probably taken 
out overland to Russia at thistime. Now that means that the amounts 
that could get into Germany that way might be quite small. 

Dr. White: Doesn’t that depend on the statement in the other com- 
munication? It’s true that’s all they ship overland, but if you close 
all other channels then it would become highly important to get more 
overland even at higher expense. Now, if you stop the other then it 
will be a great incentive to get out more overland. 

Mr. Purvis: I had, perhaps incorrectly, in talking with Chen, 1 
had understood that the difficulty was the mechanical difficulty of 
getting it out. It wasn’t a question of expense. That may or may 
not be correct, but that’s certainly what I understood from him. 

HM, Jr: Thisis wolfram. I had it photostated. 

Mr. Purvis: That’s a good idea. 

HM, Jr: We are trying to coordinate ourselves! 

Mr. Purvis: That’s not a bad idea, 

What we would like to get out, of course, is paragraph four. 

HM, Jr: What’s that? : 

Mr. Purvis: What your likely requirements are from the American 
Government view of commercial consumers. My understanding, Dr. 
White, is from the point of view of importations plus your own con- 
sumplians I mean production, your normal consumption would be 
on the order of 6,000 tons, of which 3,500 tons will be produced here 
and 2,500 tons will be imported, presumably from South America, 
in the normal course. Is that about right? 

Dr. White: About 2,000 tons. Yes, About 500 tons out of the way. 

Mr. Purvis: Yes. So if the Chinese is all that is left, if it could 
be accounted for it might represent a valuable contribution. 

HM, Jr: The Chinese keep telling us they earmarked 4,500 tons 
for the Russians. 

Mr. Purvis: Yes, but whether they can get it out mechanically— 
T challenge whether they can get that quantity. 
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HM, Jr: What you want to know from us and we are not pre- 
pared to answer is how much can we use. 

Mr. Purvis: Yes. Otherwise, what we really want—the cable is de- 
scriptive of the background—what we really want is to know whether 
we could join with you in setting up some reserve stocks which would 
not be normal peace-time production, but might be, from the Army 
view, valuable here and we would perhaps take some more, too. 
If there is 14,000 tons to account for and 4,000 or 5,000 may go to 
Russia, there is some 9 or 10—if that estimate is correct—which, 
if we went into the market for it might clean it up. 

HM, Jr: Let me ask Collins. Collins, what's the program on the 
strategic buying as far as wolfram goes, Do you know what your 
program is? What the Army and Navy will buy? 

Captain Collins: I don’t Inow at the moment. 

HM, Jr: You can find out. 

Dr. White: Unless they change their mind it’s zero. 

EM, Jr: They can be made to change their mind. 

Dr. White: The figure, 14,000, is 4,000 higher than ours. 

Mr. Purvis: I asked Chen and he said his guess is 12,000. So much 
the better. The lower it is, the better in a way. 

Dr. White: And easier to handle. 

HM, Jr: Let me get this thing. 

Do you say in this thing—I frankly have not read it—how much 
would you like us to buy? 6,000 tons? 

Mr. Purvis: 5,000 was what I said to you the other day. If you 
could take 5,000, our people could take 5,000 out of this 1940 pro- 
duction, it would leave a balance for the Russian thing, if it has to 
go through, although I think our people would be delighted not to see 
it go through if possible—— 

HM, Jr: Harry, you take charge of finding out what the industry 
wants, etc., etc. Think about it. 

Captain Collins: I could get close to that figure. 

HM, Jr: Steel, etc., can you find out? 

Captain Collins: Yes, sir. 

HM, Jr: The thing I reminded the President, when MacKenzie 
King was down there, how pleased we were about nickel. 

Mr. Purvis: Good! 

HM, Jr: So I am sure the President said something about nickel. 

Mr. Purvis: That’s good. 

HM, Jr: After all, you people have been fine on nickel and I think 
we should do something on tungsten. 

Mr. Purvis: If it works out that way it would be a splendid ap- 
proach for us later. 

HM, Jr: And if Collins will get busy and White also. The two 
of you take this on. Will you, Harry? 

Dr. White: Yes, sir. 

HM, Jr: Work with Collins on this so next week you can tell us. 
Is there a steel institute in this country ? 

Mr. Purvis: Oh, yes, and Stettinius would be very helpful in giving 
anything that is wanted. 

JIM. Jr: I am on very friendly terms with him. 

Mr. Purvis: He has been very helpful to us. 

Dr. White: I think that would be a better approach because of the 
nature of the commodity. 
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HM, Jr: We will doit now, damn it! 

(The Secretary placed a telephone call for Mr. Stettinius.) 

Mr. Purvis: The other thought in regard to it is whether as a matter 
of mechanics it might be easier to tie it in with the Chinese loan 
situation, tio it in with tin, provided, of course, if it could be put up as 
security. You could take it over as a leverage. 

HM, Jr: Let me, with my usual frankness, I am glad Pleven is here 
because you ought to take this back. The day I saw Chen, “Mr. 
Morgenthau, after months I am ready to sign; 3,000 tons of tin a year. 
Don’t, if you don’t have to, tie up my tungsten so I will have some cash 
left to get munitions because while you know how much I appreciate 
the loan, not one dollar goes for munitions.” 

If they take everything, ourselves, the French and British, and tie 
up everything, what the devil are they going to use to buy munitions? 
I don’t mind saying in this room here if we tie them up, we simply 
tie them up in a nice pink ribbon and turn them over to Russia. And 
I wish Mr. Pleven would have this in his mind. The French have 
tied up a large amount of tungsten and I don’t think they have given 
them any answer in Indo China and these people haven’t any money 
to buy munitions and they have squeezed out the last 4,000,000 ounces 
of silver and the only thing they have left is tungsten. If we are going 
to squeeze them down to that, then they have nothing left and you 
just hand them over to Russia. Did you see the map the Russians 
published the other day? What they claim? They don’t even recog- 
nize that Chiang Kai-shek exists and I think you people ought to 
keep that in mind, and we are here. 

Mr. Purvis: Yes. 

HM, Jr: But that has nothing to do with what you are asking me 
how much will the industry take and how much can we buy for stra- 
tegic materials and I will go the limit on that. 

But I don’t think you fellows ought to put such screws on them if 
they have some tungsten they can sell in the world markets, provided 
it does not go to your enemies. Doesn’t that make sense? 

Mr. Purvis: It makes sense to me. A 

HM, Jr: And your Minister of Colonies there ought to make up his 
mind. What’s his name? 

Mr. Pleven: Mandel. ] 

HM, Jr: He ought to make up his mind what he’s going to do with 
this tungsten, not just sit on it. If the Chinese could raise some cash 

onie o e 

Dr. White: They were even willing to sell it. Suggested some popu- 
lar arrangement could be made for exchange of war materials. 

Mr. Purvis: They will be willing to barter on raw materials? 

Dr. White: War materials. 

HM, Jr: And that’s the main need, money, desperately, to buy 
munitions and we can’t help them there. But I will go the limit on 
what we can do here. I will take care of the steel industry when I 
get Mr. Stettinius and Collins, who is the purchasing agent for our 
strategic war materials, will get busy and find out how much money 
he has left and build up a nice story why we need stocks. We will do 
something on that. 

Mr. Purvis: The other point that I bothered you about the other 
ay was the possibility—we feel that our grave danger comes 

rom 
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(HM, Jr rang for McKay and told him the operator was having 
trouble reaching Mr. Stettinius and asked him to try to complete the 
call. 

Mt. Purvis: May I give you the latest information on chrome ore 
and cobalt. Those are both items which come within what I am now 
going to suggest as the second main point. We feel the main danger 
is re-export of certain of these goods which, at present, are not on the 
strategic list, these materials, but which is quite important should be. 
Apparently the easiest way—and I am only theorizing here—but I 
would think the easiest way of getting some foundation for controlling 
that export, if those 5 or 6 products I mentioned last week could be 
put on the strategic list and then if that clause, which I now believe 
has been approved by the State Department in regard to tin as a 
clause by which people who buy undertake not to re-export, could be 

gradually introduced into contracts that are made for these materials, 
other than tin, on the strategic list, then we would be in position to 
have an undertaking on the part of these people not to re-export, 
which would give a foundation for control. 

HM, Jr: Are you (Young) up on that stuff? Is that in your 

memorandum ? 
= Mr. Young: As much as I got out of Joe Green the other day. 

HM, Jr: Supposing I read this out loud. 

“At the present time there are three categories of moral embargoes. 
- The first moral embargo, July 1, 1938, was applicable to the shipment, 
direct or indirect, of ‘aircraft, aircraft armament, aircraft engines, 

aircraft parts, aircraft accessories, aerial bombs or torpedoes.’ 

“Tt was generally understood that this moral embargo was appli- 
cable to Japan only. On December 2, 1939, the President in a public 


_statement extended and modified this moral embargo by making it ap- 


plicable to countries the armed forces of which were engaged in ‘the 
unprovoked bombing and machine-gunning of civilian populations 
from the air’ and to the exportations of ‘airplanes, aeronautical equip- 
ment and materials essential to airplane manufacture’, 

“It was understood that ‘materials essential to airplane manufac- 
ture’ should be limited to molybdenum and aluminum without refer- 
ence to the possible uses to which they may be put, and other articles 
and materials only when there is reason to suppose that they are to be 
manufactured into airplanes or parts thereof. 

“Mr. Green informed me that no other materials had been included 
under this limitation. It was understood that the President’s state- 
ment made this moral embargo applicable to Japan and the U.S.S.R. 
Several companies, however, have assumed that it was applicable to 
Germany also. 

“The second moral embargo, December 14, 1939, was applicable to 
the delivery to Japanese interests of ‘plans, plants, manufacturing 
rights, or technical information required for the production of high 
quality aviation gasoline’. The Secretary of State decided that this 
second moral embargo should apply equally to the Soviet Union. 

“Whereas the first moral embargo had been understood to involve 
no contravention of policy by companies carrying out contractural 
obligations, in this second moral embargo the companies affected 
agreed that it would in some cases necessitate breach of contracts 


_ already entered into. 
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“The third moral embargo applies to the exportation of strategic 
and critical raw materials. These materials as listed by the Army and 
Navy Munitions Board on October 11, 1939, are: 


Antimony Quinine 
Chromium Rubber 
Manganese-ferrograde Silk 
Manila Fiber Tin 
Quartz Crystal Tungsten 
Quicksilver 


“Tin has been interpreted to include tin scrap, pewter, and babbitt 
metal. Mr. Green informed me that no other alloys were included by 
implication in this list. 

“In effect this normal embargo is applicable to all shipments, except 
normal peace-time shipments, to countries in the western hemisphere. 

_“The first two moral embargoes dealing with aircraft parts and 
aircraft gasoline, etc., according to the State Department, are ap- 
plicable only to Japan and the U.S.S.R. However, a majority of the 
companies involved have voluntarily applied these moral embargoes 
against Germany. ‘The third moral embargo dealing with strategic 
and critical raw materials is applicable to all shipments, except normal 
peace-time shipments, to countries in the western hemisphere. The 
only item on this list over which there is legal control is tin. 

“Mr. Green informed me that the moral embargoes were about 90 
per cent efficient, the greatest violator being Amtorg. He also told 
me that it was within the discretion of the Munitions Control Board 
to increase or decrease the items on the strategic and critical list, but 
that at the present time no such action was contemplated. 

“The only item the export of which is limited, and which is not in- 
cluded in the foregoing list, is nickel. Inasmuch as the source of 
nickel is Canada, that country imposes in its contracts, even with 
United States firms, a clause prohibiting re-export of nickel to bel- 
ligerents. Thus, there is an embargo on the nickel leaving United 
States ports. 

“Inasmuch as Mr. Basil Harris has been attending the meetings of 
the Munitions Control Board, I have requested his complete file 
for study.” i 

HM, Jr: Now, you have a list you want added to this for re-export. 
Have you gotit? Have you told me about it? : 

Mr. Purvis: Cobalt, carbon black, columbium, tantalum and indus- 
trial diamonds. 

Dr. White: As a result of the other meeting the Secretary said 
“Let's find out about this whole picture”. 

HM, Jv: You three gentlemen on that thing at 10:15 tomorrow 
morning. 

Dr. White: I have made a study on these five articles. 

Mr. Purvis: One other thing 1 would like to add for consideration 
is scrap. I am deliberately saying that is a more difficult thing to 
do—scrap of these alloys. It gets into the hand of a rather different 
kind of crowd and if it is impossible to do anything about it, that’s 
too bad, but scrap in some cases is an important item. 

Dr. White: Much more difficult definitely. Start with the others. 

HM, Jr: Harry, have an agenda for me tomorrow morning. 
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Mr. Purvis: I think at that point, for today, we would be better 
to leave it if I may have another opportunity next week. 

HM, Jr: Sure. 

(At this point, Lieut. McKay came in to report that Mr. Stettinius 
was at the hospital visiting his young son who had just undergone a 
serious operation. HM, Jr. told Lieut. McKay to say that he could 
talk with Mr. Stettinius tomorrow between 10 and 11.) 

HM, Jr: We will stop here and maybe I will have a talk with you 
two gentlemen alone for a minute. 

(At this point, Captain Collins, Mr. Young and Miss Chauncey 
left the meeting. Mr. Purvis, Mr. Pleven and Mrs. Klotz remained 
with the Secretary.) 


(Book 258, pp. 840-351) 


Grour MrETING 
ArriL 30, 1940. 
9:30 a.m. 
Present: 
Mr. Bell 
Mr. Cochran 
Mr. Young 
Mr. Foley 
Mr. Schwarz 
Mr. Graves 
Mr. Haas 
Mr. Harris 
Mr. Thompson 
Mr. Gaston 
Mr. Sullivan 
Mr. White 
Mrs. Klotz 

H.M. Jr: First let me congratulate Ed Foley on the swell job he 
did on the Hill. 

Foley: You did all the work yesterday on the telephone. 

H.M. Jr: We had kind of a busy day. Besides everything else, 
we had an off-the-record three-quarter hour meeting with MacKenzie 
King. 

Norman? 

Thompson: I have nothing this morning. 

HM. Jr: Dan? 

Bell: I can be ready within the next half hour or hour to discuss 
this matter we brought up yesterday morning. We have drafted a 
reply to Kennedy and also drafted a reply to the other letter which 
you gave me, which didn’t make much sense. 

H.M. Jr: I am surprised. 1 tell you what we will do. On Kennedy 
and gold, Bell and Harry and Merle Cochran, 3:00 o’clock. If you 
get a chance, read Harry’s statement on gold before 3:00. 

What else? 

Bell: We have about $3,200,000 face amount of preferred stock of 
the Chicago, Milwaukee, St. Paul and Pacific Railroad, which we 
acquired under the Transportation Act. Under the reorganization 
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scheme, I think it is valueless. It is selling at about a sixteenth on 
the market and the question has been raised by the boys in Ed's office 
as to whether we shouldn’t sell it for about two thousand dollars. 

H.M. Jr: What do you want to do, establish a loss for the Treasury? 

Foley: For income tax purposes. 

H.M. Jr: Can we get it through the Bureau? 

Bell: Go back to the 1920 value. 

H.M. Jr: How are our profits this year? Can we establish this 
against the profits? 

Bell: I question whether we can sell it at $2,000. We had probably 
better hold it and take the loss on the full three million two, instead 
of take the two thousand dollars. 

Foley: Mr. Secretary, we have got a lot of this old railroad stuff 
and we are trying to clean it up. The boys have been working on it 
now for several months. 

H.M. Jr: Who would you sell it to? 

Bell: It is quoted on the market for about a sixteenth. 

Foley: Anybody that would buy it. 

Cotton: You will never get any more for it, will you? 

Foley: I would like to clean up these old files. They have been 
open for twenty years. 

White: It is a sixteenth before he offered this block. 

Haas: That is right. 

Bell: This will break the market. k 

H.M. Jr: Well, Dan, you and Ed get together and if you can’t 
decide it, come and see me. 

Bell: All right. Two thousand dollars isn’t very much. I would 
just as soon keep it. 

H.M. Jr: You and Ed get together. > 

Bell: I would like to clean the files up, too. That is all I have. 

H.M. Jr: Harold? 

Harry? ge Perk 

White: The two men we had in New York examining the invoices 
‘on imports from the United Kingdom have completed their report on 
the first week in April. They examined £6 percent of all the invoices, 
which shows that 87 percent were paid for with sterling purchased 
in the free market and 18 percent were paid for with sterling pur- 
chased at the official rate. 

H.M. Jr: It is amazing. reS, ] 

White: But again, this cannot be taken as indicative of what will 
continue, because I imagine that most of the orders and arrangements 
which resulted in these shipments must have been prior to the date of 
the four commodities, April 9, so that the percentage will doubtless 
be lower than that. » : 

H.M. Jr: Shall we wait for the second week in April? 

White: No, I was going to suggest two things. First, we don’t 
know how much of the exports are being sold at sterling and it is that 
sterling which may supply the market. y 

H.M. Jr: Harry, may I interrupt? Don’t give me this stuff when 
you don’t have the answer. When you see daylight, come and tell me. 

White: I wanted to get permission for something. 

H.M. Jr: To do what? 
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White: I want permission to have somebody contact the various 
exporters to find out what they are selling for. They do not append 
their invoices to export declarations. 

H.M. Jr: O.K., sold. 

White: And also to follow this, which requires a couple of men 
up tnere. 4 

H.M. Jr: Right. You people have got to sift this stuf down to a 
point where it is yes or no for me. I just can’t handle this stuff. 
You people have got to make more authority. You have got other 

cople. Go talk to them. In the meantime, the first question that 
Į would ask is, on the week’s stuff that is coming in, have you divided 
that up in the various kinds of commodities or is that what you are 
not able to do? 

White: No, we did not do that. We did it in classes. We have 

got the classes listed. 

H.M. Jr: Well, I mean now for instance, we know that whiskey is 
supposed to come in at the official rate. 

White: We have got that. 

H.M. Jr: Have you got that? 

White: Yes. 

H.M. Jr: This goes for all of you. You have got to get this stuff 
down where it is just up to me to say yes or no. I just can’t do it all. 
Have you got your answer on that? 

White: You want it continually followed and you want Danny 
Bell to take care of it? 

H.M. Jr: You have no answer yet. No, I mean if you are worried— 
I don’t want to bother Dan with it except that this comes in the rate, 
but go ahead and follow it until you see daylight on it. 

White: Well, this has reference to the Economist article that you 
turned over that Lamont sent you. 

H.M. Jr: Bell, send it to Bell. 

White: Excuse me. Well, you turned it over to me. He says his 
source of information was that article, I gather, which stated ten 
percent and. 

H.M. Jr: Harry, this is very important but evidently, as I remem- 
ber it, the English put that thing in, if my memory is right, March 
25 or 26. 

Bell: 25th. 

H.M. Jr: O.K., so evidently the first week of April would not tell 
the story. 

White: No, not on those five articles, it wouldn’t. 

H.M. Jr: So continue. But it is very important. 

White: Now, I don’t think this letter should wait any longer on the 
Chinese thing. I have drafted a reply to it that you can sign and 


not—— 

H.M. Jr: Well, Harry, this doesn’t turn them down, does it? 

White: No, not definitely. 

H.M. Jr: I want to turn them down. 

White: I doubt, Mr. Secretary, whether you can turn them down 
any more definitively than that. 

H.M. Jr: That says nothing. I don’t want to write that. 

White: It is against my judgment. 

H.M. Jr: Well, I don’t want to. 
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White: Well, give it your consideration. 

H.M. Jr: No,’ Harry, I am not asking you. I don’t want to use 
the stabilization fund. 

White: But I don’t say that. I don’t think you read the letter 
carefully. 

H.M. Jr: I did. It is one of those letters that doesn’t say anything. 

White: Read it over again. 

H.M. Jr: No, I have done it. 

White: This doesn’t commit you to do it. 

H.M. Jr: I don’t want to do it. To help the Chinese Government 
stabilize their currency, I might just as well throw it into the Potomac. 
Please let me have my way, will you? If you get me the letter today, 
I will sign it. 

White: Very well. 

H.M. Jr: Basil? 

Harris: After a long chase, we picked up a sizable amount of 
morphine yesterday in New York that we traced all the way from 
Japan. We are on the trail of quite a lot more. The price has gotten 
so high that there are repeated cuttings now. Ten pounds of the pure 
morphine is ultimately worth about $286,000, so you can just see the 
temptation that exists and the care we must now take on it. 

H.M. Jr: Bell, you read that letter and if you think I am wrong, 
all right, but the point is that this man Young has been over here and 
they are trying to get us to some way intimate or in some way angle 
us into trying to stabilize the Chinese currency. My position for over 
a year has been no, and suddenly Hornbeck, who has been so pro- 
Japanese and so anti-Chinese now suddenly wants to do just every- 
thing we can and I don’t want to even have an inference, that is my 

osition, that the stabilization fund be used to help—it is an abso- 
utely impossible job and 1 always believe that the greatest kindness 
you can do to a sick patient or a dying patient is to tell them. You 
read that thing of Hornbeck’s. If you disagree with me and agree 
with White, I will take it up again. You use your own judgment. 
If you think I am wrong, I will take it up again. If not, I will sign 
the thing tonight, but my theory is that here is something—the stabili- 
zation fund—and to keep letting this fellow Young, the financial 
adviser to the Chinese, give him hope that we are going to do some- 
thing, is doing them in the long run a disservice. 1 have had this 
e A over here and they sent this Pole over here on the same mission 
an 

White: I wasn’t thinking of the Chinese in this connection. I was 
thinking that the State Department are very eager because apparently 
Hull is likewise interested and it would be good to have you give this 
matter consideration and study and you promised them you would 
study it and to turn it down flat without at least indicating to them 
that you have studied it or making available to them the stud y 

H.M. Jr:1 have. I am entirely familiar with the thing. I know all 
about it. Just as long as they have a man in charge of this thing who 
is a crook, I don't want to do business with them. I will do business 
with Chen, because he will keep his word, but the rest of them are 
Just a bunch of crooks. 

White: I think everything you say merely endorses the one para- 
graph in that letter, but however—— 
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H.M. Jr: I can’t risk United States money in trying to stabilize the 
currency in a country where the Minister of Finance and the head of 
the political party are crooks. 

White: I Dae that is implied definitely in one of these paragraphs. 

H.M. Jr: No, it is too smooth, Harry. I don’t want to put my name 
to it. Let Bell take a look at it. He has got a mind of his own. 

George? 

Haas: I have nothing. 

Harris: I just wanted to tell you we expected to clear the /le de 
France this afternoon. She is going to sail in the morning. The 
destination looks like Marseilles. 

H.M. Jr: Anything else? 

Schwarz: I have the invitation again of the Cooperative Commit- 
tee for you 

H.M. Jr: Turn me down. I don’t want to lead them on. lamina 
bad mood today. 

White: I advise the rest of the boys to just pass. 

H.M. Jr: Phil? 

Young: The French Naval officer you requested to come in at 10:30 
will be here. 

H.M. Jr: Good. What else? 

Young: That is all. 

H.M. Jr: Purvis is having lunch with me Thursday. Come on, 
Merle, put up a fight. 

Cochran: No. Pinsent was in touch with Haggard, the Consul 
General in New York, in regard to Major Angas and they have con- 
firmed, much to their regret, that he is a British subject, so they don’t 
want us to do any investigating. The only other thing, the Australian 
Government has taken over some American securities, the same way 
with the British, and they are—— 

H.M. Jr: Who? 

Cochran: The Australians. 

H.M. Jr: You get Major Angas’ letter from George, if you care 
to read it, what they are so excited about. Why don’t you read it? 

Cochran: 1 have. 

H.M. Jr: Is it pretty terrible? 

Cochran: No. 

Haas: His letters are terrible. They sound like he was out on a 
binge and dictated them the next morning. 

H.M. Jr: Maybe he and General Johnson do it together. 

What else? 

Cochran: 1 gave you a memo some time back that the Common- 
wealth Bank of Australia had desired to open a special account with 
the Federal Reserve Bank of New York in which they could put the 
proceeds of the security sales. 

H.M. Jr: Is that all right? 

Cochran: Yes, sir. 

Bell: Are committees announcing 17 more American securities for 
sale? 

Cochran: 117, two weeks ago and they are selling those, including 
some bonds. 

H.M. Jr: You ask that fellow in New York if he won't tell the pub- 
lic which of the original sixty he sold. I would like to know. 

Cochran: You remember the letter that you wrote back on that. 
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H.M. Jr: Refresh my memory, then. 

Cochran: All right, I will get it out. 

H.M. Jr: Did he say 

Cochran: He told us first that he hadn’t gone far enough so that they 
could make any announcement. 

H.M. Jr: No, but I would like to know. 

Cochran: And then he didn’t want to make it public. He thought 
that they would be obliged to—for our information. I will get it. 

M. Jr: I would like to know, of the sixty securities that they 
have cleaned up, how many have they cleaned up. 

Cochran: Five. 

H.M. Jr.: That would help me in answering Mr. Kennedy, possibly.. 
x Harris: I should think it would help the market, too, if that were 

nown. 

H.M. Jr.: Basil, that is what I suggested. I suggested that on a ten- 
day basis, as they cleaned them up, they say, “Well, of the original 
sixty, ten, fifteen or twenty have been sold out.” I made the sugges- 
tion. They turned me down. What would your reaction be? 

Harris: It would be the same as yours, because I think it would be 
a relief to the market to know that the selling is over. 

H.M. Jr.: Thatis what I think. 

Bell: Would you name the securities? 

H.M. Jr.: Yes. Of the sixty, the following securities have been 
liquidated. And then at indefinite intervals, announce those. 

White: How would that affect those that weren’t liquidated ? 

Haas: It couldn't make them any worse, Harry. 

ILM. Jr.: No difference and—the people now just don't know. If 
you have U.S. Steel and it is on the first list and you know it is there, 
I mean, you treat it tenderly, but if you thought the British were out 
to the finish and you thought U.S. Steel was a good buy, you might 
take a look at it. But here they have got a total of how many securi- 
ties on that? 

Cochran: It will be 117. 

H.M. Jr.: And they won't announce whether they are out of any 
of them. 

White: Well, I take it they may assume that they are selling so 
much of each. You say they are out of some. That means they have 
got a lot of others they don't mention. 

H.M. Jr.: It is just my own opinion, for what it is worth, is that 
as they cleaned up they let the public know those stocks, that they 
no longer have any for sales, in those particular stocks. I may be 
wrong. Harry, I have no opinion on that subject. 

White: I suppose I should match that and say neither have I. 

H.M. Jr.: Wonderful! 

White: Itis just for the record. 

H.M. Jr.: Don’t worry about Harry. 

Foley: Huntington Cairns has been asked to participate in a series 
of radio broadcasts on books. I don’t think it has anything to do with 
the Treasury at all and I think it is perfectly all right. 

H.M. Jr.: Sure. 

Foley: I think it would be nice if you could call Carter Glass and 
Senator Connally, perhaps. 

H.M. Jr.: I didn’t call Connally. PU put him on my list. Con- 
nally, too ? 
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Foley: Yes, I think he did a very good job, and maybe Wagner 
and Barkley. 

H.M. Jr.: I haven’t got Connally, but I have the others on my 
list to call. 

Foley: And maybe it would be a good idea, if the Speaker is still 
away, if you would call Rayburn and tell Rayburn. 

H.M. Jr.: When do we go? 

Foley: The Senate bill should be substituted for the House bill. 
They are going to try to do it today, but if they get objection they 
will have to get a ruling. 

H.M. Jr.: What else have you got? 

Foley: Nothing. 

H.M. Jr.: Herbert? 

Gaston: I haven’t anything except that matter I wanted to speak 
to you about after the meeting. 

H.M. Jr.: Right. O.K., gentlemen, thank you. 


(Book 261, pp. 198-205) 
TREASURY DEPARTMENT INTER-Orrice COMMUNICATION 


Confidential. 

Date: May 10, 1940. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject: Foreign Economic Developments 


(Prepared by the Division of Monetary Research) 


THE DUTCH AND BELGIAN EMPIRES WILL ADD SUBSTANTIAL FOREIGN 
RESERVES TO THE ALLIES 


The assets of the Netherlands and Belgium which are in dollars or 
covertible into dollars are estimated to be $3 billion (conservatively 
estimated). This sum should now be added to the foreign exchange 
assets of the British and French Empires of more than $13 billion to 
make a total of more than $16 billion of foreign exchange resources 
in the war chest of the Allied countries. The Netherlands and Belgium 
add the following to the foreign exchange resources of the Allies: 


In millions 


of dollars 
C0 oct co ee ee ee ee $1, 390 
Banking funds in the United States___-_-_-_-_______----_____----__-_. 410 
Direct investments in the United StateS----------------—-------—---—-—-- 250 
Writers Le SMSCCULILICS= -AA ac 11 eee A Urano 690 


Dutch and Belgian investments in neutral countries other than the United 
States: 
Value of income capitalized at 5 percent, $400 million. 
Higher AAAA 200 
Dutch and Belgian investments in their own Empires which may find a 
market in the United States: 
Value of income capitalized at 5 percent, $2,000 million. 
VA ll WC eee 600 
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Furthermore, the fact that the Belgian and Dutch Empires are now 
in the sterling area will be of direct aid to the Allies since the Belgian 
colonies bring in supplies of copper, and the Dutch Empire brings 
petroleum, rubber, tin, bauxite, vegetable oils and sugar, which now 
will not need to be paid for with foreign exchange. Also, the inclusion 
of the Dutch Empire into the sterling area tightens the monopoly 
corso which the Allies hold over the rubber and tin markets of the 
world. 

An item of interest, in this connection, is the possible elimination 
of Amsterdam and Antwerp as the diamond cutting centers of the 
world. Since the raw diamonds are produced principally in Allied 
controlled areas of Africa, the cutting will not be done in areas which 
are in imminent danger of coming under German control. Most of 
this important business will probably go to New York, to which a 
part of the skilled Dutch artisans has already moved in anticipation 
of the invasion. 


THE INVASION OF THB LOW COUNTRIES IS ANOTHER BLOW TO AMERICAN 
AGRICULTURE 


United States normally exports about $170 million per year to the 
Netherlands and Belgium, which is only 5 percent of our total exports. 
However, 45 percent of the exports to these two countries consisted 
of agricultural products (principally grains, cotton and fruit), which 
were 10 percent of our total agricultural exports. Although our total 
exports to these countries in future months will depend upon the 
course of the war, our agricultural exports will almost certainly fall 
off very sharply, since many of these products can most easily be dis- 
pensed with temporarily. 

Our imports from Belgium and Netherlands are normally about 
$70 million per year. The most important item imported was 
diamonds, amounting to $17 million in 1938 and $26 million in 1939. 
Other principal imports were metal manufactures, textiles and 
chemicals. 


THE FREE MARKET FOR STERLING AND FRANCS 


Free sterling and the free franc have now depreciated by a third 
since the outbreak of war and free sterling is 20 percent below official 
sterling. The free market rates for the sterling and the franc are 
important to the United States because the best figures available show 
that probably 70 percent of England's exports, 50 percent of France's 
exports and 35 percent of the British Empire’s exports to the United 
States are still being paid for with free sterling. The source of “free 
sterling is presumed to be chiefly withdrawals of sterling balances 
owned b foreigners and miscellaneous service and interest payments 
due foreigners. Whether the volume of “free” sterling available from 
these sources will diminish as time goes on is uncertain. _ 

However the competitive advantages of the lower sterling currency 
rates are being reduced and for many commodities even offset by 
rising prices in England and France. Prices of British manufac- 
tured goods are 18 percent higher than a year ago, while basic 
materials are 50 percent higher. 
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The international significance of a lower free market rate has been: 
further decreased by the fact that few countries have permitted their 
currencies to depreciate with the free market rate. British India, 
Australia, New Zealand, South Africa and Canada continue to use 
the official market rate for their exports and neutral countries which 
still participate in trade with free foreign exchange areas have, on 
the whole, linked their currencies with the United States dollar. 

In effect, the British are using the proceeds from the sale of 
competitive exports to pay for capital withdrawals from London, 
interest payments and perhaps for other service items. The British 
evidently believe that the prestige gained by permitting capital to 
leave with only a 35 percent loss is worth the foreign exchange 
expended. 

The British drive for increased export markets has not yet shown 
significant results. British exports have remained at approximately 
the same value as before the war even though prices in England have 
risen. However, with the low sterling rate for competitive exports, 
with a much widened sterling area which now includes Argentina and 
Brazil in Latin America, the French, Dutch and Belgian Empires 

and most of the Near East, the British have laid the basis for an 
improved trade position throughout the world. 


IMPORTS OF THE BELLIGERENTS 


England has increased her purchases from us less than she did 
during the first year of the last war. In the first year of the last war 
England’s purchases from the United States had increased 70 percent 
compared with the previous year. In this war, England’s purchases 
from the United States are running only 20 percent higher than the 
previous year. The difference is chiefly due to the curtailment of 
agricultural imports, which was not done in the early years of the 
last war. On the other hand, France’s imports from the United States 
in the first year of the last war had increased by 131 percent. In this 
war her purchases from the United States have increased 135 percent. 


United Kingdom imports 


England’s total imports are now running at an annual rate of $1.5 
billion more than before the war, which is an increase of 50 percent. 
Although this increase in the money value of trade is due in part to 
higher prices in sterling and higher shipping costs, the bulk of the 
increase represents a larger volume of imports. 

The United States is the only major neutral country which has 
shared in the increased purchases of the United Kingdom. Prior to 
the war we had one-sixth of the British Market and our position in 
the British market has been maintained at this level. 

The value of the sales by other neutral nations in the British market 
have decreased. Argentina sold 10 percent less in value to the United 
Kingdom during the first two months of 1940 than in the previous 
year even though prices of exports were higher. Since Argentina was 
the Latin American country which was expected to gain most from 
increased belligerent purchases, the other Latin American countries 
(except Brazil) have probably lost even a greater portion of the 
United Kingdom market. Switzerland, Denmark, the Netherlands, 
and Belgium sold less to the United Kingdom during the last quarter 
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of 1939 than in the previous year, although we have no more recent 
information to indicate the trend in trade in 1940. 


France’s imports 


France no longer publishes trade statistics, but the statistics of other 
‘countries which are available indicate that in the first three months 
of 1940 France was buying much more than she did prior to the war. 
United States’ and Canada’s exports to France were four times the 
pre-war exports and Argentina’s were almost double. There are no 
-other statistics available now. 

It is likely that Canada and the United States have been the chief 
gainers in the expanded French market. Of the European neutral 
countries for which data are available, Netherland’s exports to France 
were down by 60 percent, and Switzerland’s exports were down 35 
percent, in the last quarter of 1939. Belgium’s exports, however, 
were somewhat higher. Although Argentina and Brazil have gained, 
‘other Latin American countries have probably lost in the French 
market since French import restrictions would bear heavily against 
‘coffee, cocoa and fruit imports. 


Germany's imports 


From a third to a half of Germany’s normal sources of imports 
were cut off by the blockade, although some imports from this area 
probably elude the blockade by going through third countries. The 
Balkan countries (except Greece and Turkey which have virtually 
terminated their trade with Germany) have expanded their exports 
to Germany by as much as 50 percent since the outbreak of war. But 
Switzerland, Netherlands and Belgium sharply decreased their sales 
to Germany in the final quarter of 1939. Belgium exported 20 
percent less of domestic produce. T 

Nothing is known of German purchases from Russia in recent 
months. 


THE INTER-AMERICAN BANK HAS MORE THAN ADEQUATE SIGNATURES 
FOR ITS INAUGURATION 


The following countries have already signed the convention for the 
Inter-American Bank. The capital to be contributed by each country 
is given below: 


Minimum | Par value creé Down pay- 
ow 


shares ment 

Brari AT Aa. lee See E TE TE $5, 000, 000 50 $2, 500, 000 
Meda Sige Samael spa | 35 3, 500, 000 50 1, 750, 000 
E AE A O. o arte A 30 3, 000, 000 50 1, 500, 000 
Ecuador 1.1. IOMA SAO A re 5 500, 000 25 125, 000 
Aicnragun wee 22) | ee 5 500, 000 25 125, 000 
United States.-...... 50 5, 000, 000 50 2, 500. 000 
Dominican Republic. d 10 1, 000, 000 25 250, 000 
IA ae E S A OE E 5 500, 000 25 125, 000 
Boivin soe € Ae 0 0 A E A 15 1, 500, 000 25 375, 000 

AI. O META LE MO 205 | $20,500, 000 |.--....-.... $9, 250. 000 


Peru is expected to sign the convention later in the month. 

The next step is action by the United States Congress to: (a) grant 
the charter to the bank, (b) ratify the convention, and (e) to appro- 
priate funds for American participation. 
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LATIN AMERICA 


Coffee crisis in Latin America 

The collapse of Scandinavian and the low countries trade is a severe 
blow to the coffee producing countries of Latin America. Their nor- 
mal purchases of 4 million bags of coffee (one-sixth of world consump- 
tion) were vitally needed to hold up an already weak coffee market. 

Until April the burden of the coffee crisis had fallen mostly on 
Colombia and other producers of mild coffee. From July 1939 
through March 1940 their shipments of coffee to Europe fell off 23 
percent and to all outlets 13 percent, while Brazilian shipments were 
maintaining the level of the previous year. Similarily, Colombian 
coffee prices dropped 25 percent while Brazilian markets were steady. 
Now, however, Brazilian coffee prices are weakening while Colombian 
are reaching all-time lows. 

Artificial restrictions in the coffee countries to stem the tide have 
already been initiated. In Colombia the National Federation of Cof- 
fee Growers already holds 300,000 bags at a loss of one cent per pound, 
acquired in an effort to support the market; and an export subsidy on 
coffee has been established. Brazil is curtailing coffee entries to ports 
while more elaborate schemes are debated. (The most likely scheme 
is one which will involve increased destruction and storage of coffee.) 

The coffee picture in a nutshell: Over 25 percent of the market is 
almost entirely lost for duration of the war; 15 percent is subject to 
rationing and other restrictions. A one percent decline in coffee 
prices costs Latin America $2.4 million in exchange compared with 
1938 availabilities. Im seven Latin American countries coffee ac- 
counts for over one-third of total exports. 

Foreign exchange weaknesses in Latin America are emerging 
rapidly. The spreading of the war is narrowing the export markets 
for Latin America. With the invasion of the lowlands, one-fourth of 
the normal export market has been cut off by the blockade. 

Brazil now expects financial difficulties to increase. She formerly 
netted $16 million in free exchange from Scandinavian and low coun- 
tries trade and will lose this and more if coffee prices cannot be con- 
trolled. Thus, she is now wondering if it was wise to have undertaken 
debt service of $13 million this year in addition to speeding the clean- 
up of $20 million in arrears on profit remittances. 

The Colombian foreign exchange situation is rapidly growing 
worse. The black market has depreciated 15 percent in the past 
month, and exchange arrears on commercial transactions are piling up 
in the official market. Colombia has also recently resumed service on 
her defaulted debt—which she now regrets. 

Venezuela, which was the only country in the world to go through 
the depression and financial crises of the period 1929-39 without de- 
preciating her exchange rate, is now confronted with exchange difficul- 
ties. The war in Europe has, up to the present, unexpectedly de- 
pressed the Venezuelan oil industry, which produces 90 percent of 
Venezuela’s exports. At the same time the European coffee market 
has been ruined, and thus Venezuela’s only other important export is 
in a weak position. Furthermore, the completion of construction by 
several large oil producers has reduced the current flow of dollars to 
Venezuela. Asa result of all these factors, dollars have been increas- 
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ingly scarce in Venezuela for the past two months. The free market 
rate has risen from equivalence with the official rate of 3.19 bolivars to 
the dollar to as high as 8.60, a depreciation of 12 percent. Various 
schemes are being considered by the government for overcoming the 
exchange shortage, and the institution of import limitation by the 
exchange office is feared. 

Ecuador, which relies largely upon exports of coffee and cacao as 
a source of foreign exchange, is having exchange difficulties. The ex- 
change rate dropped 15 percent within the last fortnight. 


CHINA 


The sharp break in the value of Chinese yuan during the past few 
days indicates that the Japanese puppet governments have probably 
won an important victory in the currency war with the Chinese Na- 
tional Government. A cable report from Tokio, however, indicates 
regret in Japan at the decline, probably because the Japanese have 
been currently acquiring substantial amounts of foreign exchange 
from their holdings of yuan. 

The Chinese yuan was 29 cents at the outbreak of the war, July 
1937. By July 1938, it had fallen to 16 cents, by July 1939 to 8 cents, 
and by September 1939 to 6 cents. On May 3, 1940, it slipped to 414 
cents, a drop of 11% cents in three days. There is no factor visible 
now which will reverse the trend. Reports indicate very large spec- 
ulative activity on the bearish side. The Anglo-Chinese Stabilization 
Fund has exhausted its foreign exchange. Imports are now at a high 
level and are expected to continue so for the next few months. The 
season for heavy exports from China is not due for two months. 

As far as the foreign exchange needs of the central government in 
the controlled areas are concerned, Chungking is able to obtain funds 
currently from exports through exchange control and in addition has 
official deposits in the United States of $18 million. Our statistics 
show dollar deposits for China of $175 million. Of this sum, $30 
million are owned by Japanese branch banks in China, and additional 
amounts are probably held for other foreign banks and businesses. A 
large amount, perhaps as much as $100 million, is privately owned by 
Chinese. Chinese foreign exchange assets are no doubt also being held 
in other financial centers of the world. There is no indication that 
the Chungking government is able or willing to take over these foreign 
exchange assets of their citizens. 


JAPAN 


The basic factors driving towards inflation in Japan remain un- 
changed. The government borrowed 1,365 million yen in the first 
quarter of 1940 out of expected borrowings of 6,000 million yen for 
the year 1940, which is equivalent to about 40 percent of the national 
income and is an increase of 30 percent in the national debt. Currency 
in circulation is 40 percent higher than a year ago and the rate of 
increase is still rising. 

The control of prices in Japan is becoming the most important do- 
mestic problem facing the country. The importance of the problem 
is indicated by the fact that the Price Policy Council consists of the 
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Prime Minister as Chairman, and has nine cabinet ministers among 
its twenty members. ' 

The attempt to control prices was begun three years ago, in the form 
of government supervision over voluntary agreements covering a few 
commodities, and has expanded until the system of control now covers 
all commodities and controls every important aspect of economic life 
in Japan. During the past year it was found necessary to control all 
costs of production, including wages, rents, transportation costs; but 
it was necessary to go even further, into the supervision of methods of 
production, control of industria] and business expansion, changing 
commercial organization and marketing, and to build up a system of 
government subsidies to private enterprises. Furthermore, it was 
necessary to control the expenditures of the population, to forcibly 
increase the amount of savings from low income groups (incidentally 
adopting the proposal Keynes is advocating for England of forcing 
savings from wage earners and by instituting public sale of “baby” 
lottery bonds of $1 and $2 denominations), and to introduce elaborate 
rationing systems, aye i 

The elaborate price control system is evidently showing some suc- 
cess. The trend of wholesale prices in Japan have been slightly down- 
ward during the past few weeks, but the trend of retail prices in 
Tokio continues slightly upward. In March, the price control in 
Tokio authorized price increases on 14 items, and price decreases on 
22 items, out of a total of 110 items included in the survey. 


Japan’s new trade offensive 

On March 26, Japan’s Premier declared that Japanese economic 
policy would be substantially revised in order to prepare the country 
against the possibility of a United States embargo. In the past few 
months, Japan has been actively engaged in implementing this policy 
through new commercial agreements with foreign countries, with con- 
siderable success in Latin America. The following agreements have 
Deen reported as consummated : 

(1) An agreement with Argentina calls for the annual exchange of 
30 million yen of goods between the two countries. In trade with 
Argentina in 1939, Japan sold only 8 million yen and bought 12 
million yen. The Japanese are to purchase wool, beef and casing; 
not more than 40 percent of the Argentine purchases from Japan will 
consist of cotton cloth. 

(2) A recent agreement with Mexico called for the cash purchase 
of 2.4 million barrels of oìl and its transportation to Japan in Japa- 
nese tankers. A second agreement has just been concluded calling for 
the barter of an additional 2.4 million barrels of oil, in exchange for 
rayon and cotton textiles. In 1938, total Japanese imports from 
Mexico were only $500,000. 

(3) Negotiations are reported to be virtually concluded for an 
agreement with Chile providing for the barter purchase of 50 to 80 
thousand tons of nitrate and some steel in return for industrial goods. 

(4) A new barter agreement with Colombia has been negotiated by 
which Japan will supply as much as 7 million yen of cotton goods 
and other merchandise in exchange for cowhides and coffee. In 1939, 
Japan’s total trade with Colombia was less than 2 million yen. 
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(5) A semi-secret accord is reported with Bolivia for the exchange 
of pid Japanese arms equipment for Bolivian tin, antimony and other 
metals. 

Japan’s exports to Latin America in February 1940 were 136 per- 
cent greater than the year before, but the amount of exports for the 
month was only 10 million yen ($2.5 million). 

Negotiations are reported to have been completed with Spain for 
a barter deal, and negotiations are now under way in several European 
countries—France, Rumania, Italy and Egypt. 

Japan may be able to reduce to a slight extent the dependence of 
her war economy upon the United States by these new trade pacts 
and she may be able to reduce the drain on her foreign exchange 
reserves by greater exports. On the whole, however, Japan can shift 
to these other countries only a portion of the purchases now being 
made in the United States. For her chief supplies of cotton, petro- 
leum, scrap iron, machine tools and other machinery, Japan’s success- 
ful prosecution of the war in China will remain dependent upon 
the United States. 

CANADA 


Canada has become more important to the Allied cause by the 
German invasion of Scandinavia. Her foodstuffs (principally hog 
products) and wood products may now be expected to play an 
increasingly larger role in the war economy of Great Britain although 
naturally the effects are not yet apparent. Thus, despite the shortage 
of lumber in the United Kingdom of near-famine proportions, saw- 
mills in British Columbia are operating at only 60 percent of capacity 
with pulp, paper and plywood plants making a somewhat better 
showing. The principal difficulty is the acute shortage of shipping 
facilities in the Pacific. 

Economic activity in Canada during the past winter was the 
highest in recent years and there is evidence of continued expansion 
as spring activities swing into their stride. The stimulus of war 
contracts continues to be the decisive element in the progressive 
enlargement of activity. The aircraft factories are reported to be 
operating at full capacity and in some cases are enlarging their 
plants. (Their capacity, however, is not large as yet.) Expansion 
of aluminum production facilities is projected as a result of an agree- 
ment whereby the British government has undertaken to buy for the 
rest of 1940 and the whole of 1941 all the Canadian output of aluminum 
which is not required for domestic needs or the meeting of pre-war 
commitments. On the Pacific Coast the ship-building yards are 
making plans for their greatest activity in 20 years as the result of 
receipt of orders for a variety of war vessels. Machinery, iron and 
steel, metal, mining and lumber industries all stand to share in the 
increased business flowing from the government contracts placed with 
aircraft plants and ship-building yards. 

There is a scarcity of skilled metal workers, and employment in 
manufacturing industries is the highest on record. On the other 
hand, there is large unemployment in the building trades, and among 
unskilled and white-collar workers. Relief expenditures were higher 
during the first six months of war as compared to the corresponding 
period a year earlier and there was a steady, though small, rise in the 
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number of employables on urban relief during the first four months 
of war. 

Wholesale prices in Canada have leveled out since the turn of the 
year and are now running 12 percent higher than a year ago. 


UNITED KINGDOM 


Comments on the British budget. 

Estimated expenditures for the present fiscal year are $10.7 billion 
(at $4=£1) compared with $7.3 billion last year. This sum is roughly 
equal to expenditures in the last year of the last World War, and is 
35 to 40 percent of the national income. Of the estimated expendi- 
tures, $8 billion are for war purposes. The estimates appear to be 
understated, as already by March 1940 expenditures were at a higher 
rate than the amount budgeted for 1940-41. In view of the possible 
intensification of the war and of further price rises, it is likely that 
British expenditures will exceed $12 billion. 

Revenue for this fiscal year is estimated at $5 billion as compared 
with $4.2 billion last year, This estimate also appears too low as it 
does not allow for higher incomes resulting from the war boom and 
higher prices. The new taxes fall mostly on the low and middle 
income groups. 

The relative burden of the income tax in the United Kingdom and 
the United States is indicated by the fact that on an earned income 
of $5,000 a married man with two children pays $48, or 1 percent, 
of his income in the United States; whereas in the United Kingdom 
he pays $1,289, or 20.7 percent, of his income. 

The estimated deficit for the present fiscal year is $534 billion, 
compared with an actual deficit of $3.1 billion last year. The deficit 
will be met by a new purchase tax, by further issues of Treasury 
bills, but chiefly by an increase in the long-term debt at a rate of 
interest which will not exceed 3 percent. 


FRANCE 


Wartime disorganization threatens France’s food supplies 

French agriculture has been seriously crippled by the drain of 
manpower resulting from mobilization, As there are no “reserve 
occupations” in agriculture, the greater part of the five million men 
who have been mobilized in France have been drawn from the farms. 
French agriculture is very poorly prepared to withstand the shock 
of such a loss of manpower. 

The agricultural situation in France was the subject of a vigorous 
five-day debate in the Chamber in the first week in March. M. Lam- 
oureux, a former Finance Minister, presented figures showing that fall 
sowing of winter wheat throughout France was only about 30 percent 
of normal, and that half of this had been lost as a result of the excep- 
tionally severe winter. As winter wheat constitutes practically all of 
France’s wheat crop, these figures, if true, reveal the prospect of a 
disastrous failure in France’s staple food crop. 

M. Queille, Minister of Agriculture, replied that M. Lamoureux’s 
figures were “greatly exaggerated,” but he refrained from giving any 
others. France may therefore have to import large quantities of 
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wheat this year from the British Dominions. French consumption 
has never in recent years fallen much below 7 million metric tons, 
which is about the level of normal domestic output. If the figures 
given in the Chamber are correct, production this year may be as low 
as 1.2 million metric tons. If, with the Minister of Agriculture, we 
consider this too pessimistic, we might put probable output at 3 mil- 
lion metric tons. This would be about 5 million metric tons short of 
France's normal consumption, and 3.2 million tons less than she con- 
sumed in 1930, the year of lowest consumption in the past 20 years, It 
is doubtful if reserves are more than one-fourth of a year’s supply. 

Three and a half million metric tons of wheat, equal to about 130 
million bushels, would be worth, at present prices, well over a hun- 
dred million dollars Canadian. 

Other Deputies critized the government severely for having req- 
uisitioned draft horses on a large scale, for having drained the vil- 
lages of mechanics and veterinaries, and for having drawn off farm 
labor for work in industry. As a result of government policies, agri- 
cultural machinery was deteriorating and cattle were without sufficient 
care. 

In defense, the government announced that no more rural labor 
would be drawn into industry. Provision would be made for the 
release of a small number of soldiers for agricultural labor. M. Queille 
announced that certain measures would be made to encourage the 
immigration of labor from Indo-China and Algiers. Spanish and 
German refugees were also being used for farm work, he said. An- 
other hopeful measure announced was the provision for customs-free 
entry of parts for agricultural machinery. 


BRITISH INDIA 


India is dehoarding gold at a substantial rate. Consular reports 
from Bombay show exports of gold on private account of $19 million 
during December 1939 and $24 million during January 1940. Gold 
dehoarding in India has been stimulated by the recent decline in ster- 
ling. The rupee price of gold is now double the pre-1931 level and 
this may be the inducement to Indian inhabitants, who still hold sev- 
eral billion dollars of gold, to dispose of part of their holdings. 

The foreign exchange proceeds from the gold sales are turned over 
to England, in exchange for sterling balances and Indian securities 
payable in sterling which were held abroad. 

Despite India’s extraordinary favorable balance of trade and gold 
sales, the rupee is not likely to be revalued upward as it was from 1917 
to 1920, when the value of the rupee doubled in terms of sterling. By 
recently announcing that it would buy sterling as far forward as six 
months, at the present rate of 1s 6d per rupee, the government has vir- 
tually committed itself to a policy of fixed sterling exchange. | 

The native demand for silver in India has been moderate ever since 
the collapse of the speculative boom in December 1939. Moreover, 
it is very unlikely that India will import more than 30 or 35 million 
ounces during the ensuing year. Stocks of bullion dealers in India 
amount to about 40 million ounces, which is unusually large, and the 
government holds about 140 [million] ounces of silver bullion, in addi- 
tion to about 560 million rupee coins containing 175 million ounces of 
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silver. Some increase in the demand for silver is likely if the agricul- 
tural community is moderately prosperous, but savings in India tend 
more and more to take form of increased holdings of rupee notes and 
bank accounts. 


(Book 262, pp. 413-419) 


CHUNGKING, May 15, 1940. 

No. 530. : : 
Subject: Appeal from the Chinese Government for American Assist- 

ance in maintaining Chinese currency. 
Air Mail. 
Strictly Confidential. 
The Honorable The SECRETARY or STATE, 
Washington, D.C. 

Sm: I have the honor to refer to my despatch No. 529 of May 15, 
1940 reporting an interview with Dr. H. H. Kung, Minister of 
Finance, during which he informed me of the hope of the Chinese 
Government that the American Government would assist China 
financially in its effort to support Chinese currency. 

In this connection I have the honor to report that General Chiang 
Kai-shek, President of the Executive Yuan, asked me to call on him 
on May 14, 1940 and on that occasion reiterated this hope in terms of a 
definite request for such assistance. He repeatedly emphasized that 
the major threat to China from Japanese attack is now in the economic 
field rather than the military and that if American aid in support of 
Chinese currency were given within two months’ time, its effective- 
ness in withstanding Japan’s economic attack would be many times 
greater than if it were deferred. A memorandum of the interview 
is enclosed.* 

Summary of interview—General Chiang inquired whether Mr. 
Johnson thought the United States would enter the war on the side 
of the Allies. Mr. Johnson did not think the United States would 
enter the war. General Chiang said that the outcome of the struggle 
with Japan would be influenced by the economic phase, as opposed to 
the military phase, in the proportion of seven-tenths to three-tenths. 
Great Britain and France could no longer extend effective aid to 
China in support of its economic structure and of its currency; there- 
fore, American assistance in these directions, especially support of the 
currency, had now become a crucial factor in determining the outcome 
of the struggle between China and Japan. General Chiang asked 
that Mr. Johnson telegraph his Government the view of General 
Chiang that the economic phase of the Japanese attack on China had 
become the dominant one and conveying the earnest hope of the Chi- 
nese Government that the American Government would extend finan- 
cial assistance in some form to China in its effort to maintain Chinese 
currency. He asked that Mr. Johnson emphasize the extreme impor- 
tance of promptness in extending this assistance, if the economic 
structure of the nation were not to be placed in a situation of great 


1 Enclosure : Memorandum of interview between General Chiang Kai-shek and Ambassador 
Johnson on May 14, 1940. 
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peril. Mr. Johnson said he would be glad to transmit General 
Chiang’s message, but he supposed the Chinese Government would 
take up the matter with interested authorities in the United States 
through some qualified representative. General Chiang said that, of 
course, the Government would send a special representative to the 
United States to conduct negotiations, if the American Government 
indicated its readiness in principle to extend some form of financial 
assistance to China in maintaining the Chinese currency. 

General Chiang’s manner and tone throughout this interview gave 
clear ovidence that he believes that the present moment is one of 
grave importance in China’s resistance to Japan. He spoke with his 
customary terseness and precision, choosing his words carefully. He 
used no rhetorical devices, nor did he make any appeal to the emotions. 
His presentation of China’s request for assistance in its effort to sup- 
port China’s currency was that of a soldier dealing with a military 
problem. He described the problem and the objective, and the means, 
as he conceived them, to achieve that objective, and he asked for the 
assistance of the American Government. It was evident that he spoke 
on the assumption that the American Government desires that China 
shall succeed in maintaining its independence against Japanese aggres- 
sion and he devoted no attention whatever to that point. 

Respectfully yours, 
NELSON TRUSLER JOHNSON. 


Original and four copies to Department by air mail to Hong Kong, 

Copy to Embassy, Peiping, 

Copy to Embassy, Tokyo. 

851/710 True copy of 

WRP:MCL signed original. 

(Enclosure no. 1 to despatch no. 530 dated May 15, 1940, from 
American Embassy at Chungking on subject: “Appeal from the 
Chinese Government for American Assistance ın maintaining 
Chinese currency.”) 


MEMORANDUM OF CONVERSATION 
May 14, 1940. 
Subject: Hope of the Chinese Government that the American Gov- 
ernment will extend financial assistance in support of Chinese 
currency. 
General Chiang Kai-shek, President of the Executive Yuan 
Mr. Johnson, American Ambassador 
Present: 
Madame Chiang , A ’ 
Dr. H, H. Kung, Minister of Finance and Vice President of the 
Executive Yuan f J 
Dr. Wang Chung-hui, Minister for Foreign Affairs 
Mr. Arnold, American Commercial Attache 
Mr. Peck, Counselor 
Mr. Johnson called on General Chiang, at the latter’s request, at 
6 p.m. He was conducted to the residence of the Generalissimo by 
Dr. Wang Chung-hui, who acted as interpreter during the interview. 
General Chiang and Mr. Johnson discussed in general terms the 
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current military developments in Europe and then General Chiang 
said that in his opinion the entrance of the European war on its new 
phase would bring changes in the Far East. He inquired whether 
Mr. Johnson would care to express any views on the subject. 

Mr. Johnson replied that he wondered whether changes in Europe 
would produce corresponding changes in the Far East; he was inclined 
to think there would be no changes in the Orient consequent on 
European events. 

General Chiang inquired whether Mr. Johnson thought the Allies 
would win the war; he, himself, thought that the position of Belgium 
was exceedingly serious. Mr. Johnson expressed the opinion that the 
Allies would be victorious. General Chiang asked whether this 
meant that Mr. Johnson thought the United States would intervene 
on the side of the Allies if the war seemed to be going against them. 
Mr. Johnson said he could make no prophecy, but he did not think 
the United States would enter the war. 

General Chiang remarked that China's resistance to Japan was on 
two fronts, the military and the economic. China had displayed such 
military strength that Japan was now concentrating on an economic 
attack on China. The result was that the relative weight of the two 
factors in determining the outcome of the struggle was military three- 
tenths and economic seven-tenths. China could continue military 
resistance, provided it could resist the economic attack. China was 
grateful for the past friendship of the Governments and people of 
the United States, Great Britain and France and for their assistance, 
which had been received in considerable amounts from Great Britain 
and the United States and in lesser amount from France. However, 
Great Britain and France, because of the demands imposed on them 
by the intensified struggle in Europe, would no longer be able to 
extend financial assistance to China against Japan and the willingness 
of the United States to assist China financially had become, therefore, 
a crucial factor in the outcome of the hostilities. General Chiang 
stated that China’s ability to continue armed resistance depended in 
a vital way on the internal economic stability of the country, which, 
in turn, rested on China’s currency. He would appreciate it, there- 
fore, if Mr, Johnson cared to express an opinion whether the American 
Government would be disposed to extend to China some form of 
financial assistance in its effort to support Chinese currency. 

Mr. Johnson said that, again, he could not assume to make any 
prophecy, but he would point out that requests for financial assistance 
in the support of currencies in the world were likely to be presented 
to the American Government by various countries. 

General Chiang said that it was his intention to address a message 
to the President of the United States, but he would be grateful if, in 
the meantime, Mr. Johnson would telegraph to the American Govern- 
ment, reporting his conversation with General Chiang and dwelling 
especially on the fact that the economic phase of the Japanese attack 
on China had now become the dominant one, and on the earnest hope 
of the Chinese Government that the American Government would 
extend assistance to China in its effort to maintain Chinese currency. 
General Chiang asked Mr. Johnson to emphasize, also, that it was 
critically necessary that such assistance, if rendered, should be given 
at the earliest possible date; he said that any given sum advanced 
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promptly would be ten times more valuable than the same sum placed 
at China’s disposal at a later date, and he could not but feel that 
unless China received the indicated financial assistance within a 
period of two months, the economic structure of the nation would be 
placed in a situation of great peril. 

Mr. Johnson replied that General Chiang had described the 
situation with great clarity and force and that he would be glad to 
accede to the General’s request and report the conversation to 
Washington by telegraph. He supposed, however, that the Chinese 
Government would want to have some qualified representative discuss 
the matter personally with the interested authorities of the American 
Government. General Chiang replied that if the American Govern- 
ment were to indicate that it was prepared, in principle, to consider 
giving financial assistance to China, with especial view to the support 
of the currency, the Chinese Government would, of course, send a 
representative to the United States to take up negotiations. 


W.R.P. 


Book 263, pp. 157-169 
oa Mar 16, 1940. 
9:30 a.m. 
Grour Mrrrine 
Present: 

Mr. Sullivan 
Mr. White 
Mr. Foley 
Mr. Young 
Mr. Harris 
Mr. Gaston 
Mr. Haas 
Mr. Cochran 
Mr. McReynolds 
Mr. Schwarz 
Mr. Bell 
Mrs. Klotz i 

H.M. Jr: Of the 396 Emergency Relief employees dropped in Pro- 
curement, 208 have found other employment. That is not bad. 

Herbert? 

Gaston: I haven’t got anything but a final report from the Coast 
Guard on the concentration of Japanese tankers. The report is that 
the result of search was negligible. 

H.M. Jr: How was the Berle thing yesterday? 

Gaston: I had the men counting there with a counting machine and 
they had told me that there were 1180-some at the time they left. 

H.M. Jr: How many? i 

Gaston: 1180 at the time they left and they were still coming. 

H.M. Jr: Ed? 

Foley: Dan and I saw Pat Harrison yesterday afternoon and 
talked to him about general exemption for the Treasury from the 
Walter-Logan bill. He said he was against the bill and he said he 
would do what he could to get an exemption. It might be that he 
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could only exempt the financing, but he would try to exempt the 
entire Treasury, and he was very cooperative. 

He also said that he would like to get a call from the President 
in connection with financing the defense appropriation. 

H.M. Jr: So would I. f ; i 

Bell: I think it would be very helpful if the President called him. 
He is in a very cooperative mood right now. | i 

Foley: He says he wants all this petty dickering and fighting to 
stop and everybody to get together on the Hill and stand with the 
Administration. He is just sitting there hoping he will get a call 
to come down so he can discuss exchange ideas. 

One more thing. Francis Biddle called up yesterday afternoon 
while I was down on the Hill and said that Senator Stewart had 
called him and asked if the Treasury would furnish the services of 
Thomas F. Saber, an investigator in Chicago, for the wire-tapping 
committee. They called on Justice and SEC and Interior and they 
had made people available and the committee was asking for Saber. 

H.M. Jr: Who is Saber? 

Foley: He is one of our men, apparently, in the Intelligence Unit 
out in Chicago. 

H.M. Jr: Why Saber? 

Foley: He just said the committee would like to have his services. 
He had been checked and they wanted him. 

H.M. Jr: Well, you had better find out who he is, and so forth 
and so on. 

Foley: Yes. 

H.M. Jr: The three of you (Gaston, Foley and Sullivan) handle it. 

What else? 

Foley: The other thing, Jerry Frank called up yesterday after- 
noon and wanted me to ask you whether you would like to have a 
man by the name of Whitmore Hodges, who used to be Secretary of 
the Business Advisory Council and who knows all of the business- 
men, make some kind of a statement calling on businessmen for 
patriotic cooperation in connection with war orders and all the rest of 
the things. 

H.M. Jr: The answer is “nuts.” Agree with me, Basil ? 

Harris: Yes. I was just wondering whether the machine got it. 

H.M. Jr: You know, all of these people discovering there was a 
war, Wallace and Ezekiel discovered it—KEzekiel got so emotional 
yesterday. I never saw anything like it. He has just discovered 
there ls a war. 

O.K.? 

Sullivan: I have nothing. 

Cochran: Paris and London stock markets are naturally quite 
weak this morning. Our own market opened strong with steels and 
airplanes leading the rise. We bought no silver yesterday. It is the 
first day for quite a while. India may try to get some. Their prices 
are pretty high. The price in London is almost equal to our er- 
ican price of 35 cents. 

We had a telegram last night from China, rather insistent on our 
giving some help to our stabilization fund. I mentioned this because 
they may bring 1t up direct with the President. 

H.M. Jr: Phil? 
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Young: Do you wish me here at 11:30? 

H.M. Jr: Yes. Also get Collins here at that time, will you? 
What time did you leave my house last night? 

Young: Did 1? 

H.M. Jr: Yes. 

Young: About 11:00 o’clock. 

H.M. Jr: Did you go down to the station with him ? 

Young: No, sir, I sent him down in the car. 

H.M. Jr: Never left until 11:00? 

Young: About 11:00 o’clock. It took him quite a while to get his 
cables off. 

H.M. Jr: Chick? 

Schwarz: Nothing. 

H.M. Jr: George? 

Haas: I have nothing. 

H.M. Jr. Basil? 

Harry? 

White: You may have noticed this brief cable from Kennedy on 
gold. Itisa little ironic. If you haven’t, I think you probably would 
like to see it, in the light of his previous letter. 

H.M. Jr: Oh, yes, I saw that. 

White: Did you intend anything to be done with respect to that 
Wallace letter? Did you want a written report on it? 

H.M. Jr: I tell you what happened. Hopkins called me up a few 
minutes ago—1 can’t follow all these things—and he says he thinks 
the Wallace plan is cockeyed and what did I think about it. I said, 
“Well, all I know is how I feel about the stabilization fund,” and he 
said, “Well, I know how you feel about it. Have you changed?” 
And I said, “No.” He said, “Well, I have a much better plan to do 
the strategic materials than Wallace has,” and he said, “Do you want 
to kill the plan?” and I said, “Well you can say that I am against us- 
ing the stabilization fund for those purposes. 1 don't think those 
are the purposes,” and he said, “Well, the plan is dead.” 

Let Hopkins take care of 1t. Hopkins considers himself respon- 
sible for strategic war materials. 

White: Do you know what plan he has? 

H.M. Jr: I think his plan, as I understand it, is that he wants 
to form a nonprofit corporation. 

White: Oh, yes. 

H.M. Jr: To buy up through the RFC tin and rubber. A 

Incidentally, I got the President word last night to include in his 
message provisions giving authority to control exports and reexports 
of strategic war materials and they have sent word to Jackson to get 
in a paragraph on that. That is the place to put it. 

Anything else, Harry? 

White: With reference to the Chinese request, I don’t know whether 
Merle is talking about the same thing, but I am talking about their 
possible suggestion that we do the same thing with Chinese balances 
here that we have done with Dutch and Norwegian, et cetera. Now, 
we were giving some thought to that. Did you want to spend any 
attention at all—there is over a hundred million dollars that they 
might be able to put their hands on. 
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H.M. Jr: Well, Mr. Bell is in charge and under Mr. Bell comes 
Mr. Upham. 

White: Well, it isn’t related to that problem, it is related to the 
question as to whether or not you want to give an opportunity for 
tne Chinese Government to get hold of foreign balances of individual 
banks, et cetera. It is not a foreign exchange problem as much as 
a question of whether you want—a question of policy. 

.M. Jr: See whether you can sell it to Mr. Bell. He has had four 
days’ rest. 

Bell: I feel good. 

White: There is a letter here which Ed Foley and I drafted for 
your consideration to Mr. Chen and there is a story behind it, if you 
want to take it up sometime. 

H.M. Jr: No, not now. Ty 

White: Well, I don’t think you want to sign it now. 

H.M. Jr: Well, don’t leave it on my desk. It would just get for- 
gotten. See me with Foley sometime. 

White: The Latin-American exchanges are all getting in bad shape. 
They will probably get worse. 

Gaston: There was a story on the ticker yesterday afternoon that 
the British Purchasing Commission was buying some 200 small 
vessels, light vessels and other craft, for use to transport supplies 
across the channel from England to the Continent. It will present 
a legal problem. I don’t think it is our problem, but I thought you 
might be interested in it, as to whether we can permit the transfer. 
The Maritime Commission said that they hadn’t yet had an 
application. 

H.M. Jr: I hope I don’t get any. 

Incidentally, Basil, the English have sent a cable to withhold the 
nggacent on that toluol on that boat and they hope to have an answer 
today. 

Harris: We have got enough time to turn around on it. 

H.M. Jr: But I just thought if they do not issue a navicert, what 
will happen ? 

Harris: If they do not issue a navicert, the British will take the 
ship into Gibraltar. 

H.M. Jr: Does anybody know who sold that toluol to them ? 

Harris: Well, the only name that I got was that name on there, 67 
Broadway or Broadstreet, or something. I can go back and try and 
find that. I think I can probably get it. 

H.M. Jr: Could you? 

Harris: Yes. You mean where it came from and who sold it? 

H.M. Jr: Yes, I mean if they would like to sell it over again. 

Harris: Yes. 

H.M. Jr: It has been done before. 

Harris: It is a funny thing. I looked that word up and I can’t 
find that word in the dictionary. 

H.M. Jr: I think itis mixed up. It is toluol. 

Harris: How do you spell it? 

Gaston: T-o-1-u-o-l, 

Harris: No such word in the dictionary. 

Gaston: It is the basic 

Harris: That is what I thought, but I can’t find it. 
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Gaston: It makes trinitrotoluol. 

H.M. Jr: You spelled it differently. 

Harris: That is the only word I could get in the dictionary, toluene, 
and it is a coal part of the tar derivative, but I couldn’t find the word 
toluol and that is the only word I have ever heard of. 

Foley : What dictionary did you look in? 

Harris: New Deal. 

H.M. Jr: You win. Did you have to borrow one from Harry? 
That is all right, Basil, that is okay. The word toluol is like the word 
molybdenum, nobody can pronounce it. 

Are you through, Harry? 

White: There is just one dismal or remote note or possibility there 
I would like to suggest, that in the evaluation of gold—remember in 
your speech you said that so long as there are independent nations, 
gold will continue to be used. I don’t know what the possibility, ob- 
viously, is of Germany getting any kind of a decisive victory, but I 
think that should be taken into calculation. 

H.M. Jr: What do you want me to do, make another speech ? 

White: No. I would want to possibly in reexamining the volume of 
the gold and the possibility of victory, I think both factors should be 
taken into consideration, that if the use of gold can be used to make 
that possible victory any more remote, I think it is kind of an invest- 
ment. I am not suggesting it, I am merely raising that issue, because 
any kind of a quick victory by Germany would very definitely alter 
e oetaili es for the use of gold as an international medium of 
exchange. 

Gaston: By the way, Harry Sherman of the Book of the Month 
Club called up yesterday afternoon. He said he was writing an ar- 
ticle for the Post. I assume it was the Saturday Evening Post. He 
had heard about your speech and wanted a copy of it and I sent it to 
him. Maybe he ought to have some other material. 

H.M. Jr: Bell? 

Bell: Senator Miller is heading the Subcommittee of the Banking 
and Currency Committee. Miller is taking Burns’ place while Burns 
is on some other work, to consider the Bankhead-Jones bill, that is 
the agriculture bill that reduces the rate, and so forth. He has asked 
me to come up there either tomorrow or Tuesday. I did my best to 
get out of it, but he insisted. If you have no objections, Mr. Haas 
and I will go up. 

H.M. Jr: All right, What else? 

Bell: Senator Hatch said 

H.M. Jr: Where is that appropriation that I wanted to move the 
gold out of New York to Fort Knox? 

Bell: Well, a memorandum went to the President the day I left and 
I haven’t heard anything from it. 

H.M. Jr: Will you follow it up and see whether it has gone up on 
the Hill or not? 

Bell: That didn’t come back? 

H.M. Jr: I don’t know. Will you follow it through? 

Bell: Yes. I assumed that would come back to prepare an estimate 
for the President. 

Senator Hatch heads the Subcommittee of the Public Lands and 
Surveys Committee of the Senate, which investigates the administra- 
tion of the Great Smoky Park and he has asked the Treasury to de- 
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tail two accountants to help them out on some of the work down there 
in the accounting. We told him we would be glad to cooperate but 
it looked to us as though it was a Comptroller General matter and 
they said they had had it up with the Comptroller General and it 
would be agreeable to have the Treasury do the job. We told him we 
would be glad to do it, providing that they had discussed it with 
the Comptroller General. 

H.M. Jr: O.K. 

Bell: We signed a general license a few days ago to exempt all of 
the funds of the Netherlands Government. The Netherlands Minis- 
ter sent in a letter late last night asking us to revoke that license. 1 
think there is nothing else to do but revoke it, I guess. We issued it at 
their suggestion and now they are not certain what is happening 
and—should we take it up with the State Department ? 

H.M. Jr: I think so. 

Gaston: We spent quite a lot of time talking to them and asking 
whether he really wanted this and telling him that we would have 
much better control and we thought it would be safer not to issue it. 

H.M. Jr: Listen, I told him that by waiting in Norway it was all 
to the good and then Mr. Welles called me up and put the pressure 
on and he wanted it done as of that date. 

Cotton: Did he say why he wanted it revoked? 

Bell: Well, they are just afraid of what is going to happen over 
there, the kind of orders that are coming through from the 

atone Well, they can’t put any pressure on him over here, can 
they ? 

Foley: They can set up a puppet state over there, though. 

Bell: The orders for transfer of these funds may come from the 
Netherlands. 

Gaston: I think that is all to the good, but we are revoking it on 
their request. 

H.M. Jr: Will you clear it with State? 

Bel: Yes. The Norwegians apparently wanted the same thing 
that you had given the Netherlands, a general license, and the Min- 
ister talked to Bernstein and he told him what might happen and now 
he said, before we issued it, that we would like to have him think 
over those matters. Well, that has been three days ago and he hasn't 
come back, so apparently he thought them over. 

H.M. Jr: Mac, take a minute and tell them about your idea on a 
survey ofemployees. Mac has gota swell idea. 

McR: Well, my idea is to have the Civil Service Commission make a, 
survey of available personnel, particularly in productive fields, civilian 
fields, based on the Government’s needs for additional civilian person- 
nel. They have got to qualify these fellows to go into the Navy Yard 
and the arsenals and the Navy has an estimate for 50,000 additional 
civilian employees in this estimate that goes up today and they asked 
for—they put in, as a matter of routine, exemption from Civil Service. 
It would permit the Civil Service to recruit them. They can recruit 
them cheaper than you fellows can after all, but they are going ahead 
with a survey of available man power—of course, the first thing they 
will do is to—and what they are doing currently is to find out exactly 
how far they have gone in the employment service, labor statistics and 
all the different spots, including the information they have about 
qualified personnel in the Coast Guard and the Maritime Commission. 
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Find out what the Government—how far it has gone to ascertain avail- 
able personnel in the various industrial fields as well as the other types 
of personnel that the Government is going to have to recruit, looking 
at 16 from the standpoint of what the Government has got to hire, who 
there is available and whether there is trained personnel for it. 

Now, as the corollary to that, we have got to find out what the situa- 
tion is and what has been done by the larger industries. We have the 
same kind of people to hire. I’ve got some of the large corporation peo- 
ple coming in to talk to me about it. We are getting the best people we 
can to head it up from the Civil Service angle with the idea that we 
will find—I have not doubt that we will find that in some fields there is 
a lack of adequately trained personnel to push your program forward 
as fast as you want it. It is too bad, but it doesn’t do any good to just 
find it out, but when we find it out we have got to do something about 
training them. The idea is to get a training program started. 

Now, the Navy Yard has a very intelligent training program plan 
for training people for Navy Yard work and things of that sort. 
Now, I want to find out how far that has gone, whether adequate 
training facilities are being provided and if we are short of trained 
personnel in the various fields, it is too bad that we haven’t got them 
trained and all that sort of thing, but there is no use remaining in that 
situation and the quicker we find out about it and undertake to do some- 
thing about it, the better off we are. It is just a survey proposition to 
start with, to find out where the lack is, and the next step is, of course, 
through the President’s authority that he has got to enable training 
programs to be started, and I suspect—1 had a conference with some 
of the corporation people last night. I suspect we could get plenty of 
cooperation from the larger manufacturing groups in developing 
training programs for skilled personnel.  — 

White: How big a program are you envisaging, I mean how can 
you tell whether you have got the adequate number of trained—inde- 
pendent of a particular sized program, that you start on some assump- 
tion 

McR: Well, we have got a program of production. The expansion 
of production facilities that you have got to hit at in various fields on 
this present preparedness program, Harry. i À 

White: I say, what are you hittingat? You mean this new possible 
expenditure or something beyond that? Ñ 

McR: Well, as an initial inquiry, we are confining ourselves to what 
the President is asking today. It doesn't matter if we get the facts 
with relation to that size program, you have got the basis on which you 
can go as much further as you may haveto. 

H.M. Jr: It is very intelligent and I think it is excellent. 

O.K., gentlemen, thank you all. 
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Mr. Gaston 
Mr. White 
Mr. Graves 
Mr. Haas 
Mr. Cotton 
Mr. Harris 
Mr. Cochran 
Mr. Foley 
Mr. Bell 
Mr. Schwarz 
Mrs. Klotz 
Mr. Sullivan 

H.M. Jr: Today is Ed’s birthday. What is it, Ed, 35% 

Foley: That is right. 

Gaston: You are eligible to be President now, aren’t you, Ed? 

Foley: I can run. 

H.M. Jr: Mr. McReynolds? 

McR: I don’t have anything. 

H.M. Jr: Chick, did you get that fixed up? 

Schwarz: Yes, sir. 

McR: I have got the record completed on that conference with the 
President yesterday. That fellow that called up, you know, I told 
him the answer was no. He said he had already had his ears knocked 
back by the Secretary and he wasn’t going to stick them out again 
and that he would take your answer. 

H.M. Jr: Is that what he said? Well, it is most ridiculous. I 
knew Tom Beck 20 years ago and he called up and I thought for old 
times’ sake I would answer the telephone. I said hello to him, “How 
are you?” He is president of the Colliers and Crowell Publishing 
Company and so forth and so on and he says, “Now, Henry, I would 
like to know whether I can put a red neon sign on the Treasury to 
advertise this aviation chamber of commerce meeting that is coming 
Sunday,” and I said, “Well, Tom, I have got a pretty good sense of 
humor, but it seems to me it is pretty silly for you to call me up in 
these times on a matter like that.” Can you imagine? I felt like 
saying, “Why don’t you call up the President? Maybe he could help 
you out. He hasn’t got anything to do.” 

McR: Of course, what happened was, they called me and I told 
them no and apparently Tom, knowing you, thought he would get a 
different answer by calling you, but Tom said he was very grieved as 
far as I was concerned. He said, “I am not going any further, I will 
take your answer.” 

H.M. Jr: Well, I just wanted to make sure he didn’t get it. 

McR: He didn’t get it. 

H.M. Jr: O.K. Anything important? 

McR: No. 

H.M. Jr: Dan? 

Harold? 

Harry ? i 

White: You may have noted that China has been selling securities 
very heavily for the last three or four days in the Far East and we 
were wondering what it was and we got in touch with the SEC and 
asked them to make investigations, since it was occurring over four 
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days consecutively and we have got the concern’s name and we are 
trying to find out how wide they are and if possible who is selling it 
and soon. We haven’t any definite information yet, but we may have 
some by tomorrow, but it is a very unusual circumstance. 

H.M. Jr: Mr. Bell, you didn’t report on your trip to Mr. Hull 
yesterday. 

Bell: That is right. Well, it wasn’t very successful. Mr. Hull, 
of course, didn’t have a lot of time to give to it and we went down in 
Dr. Hornbeck’s office and talked for an hour or so and it finally wound 
up that Dr. Hornbeck was to tell the Chinese Ambassador that his 
government did not want to receive their cable and that he had no 
suggestions to make as to a reply but that the State Department would 
go on and consider the memorandum which we left with them and we 
will hear from them later and he said undoubtedly it would take 
two or three days. 

H.M. Jr: Harry? 

White: There is a personal communication to you from Nicholson 
from the Bank of China. They want to make some arrangement to 
safeguard their property in Shanghai by creating an American cor- 
poration. We will take it up here. 

H.M. Jr: Please, 

White: This is a matter of a little interest. The trucks which ap- 
parently China has in Indo-China—— 

H.M. Jr: They are stuck, 650 of them. 

White: They are holding them. 

H.M. Jr: 650, is that right? 

White: 648, isn’t it? No, 650. 

H.M. Jr: Just checking up on myself. 

White: You may also aes noticed the statement that there was a 
feeling that about a third of the Netherlands reserve of gold was left 
in Netherlands. 

H.M. Jr: Can’t you give me any good news? 

White: Well, I have got a letter here that I have been trying to get 
you to sign for a couple of weeks. It is good news for somebody if 
you sign it. 

H.M. Jr: What is it, a raise for somebody ? j 

White: No, it is just that Chinese letter that you were going to 
consider. 

H.M. Jr: Can I read it? 

White: Oh, yes. 

H.M. Jr: I mean, is it in Chinese? That puts me under great 
handicap, I have got to sign it. Well, I would love to do that. 

White: That is fine. 

H.M. Jr: That is easy. 

Bell: Does it cost us anything? ld | 7 a 

H.M. Jr: No, the only thing I am opposed to is this anti-stabiliza- 
tion club, these second-story workers who stay up nights trying to find 
new ways to—— > 

White: That is very funny, because there is another one coming in 
tomorrow from Mr. Welles. 

H.M. Jr: Incidentally on that, do you know what the President 
calls the stabilization fund? My youngest child. He says that is the 
way I treat it. 
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White: It is more like catnip with a lot of tomcats around. Let’s 
let that pass. 

H.M. Jr: All right, go ahead. 

White: Take that out of the notes. 

H.M. Jr: Go ahead, Harry. 

White: That is all I have. 

H.M. Jr: It is enough. y 

Harris: There are five ships in New York that either are loading 
or will presently load for Italy and they are taking full cargoes, in 
one case steel, in another case benzene, and the other one has the 
toluol and what-not. The first of those can’t arrive—they are very 
slow boats and they can't arrive in Italy until June 15. None of 
these ships can reach Italy before the 15th of June, even 1f they are 
not held up by the British control. If that has any bearing on the 
situation, it would look like there has been no effort to call back Italian 
ships in a hurry. j 

H.M. Jr: I tell you what I would like you to do. I would like you 
and Gaston to see A. A. Berle and between you and Berle, settle it. 
Between you and Gaston and Berle, settle this thing, see. 

Harris: What do you mean, settle it? 

H.M. Jr: Well, either that we are going to let them sail and no 
monkey business, or some monkey business. 

Harris: That has all been settled. Until some legislation passes, 
there is nothing we can do. 

Gaston: There is nothing we could do but a short delay. 

H.M. Jr: I thought you had a way of holding up that one ship. 

Harris: Well, I haven’t given up on that yet. It just depends on 
whether my man makes good. Unfortunately, he has been drunk 
for five days. He is under indictment as well. 

White: What is your other friend doing, Basil? 

Harris: He is going to stagger to victory. 

H.M. Jr: Federal indictment? 

Harris: Yes. 

H.M. Jr: That ought to be helpful. 

Harris: He is a labor leader. I won't give his name publicly. 

H.M. Jr: Mr. Arnold was around here yesterday and telling me 
he would help, he would turn the steam on or off, any way 1 want it. 
a facetiously. He hasn't got much sense of humor on himself, 

as he? 

Foley: It isn’t very good. 

H.M. Jr: His crowd liked what I said, but he didn’t, did he? I was 
surprised because he likes to give it so well to other people, but he 
couldn’t take it, could he? 

McR: Well 

H.M. Jr: He didn’t think it was so funny. 

McR: I know, but give him time. He will Jaugh about it later. 

White: There is a draft of a bill that has been prepared which the 
State Department has that would give the President very broad 
powers to handle just this situation. If the State Department knew— 
probably they do know about this toluol 

H.M. Jr: It was told us by the State Department. 

Harris: Oh, they know all about it. 

H.M. Jr. O.K. 
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Harris: Procurement Department, everybody knows about it, but 
there just is nothing we can do at the moment. 

H.M. Jr: George? You haven’t given me that one on where the 
steel ingots are. 

Haas: Oh, I was planning on giving you that tomorrow. 

H.M. Jr: Is that when you will have it? 

Haas: I had it for this morning but the map wasn’t made. 

H.M. Jr: Are you also overslept? 

Haas: No, I am all right. I don’t think so. What made you ask? 

H.M. Jr: This is getting a little too rough around here. 

Klotz: If you want to tell it, I will go out. 

Haas: Go ahead, I can take it. 

H.M. Jr: No, it was on Mac yesterday, so it is all right. I thought 
those telegrams were very encouraging. We have these 26 business 
concerns who report weekly their orders. One of them told me that 
business had gone to pot, so George sent out telegrams and he has 
heard from practically all of them with the exception of two, I think. 
Their business had not been disturbed last week and it was going 
pong At the same rate of increase as it had right along. Is that about 
right ¢ 

‘Haas: That is right, and three of them showed rather large 
increases. 

H.M. Jr: It just shows how one man comes in here and told me his 
whole business had collapsed last week, a big manufacturer. You 
can’t go by one isolated instance. 

White: He must have been producing French flags or something. 

Harris: French dictionaries. 

H.M. Jr: I am just laughing because you are so silly, not because 
you are funny, Harry. I don’t want you to think that that is really 
wit. 

White: On the contrary, I think it is a very witty remark. 

H.M. Jr: I am for anything that will give a good laugh. O.K.? 

Sullivan: I talked with Johnson this morning and he can’t figure 
out any way in which they can advance the release dates on that pow- 
der to the British, but he sent Colonel MacMorland over and I think 
he is in there now. I don’t understand what he means, but if we can 
figure out any way, he will try to be a good soldier. 

H.M. Jr: Listen, I must—well, see if we can get it the first of June. 

Sullivan: Yes, sir. 

H.M. Jr: And I will take the first of July if I have to, but I would 
like the first of June. . 

Sullivan: All right. There are two things. We want 400,000 
pounds a month starting the first of June. Now, it is 200,000 starting 
the first of October. 

H.M. Jr: Oh, that is terrible. 

Sullivan: And I am trying to— ! : 

H.M. Jr: Well, he has got to be a good soldier and I will tell you 
what we will do. Let's stick to the first of June. It is Just as easy to 
stick to the first of June. Will you do that? n 

Sullivan: Yes, sir. Suppose they offer 200,000 starting the first 
of June? 

H.M. Jr: I don’t know the picture. I would have to go into it with 
you. Don’t give in anything without coming to see me. What else? 
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Sullivan: Mr. Young suggests that we had better talk with Purvis 
again before we give them the final word on that. 

Young: I think we also ought to talk to Colonel Burns. 

H.M. Jr: On what? 

Young: Powder. 

H.M. Jr.: Well, if you two fellows could carry the ball up to the 
place you are stymied, it would help me a lot. 

Sullivan: All right, sir. 

H.M. Jr.: And I tell you what the two of you might take on to- 
gether, as long as you have contacted Louie Johnson, is those machine 
guns for the airplanes for the Allies, those 14,999 machine guns they 
need, Colt. That is stymied in the War Department, too. So I think 
if you—do you know about it ? 

Sullivan: No, haven’t heard of it. 

McR.: Well, the munitions 

Haas: Thisis anew system. 

H.M. Jr.: They were all agreed and ready to sign last Wednesday 
when Louie Johnson stopped them for some reason or other, 
Sullivan: You mean the War Department was ready to release ? 

H.M. Jr.: It was just a new order, brand new guns. They need 
these guns for the planes and the President last Friday at Cabinet 
told Woodring he wanted it done by Saturday. 

Young: 1s that this Colt contract along with the two million five 
hundred thousand capital assistance ? 

H.M. Jr.: Thatis right. Give the story to Sullivan. 

Young: Idon’t think 1 have it all. 

H.M. Jr.: Well, get it and fight it out. 

Sullivan: Who knows it, Purvis? 

H.M. Jr.: Yes. Will you, because it is a question of working it out 
with Louie Johnson and I would like your help, John. 

Klotz: Ballantyne knows the story. 

H.M. Jr.: Ballantyne does? 

Klotz: I think so. 

Young: Isn’t there a major question of policy there as to the Allies 
putting up all the assistance while the Army is getting some of the 
powder at the same time? 

H.M. Jr.: Idon’t know what it is. 

Young: There isa major question there, I think. 

H.M. Jr.: I don’t know, but I would like Sullivan to help, because 
it is a question of sitting down and sweating it out with Louie John- 
son. I talked to Louie last week. Friday at Cabinet the President 
said to settle it. I spoke to the President last night on the machine 
guns and the powder and he said, “Settle it by tomorrow.” 

McR.: He wanted them to go out in the Cabinet room and settle 
it before they went home. 

H.M. Jr.: So I think, John, if you could get in on this, it would 
help. I mean, you have got time, haven't you? 

lane Yes, sir. 

Young: No comments. 

H.M. Jr.: Chick? 

Schwarz: I would like to check on this reference to Dr. Mead and 
Professor Taylor as special advisers in connection with Government 
procurement related to the national defense program. 
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H.M. Jr.: Special advisers to me? 

Schwarz: You have appointed them as special advisers. 

H.M. Jr.: Have you got a release on it? 

Schwarz : It will soon be ready. 

H.M. Jr: How does it go? 

Schwarz: Secretary Morgenthau today announced the appointment 
of Dr. Mead and Mr. T with their titles as special advisers in 
connection with Government procurement related to the national 
defense program. 

H.M. Jr: Does that sound all menue 

Bell: Special advisers to whom ? 

McR: Secretary of the Treasury. Do you want to identify it 
further? 

Schwarz: I say, too, that they have been designated by the President. 

H.M. Jr: Oh, let me do it verbally, and just have their history. 
Cut off the rest. Have you got the history ? 

Schwarz: I have the history following. We can fix it up. We can 
give them the history afterwards. 

H.M. Jr: Yes, I will just tell them who they are and say that you 
have a release forthem. Better let me do it myself. 

Schwarz: There is one other important item that is going to need 
a solution pretty quickly, is this accumulation of contributions coming 


in. 

H.M. Jr: Well now, 1 tell you what I did on that. Forster, Chief 
Clerk, asked me about that and 1 said they are all going to Bell and 
if he and Bell didn’t know what to do with a lot of loose change, they 
weren't as smart as I thought they were and he said O.K., he would 
take care of that. 4 

Schwarz: Here is an editor of a small paper in Griffin, Georgia, 
who writes a full-page editorial in which he urges everybody in the 
country to write or wire you, agreeing to contribute a week's income 
to contribute to a national defense fund. 

H.M. Jr: Perfectly seriously, I think you had better talk to Bell 
about it. I wouldn't know how to set up a fund like that. 

Bell: We have got a long standing policy around here that we can’t 
accept donations that have conditions attached to them, and 1 sent 
a press release 

H.M. Jr: It is in Dan Bell’s department. What do we have these 
permanent fiscal assistants for, anyway ? 

Bell : 1 don't know. E 

White: It reminds me, I was talking to a banker yesterday—this 
may be of some interest if you want to follow it up. 

H.M. Jr: Are you serious? 

White: I am serious now. I will let you know when I am surly 
and when Iam witty,so you can tell. 

McR: The boss says you don’t need to bother. 

White: I can’t pick up an answer to that. You have got me stuck. 

He said that in talking with numerous bankers in New York that 
he thought that with very little organization and ballyhoo that there 
is a splendid chance to get all the bankers, the people who hold tax- 
exempt securities, to turn them in in exchange for not tax-exempt, 
as part of their contribution. He said there is a great deal of talk 
about it. I said I would pass this on for what it is worth. He is 
quite a serious person. 
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H.M. Jr: All right. Talk with Dan about it. 

What else? 

Schwarz: That is all. 

H.M. Jr: I am terribly fortunate in this George Mead. My, what 
a fellow he is. I suppose he is absolutely the outstanding engine en- 
gineer in the United States who is not connected with a company or 
the Army and Navy. He has come down here. He and Fred 
Rentschler together went into business as partners who started in 
Pratt & Whitney and they got out a year ago. He has no stocks in 
aviation engines, no connection whatsoever. _ 

Gaston: Is he one of the men who was with Wright before they 
formed that company ? 

H.M. Jr: He was chief engineer for Wright. 

Gaston : He is the man who designed the engine. 

H.M. Jr: He was chief engineer for Wright. He built the Hispano 
Suiza engine during the War, 14,000 of them, but I am very, very 
lucky to get him. 

McR: Of course, the most important part of the story, so far as 
he is concerned, if you want to give anything out, is the fact that 

H.M. Jr: Just to give you a little idea, my figure is a little rough, 
but he is giving it to me, between the Army and Navy, they buy about 
six or seven different kinds of training planes with six or seven dif- 
ferent kinds of engines for training purposes and he hopes by Monday 
to have that down to two trainers and two engines for the Army and 
Navy. If we did nothing else, it would be worth it to get it down 
to two. 

And then there is this plastic wood trainer which they don’t seem to 
know anything about and which they think that Howard Hughes has. 
They are looking that over. He has no imagination, nothing. I mean, 
it is a great help to the Government. 

Cochran : Matthews will be over here at 11:30. Ihave a visitor com- 
ing at 10:30, Mr. Gary, who was Assistant Manager of the National 
City Bank in Paris and since then he has been in charge of a branch 
in London and he has just come back now on leave. I will give youa 
memorandum on it if he has anything to say. 

H.M. Jr: Right. 

Foley? 

Foley: This morning in the Washington Post, Eugene Meyer 
editorially offered some advice on national defense. He pointed out 
that there ought to be a five-man board, non-partisan board of indus- 
trialists to assist in the program. I want to point out that during the 
War Eugene Meyer was chairman of the subcommittee of the War 
Industries Board having to do with nonferrous metals. During 
the Nye inquiry it developed that all during the War years while he 
was serving in such capacity he owned stocks in Kennecott Copper 
and Anaconda Copper, Inspiration Cenper, Utah Copper and Ameri- 
can Smelters and a very considerable portion of his income came from 
dividends on that stock during those years when he was controlling 
prices, allocating orders for the metal industries. à 

White: That is just occasion for my remark that the committee 
is nefarious. That is witty, you will have to admit that. 
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H.M. Jr: That is good. 

White: That makes up for the last one. 

Harris: He may be nefarious, but as I recall, he did a swell job. 

White: For whom ? 

Foley : For himself. 

Harris: No, not for himself. 

H.M. Jr: You can’t pick on my Eddie today, he is a birthday child. 

Harris: Oh, I forgot. 

H.M. Jr: I am not going to let anybody pick on my Eddie today. 

Foley: Congressman Crawford made a speech in the House a couple 
of days ago accusing the SEC of lax methods because of the break in 
the market. The SIC very charitably came back and said that if any- 
body was to blame, it was the Treasury, because the Treasury was 
charged with the responsibility of administering the freezing order 
of the President, which I didn’t think was quite cricket. 

H.M. Jr: Well 

Bell: I didn’t get that out of there. 

Foley: He said while they regard Mr. Crawford’s remarks more a 
reflection on the Treasury, which is charged with enforcing President 
Roosevelt’s embargo on movements of assets of the invaded nations, 
than on the SEC, the officials surveyed the situation and said they 
found no evidence that foreign selling orders were a factor in the 
market slump. 

Bell: We are now just getting in weekly reports under our general 
licenses and in a day or two we will be able to see what the volume of 
trading is under those licenses, and if they are like that, maybe we will 
have to do something to curtail them. I don’t think they are. 

H.M. Jr: Well, you can tell the press afterwards in view of this not 
being cricket, three times Mr. Frank has called me up saying he wanted 
to close the Stock Exchange in the last week and three times I told 
him no. Asof last night, I was still right. Let's see how the market 
is now. 

Cochran: The SEC phoned yesterday, as I told you, Dan, and 
wanted information on sales. 

H.M. Jr: That is all right. Should I write a letter to Jerome 
Frank? 

Foley: No, I don’t think so. y 

Schwarz: There are more important things. ] 

H.M. Jr: Tell him I feel hurt. No, I wouldn't tell him, would 
you? 

Foley: No, I don’t think so, officially. ; 

H.M. Jr: If you happen to see him, you can tell him. > Py 

(Examining market report) See, up two points. My advice is 
still all right. 

Cochran: There is an editorial in the Wall Street Journal com- 
mending the policy of not yielding to fright and closing the market. 

H.M. Jr: You know Frank did want to close it. 

Foley: I know it. ' 

H.M. Jr: Did you know he talked to me each time? a 

Foley: Yes, you told me that Friday night from the White House 
he called you. ) 

H.M. Jr: And Monday, twice. All right. 
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Gaston: I have nothing. 

H.M. Jr: I just want to say I appreciate the fact that all of you are 
helping me by the fact that I see so little of you I can do this other 
stuff and keep the Treasury running. I appreciate it very much. 


Book 267, pp. 19, 20 
( > Bp. 19, 20) May 28, 1940. 
4:10 p.m. 

H. M. Jr. Hello. 

Operator: Mr. White in Mr. Bell’s office. Go ahead. 

H M. Jr: Harry. 

Harry White: Yes, sir. ; : 

H. M. Jr.: Purvis just called me and the first thing he's going to 
do tomorrow morning at 9:00 is talk about tungsten. 

W: Right. 

H. M. Jr: And so can you have a memorandum and be here yourself 
a little bit before 9 : 00 with the memo—— 

W: Right. 

H. M. Jr: ——on tungsten, and then he's also going to ask me about 
whether we've done anything about a re-export clause to control these 
things, both tin and tungsten 

: Yeah. 

H. M. Jr: and you might ask Foley and find out from the At- 
torney General, and I’m going to pin this on you and 1'd like you here 
a little bit before 9: 00. 

W: On tungsten and on the re-export of strategic commodities. 

H. M. Jr: Right. 

W: Ah—before—I think that Danny—we’re doing something here 
and Mr. Bell will want to get in touch with you before you get home 
to sign something. Have you got a minute to talk to Danny now? 

H. M. Jr:Ab—if hell wait a couple of minutes, and if he'll hold 
my hand and push it, I’ll sign it. 

W: Will you be in there? 

H. M. Jr: Pm in the office and give me three minutes and I’lI—— 

W: Well, it won't be ready in three minutes. Are you going to 
be there a little longer than three minutes? 

H. M. Jr: I hope not! Yes, I will. 

W: You will. 

H. M. Jr: How long will you fellows want. 

W: (Aside). How many more minutes do we need? 

Well, an hour. Will we be able to go up to your house and get your 
signature, because we will have to arrange, possibly, for the President’s 
signature. today. 

H. M. Jr: All right, I can be seen after seven o'clock. 

W: At your home. 

H. M. Jr: Between seven and seven-fifteen, at my home. 

W: TI pass that on to Mr. Bell. (Aside) And you'll be able to get 
in touch with—with the President to get his signature for that day, or 
date it today. Ah—ah—Well, that’s what the leaders do. (Laughs.) 
All right, I'll tell him you'll arrange it. 

H. M. Jr: (Laughs.) O.K. 
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(Book 267, pp. 172-186) 
May 29, 1940. 


9:00 a.m. 
Present: 


Mr. Purvis 

Mr. Bloch-Laine 

Mr. Ballantyne 

Dr. White (For beginning of the meeting) 
Mr. Young 

Mr. Matthews 

Mrs. Klotz 

Dr. Mead (For latter part of meeting) 


HM, Jr: Have you met Mr. Matthews? He's Secretary of the 
Embassy in Paris. He’s sailing back tomorrow. I thought if he could 
get the feel of the thing to tell Ambassador Bullitt. 

Mr. Purvis: I’m sorry he’s going back so soon. 

HM, Jr: I’m under terrific pressure, gentlemen, and I’m going to 
stop at ten minutes to ten, so if you will watch the clock and, as I 
say, after that if you want to talk to Mr. Matthews he’s available. 

Mr. Purvis: Good. Very good. 

HM, Jr: I thought we could do the strategic thing first and I could 
excuse Dr. White. 

Mr. Purvis: Yes. 

HM, Jr: Shall I tell you what our situation is first because I think 
it answers everything we have. Go ahead, Harry. ; 

Dr. White: We have adequate funds already allocated to acquire 
half the Chinese production for the next couple of years so that if 
that is decided upon the funds are there and if we do acquire that 
amount we will have an adequate source for an emergency need. 

Mr. Purvis: Quite. f 

Dr. White: Then we also consider that we produce increasing 
amounts of tungsten. 

Mr. Purvis: True. 

Dr. White: And there might even be a—with the reserve stock 
and with what more we can produce here. 

Mr. Purvis: Does that mean you cannot continue buying from 
South America? e 

Dr. White: No longer necessary to buy from South America. We 
have been buying from China, a very little from South America, but 
mostly from China. 

Mr. Purvis: I see. 

HM, Jr: The point is you wanted to know how we could buy up 
the 10,000 tons surplus and we are prepared to buy the whole business 
if necessary. 

Dr. White: In one year and nothing in the second. p 

Mr. Purvis: One year is a lifetime at the moment. That is a 
fairly satisfactory answer. Might I tell them on the other side that 
is your position ? P ’ 

Dr. White: That we are ready to buy half their production, half 
their total of all that they have left that is not allocated. i 

HM, Jr: And then report this back to whoever has charge of this 
so they won’t sell me down the river. 
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Mr. Purvis: Shall I invite their suggestions? 

HM, Jr: Yes. 

Mr. Purvis: And then let them tell you what they are. 

HM, Jr: But, Harry, tie up that money and let them know that 
we have said we are ready to buy the 10,000 tons from China as our 
part of the show. 

Dr. White: O.K. 

HM, Jr: They only asked us to buy half of it. i 

Mr. Purvis: Then the other question was on the possibility of get- 
ting some embargo that would control these re-exports. 

Dr. White: The thing that would strike most quickly at that, skip- 
ping the powers that we already have, is a bill which has been intro- 
duced already before the House, and passed before the House yester- 
day and is now introduced in the Senate. It will take care of most 
commodities but not all and therefore we got in touch with the State 
Department last night to see whether they could not make some slight 
changes in the bill which is now before the Senate which would give 
all the power necessary to take care of the re-export of any strategic 
materials. I think they will be acceptable and they will accept such 
changes and we will know a little later in the day. 

Mr. Purvis: That’s very satisfactory. 

HM, Jr: Excellent. 

Harry, I told Leon if he wanted to work with you it was entirely 
satisfactory. 

Thanks, Harry, it was a very nice job. 

Mr. Purvis: Very nice. 

(Dr. White left the meeting.) 

Mr. Purvis: The next is as to whether you have any more news to- 
gether in regard to General Marshall 

HM, Jr: General Marshall is testifying this morning and he’s com- 
ing down immediately after coming off the Hill to see me and I will 
ask him. He is expected to come here about ten minutes past eleven. 
It’s about guns, etc. for the Allies and if I have an answer—but there 
has been all the pressure possible and all the sympathy but we have to 
find a way frankly to get around the law. 

Mr. Purvis: Yes. What is really the essence of the difficulty. 

HM, Jr: It’s against the law and he has to find a way and in order 
to slow myself down I am going to tell you a story about General 
Marshall when he was in charge of the American soldiers at Tientsin. 
To show you, he wanted to get instructors to teach his soldiers Chinese 
and he had no money, and although it took a minimum of money they 
had no money. So the most valuable thing he had in the compound to 
sell was manure from the stables. So he advertised it for sale, but 
said you have to supply services, contractors, to get this manure and 
“services” were teachers to teach soldiers Chinese, and on that basis 
he got the teachers. 

Mr. Purvis: You are very reassuring. 

HM, Jr: Now, I told him if he could get instructors for the soldiers, 
he could find some way around. I said, “Use the manure deal.” He's 
that kind of fellow. 

Mr. Purvis: It’s in the best hands then. Ifa way can be found to 
do it, there is some hope of doing it? 
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HM, Jr: If there is an illegal way we will do it. It’s absolutely 
against our Neutrality Act to sell these guns to belligerents and he’s 
been fussing with it ever since last Saturday. It’s » question of can 
we do it illegally. We can’t get it through Congress. 

Mr. Purvis: Yes. Yes. 

We have had, in the last few weeks, many intermediaries offering to 
sell us things out of the stock. We have steadfastly come to you. 

HM, Jr: It’s in the hands of the Chief of Staff. 

Mr. Purvis: It can’t be gotten out of any of these backstairs way. 

HM, Jr: It would be a grave error when it’s in the hands of the 
General Staff. It’s in the hands of Sumner Welles, Chief of Staff, 
and myself. Dither we can or cannot and the disposition is to do it. 

Mr. Purvis: I hate to trouble you again. I have two men around 
us on priority. Shall I hand them to Mr. Young? 

Hm, Jr: I think it would be better. Isit airplanes? 

Mr. Purvis: One is motor torpedo boats which may be asking for 
priority on motor torpedo boats which will be delivered from July 
to December this year, an order which you have. The other is—I 
really almost hesitate to say this—there is June, July, August in which 
nitrocellulose powder, we are again up against it and again there is 
a request. We have a new factory coming into production at the end 
of August. We would like to borrow for those three months and repay 
immediately after. 

HM, Jr: The destroyer thing is out. 

Mr. Purvis: Out? Isit? Ithought so, but the second thing looked 
like it might be possible. 

HM, Jr: The destroyer thing is out because somebody went to the 
President on that. 

Mr. Purvis: But on the last thing we thought there might be a 
possibility. It’s priority. If it would be desirable I will change that 
memorandum including only the last one. , 

HM, Jr: (To Lieut. McKay.) This is extra confidential. I want 
three photostats. I want to take one over to the White House at 
eleven-thirty. 

Mr. Purvis: The other thing I wanted to mention to you was to 
find out where, what, so I could tell the Minister of Supplies in 
Canada how he stood on that. 

HM, Jr: Engines? 

Mr. Purvis: But we will leave that to a little later. 4 

HM, Jr: Leave that because I want to have Dr. Mead come in. 

Mr. Purvis: Then there was a cable came in on Saturday indicating 
an entire change in the purchasing methods in regard to supplies 
and I thought I would like to leave, on the confidential record, a copy 
of itasitmeans program buying with authority to buy. 

HM. Jr: May I take a minute to read this? 

Mr. Purvis: Yes, pleasedo. _ 

HM, Jr: Incidentally, don't bring down Baron de la Grange, please. 
Nobody. 

Mr. Brain I can tell you I will not be responsible for his 
coming. ' 

HM, Jr: He’s coming and he’s persona non grata, and we will not 
receive him. 

Mr. Bloch-Laine : Would you like me to say so? 
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HM, Jr: Please. Please say he’s persona non grata at the White 
House and the Treasury and you will save a lot of time and trouble 
if he is not brought down. Neither the President nor I will receive 
him. Doesn’t hurt your feelings, does it? 

Mr. Bloch-Laine: No, it would take a lot to hurt my feelings just 
now. 

HM. Jr: I am very glad to see this, because if you people in this 
program will go and take American tanks and erican , eb 
cetera, et cetera, we can work out ways. Now you take the business 
over at the Curtiss plant in Buffalo, that left-hand drive and right- 
hand. I mean, everything is different and it slows them up and if from 
now on you people will take the United States Army models—— 

Mr. Purvis: Yes. 

HM, Jr: the chances of working you in on production side by 
side are one hundred percent better. 

Mr. Purvis: May I ask one question? If then may I take it that 
where we place substantial orders the release will be there on the 
American models? 

HM, Jr: I can’t guarantee it, but I am quite sure. For instance, 
if you will say we want—whatever your tank is—can we have it? 
I think the chances are eight out of ten the answer will be yes, but if 
you say, “Well, we want to do—— 

Mr. Purvis: Such and such a tank. 

HM, Jr: a different tank and upset our whole program. Now, 
in the first place it takes other kind of tools and everything else. We 
will be delighted to have those officers and technical people come 
over and say, “Wait a minute. We have just learned through this 
fight we are going through that you are weak here or there,” and 
then sit down and argue with our people, but let's turn out, if its a 
30-ton tractor, one 30-ton tractor. Now, it's not one for you or one 
for us. That's what I wanted to get to you on that. 

Mr. Purvis: It’s common sense. 

HM, Jr.: And we want some of your technical advice to bring us 
up to date. 

Mr. Purvis: I think that’s a very sensible way to try to work it. 
Is the appointment of this Committee something that will affect 
s? 


u 

HM, Jr.: No, the President has said three times you will still work 
with us and I will, of course, get Mr. Stettinius and Mr. Knudsen to 
help me, but you still, unless the President changed as of last night, 
he still has asked me to continue. 

Mr. Purvis: I was just wondering whether they were under your 
wing and you would push us along to talk to them so as to try to 
work in 

HM, Jr.: You are perfectly free to talk with them, but the first 
member has already called up to see if he can come to see me to get 
my help. I think it will be the other way around, but you are 
free—— ; 

Mr. Purvis : ——just to talk to them, but keep the channels straight 

before. 

ST Sie: I think you will find you will get further in the long run, 
but as far as the President is concerned he wants me to handle foreign 
orders and machine tools that way, as of last night. After all, I 
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helped to make up this Committee in three sessions we had with him 
and four out of the seven were my suggestions, 

Mr. Purvis: Yes. Quite. 

HM, Jr.: I will let you know when you should go somewhere else, 
because I am too much interested in your success to let my personality 
interfere. 

Mr. Purvis: We should be very regretful if that should happen. 

HM, Jr.: The thing is too critical. 

Mr. Purvis: Thanks. Itis very critical. 

_ Another cable which came in, indirectly, which I was shown, would 
indicate that that central cable which I handed you a copy of has the 
very broadest and best kind of background in its fulfillment from the 
British end, which has relieved me, I think things are looking much 
more satisfactory and we should be able to get our setup in better con- 
dition. Buying will be program buying, similar to airplanes, and 
we did get airplane orders, placed as fast as the manufacture could 
take them, as soon as the engine was out of the way. 

Mr. Bloch-Laine: If you want to get quick action on those things, 
now that we have the blessing of Mr. Morgenthau, don’t you think 
we ought to see the manufacturers just as soon as we can? ° 

Mr. Purvis: Ch, yes! 1 take it we can have full parleys with the 
manufacturers to find out their full capacity. 

HM, Jr.: Oh, yes! Goahead! Definitely! 4 , 

Mr. Bloch-Laine: They might say they cannot discuss anything, 
but are agreeable to our discussing models, or their old models, but 
1 suppose that way it could be given tothem quickly. 77,5 

Mr. Purvis: You see, we have more technical people on this side 
already. The French mission arrived Monday who could probably 
talk with great advantage. 

Mr. Bloch-Laine: Including a man who was at the head of 

HM, Jr: But here is the thing. We are all, everybody, has got 
more to do than he can attend to. You have to say to me, “Mr. 
Morgenthau, this is what we want to buy. We want to buy so many 
of this kind of tanks, so many different models, so many trucks, and 
we want to buy American models.” When you give me your list I 
will be able to say to the Army and Navy, “I want a release on that. 

Mr. Bloch-Laine: But, you see, the difficulty is to us that none of 
us, including our experts, really know what the American model is. 

HM, Jr: We have to know first what you want. 

Mr. Purvis: We have been asked to put them in the very largest 
terms. The experts have put down a preliminary program of what 
that means. h p 

HM, Jr: Just as soon as you have a list as to quantity—— 

Mr. Purvis: I can file a preliminary memorandum of what we are 
prepared to purchase in the next three months. I will give it to Mr. 
Young. Quite a different program from anything we have con- 
templated. Asa matter of fact, if you are going to see the President, 
you might want it before. I think it’s important enough for that. 

HM, Jr: Shall we do engines now? 

Mr. Purvis: Yes. 

HM, Jr: I want you to meet Dr. Mead. : 

(HM, Jr phones for Dr. Mead to come into the meeting.) 

Mr. Purvis: Have we anybody on the airplane staff that you (Bloch- 
Laine) want to bring in? 
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Mr. Bloch-Laine: Jacquin is here and he has two men with him. 
Mr. Detroyat is ace flyer. I think he got fined for flying under the 
Niagara Bridge. He has been busy for the last six months and he 
might be able to tell you airplane things. 

HM, Jr: I have the Airlie Board under Mead. Let Jacquin 
meet him and Dl explain to you in a minute what we are trying to 
do on airplanes. They should meet Mead. He's the person they 
should meet. 

Mr. Bloch-Laine: Jacquin is around. He was here this morning. 

Mr. Purvis: If there is any further guidance on the table—I think 
we have your general picture up to this minute, but if other points 
occur to you 

HM, Jr: It would make all the difference in the world if you 
people would take United States Army models. We invite technical 
assistance and criticism. 

Mr. Purvis: Yes. It seems the obvious thing. 

Mr. Bloch-Laine: When you talk about a program, we can make 
one. We can’t expect one from the other side. They are very busy 

and they don’t know exactly what America can give them. I think 
the program—we can make it go in view of the possibilities of this 
country. 

HM, Jr: But put it ona piece of paper so I can see it. 

Mr. Purvis: I will give you a preliminary memo on it before I 
leave. 

(At this point Dr. Mead came in.) 

HM, Jr: George, just sit down a minute. This is what we are 
trying to do. On engines I am, with Mr. Mead’s assistance, for the 
moment we have, after all, this program of the President’s—the 50,000 
planes—and we are trying to work out the details.. We are trying 
to have our own Army and Navy be patient with us for a few days. 

Mr. Purvis: Yes. 

HM, Jr: I mentioned yesterday to Mr. Mead and the Army and 
Navy officials this order of 2,000 engines for Canada and we looked 
up—you check my memory—on Jacobs and I think the last month 
we produced four engines in the first three weeks of May. How they 
are going to produce 2,000 engines I don’t know, and if it is going to 
mean complete retooling of their plant there is a limited number of 
tools to go around. What I would like to do—we get it this way— 
General Motors comes in and say they have a request for a $50,000,000 
plant from you to go ahead on the Bristol engine. I said, “Wait.” 
In the meantime you say, “No.” Mr. Mead has been heckled by the 
President of Studebaker who says he has an order to go ahead with 
1500 Gnome and Rhone engines. 

Mr. Bloch-Laine: That’s right. I told you about it the last time. 

HM, Jr: If you did, it went in one ear and out the other. And 
then, following this thing which we have just been talking about, the 
most important thing is the big engines and both Wright and Pratt 
Whitney are going to be in here tomorrow, one in the morning and 
one in the afternoon, devoting the whole day to it, and we are think- 
ing in terms of roughly getting them to duplicate their capacity on 
the big engines, biggest engines which they each have which is proven. 
We don’t want to go beyond the proven stage. E 

Dr. Mead: It's the 2800 Pratt Whitney and the 2000 Wright. 
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HM, Jr.: With these people we don’t know quite yet what technique 
we will use, whether the Government will build the plant, whether 
they will build the plant, or get an automobile manufacturer, but the 
present plan is to get somewhere west of the Alleghanies to duplicate 
Pratt Whitney and Curtiss Wright. When we do that each of the 
new plants will turn out only one model, one engine, and we won't 
pyt that model into production unless we are 100 percent sure of it, 

ut we are going to duplicate each of those and then as we go along 
and I would like to say to you gentlemen, “AN right, now we're going 
to do this. How much of this do you want?” 

Mr. Purvis: That would be splendid. 

HM, Jr: How much do you want? And everything you do on 
engines now if you would direct somebody from the Allied Purchas- 
ing Mission directly to work with Dr. George Mead so we can co- 
ordinate this thing because we can’t let you, frankly, place an order 
for 2000 Jacobs right now. In the first place you wouldn’t get them 
and on what basis? They turn out two engines in three weeks. 

Mr. Purvis: Deliveries were relatively small this year. I think 
they will go 200 or 250 this year. 

HM, Jr.: If you will place yourselves in his hands; he has the whole 
picture and I’m definitely sure that you will get better results than 
by shopping yourself. ow, so much for these air-cooled engines. 

Now, Mr. Ford is coming in here Friday. And for the moment 
everything is stopped out at Allison pending a test. You might just 
as well know it, but we feel General Motors ought to be able to cor- 
rect the thing, but we are running additional tests on that engine, both 
at Dayton and their own shop, under direction of Dr. Mead. And 
the Rolls-Royce engine so far has showed up pretty well. 

Dr. Mead: We are not running the Rolls. This is the Allison. 

HM, Jr: But the Rolls you feel is pretty good. 

Dr. Mead: Well, I certainly do, knowing Mr. Haas very well for a 
lone time. : 

HM, Jr: So again the question comes up, would the Allies care 
to join us in production of their Model 10 or Model 20 Rolls Royce 
engine so that we can be concentrating our efforts. 

Mr. Purvis: Yes. ‘ s 

HM, Jr: And you go along with us and instead of having these 
things scattered—and as I say we have limited tools, limited me- 
chanics, limited brains, and we want to focus this thing into a 
channel so—you may say we don’t want any of that Curtiss engine 
and give you military reasons why not, and your Military Mission 
should see Dr. Mead and tell him what they know. They have mili- 
tary men here. 

Mr. Bloch-Laine: Jacquin is here and two other men. 

HM, Jr: So very quickly we can say, “All right, gentlemen, we 
are going to go ahead with two more plants for the big engines. We 
will or will not go ahead with the Rolls-Royce engine.” 

Mr. Purvis: Quite. > 

HM, Jr: We were not interested in the Bristol. 

Dr. Mead: That’s right, simply because we have comparable en- 
gines here. 

Mr. Purvis: I see. 
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Dr. Mead: It’s a good engine, but with Wright and Pratt Whit- 
ney it seems to be no need to do that. 

Mr. Purvis: Quite. You are just duplicating. 

Dr. Mead: Just trying to speed our own production. I know Fed- 
don also. I think he’s a good fellow. 

HM, Jr: So on small engines we are thinking along the same lines, 
but we hope to get our own Army and Navy to say that in certain 
classes of horsepower we are going to concentrate on production in 
those classes and what we will try to do is put your production in line 
with ours if you will go along. I said if they will go along with our 
American types, giving us the benefit of their military information, 
so we can bring ourselves up to date, I think we can work out a 
program. 

Mr. Purvis: Then the problem—I was thinking now of Canada’s 
position. They have this Empire training program for pilots which 
is another bottleneck and they are up against the fact that England 
has suddenly had to withdraw her trainers from deliveries. The 
question now is, on trainers, whether anything can be done along the 
lines they said. Can I discuss it with Dr. Mead? 

HM, Jr: He’s down in room 296 and if you will go down and dis- 
cuss it with him 

Mr. Purvis: Several things, Dr. Mead. 

HM, Jr: If you talk airplanes and airplane engines with him 

Mr. Purvis: Good. Yes. 

HM, Jr: And tell him what the French have in mind on your en- 
gine, you see? Is there one of these French engines over here? 

Mr. Bloch-Laine: I don’t know. I suppose so. Studebaker has 
asked for the license because they want to make airplane engines and 
probably can’t get Pratt Whitney or Wright to do it. So they know 
that the engine works and they are ready to make it. I think it is the 
way those things happen. It’s people who want to make airplane en- 
gines that haven’t got the rights. 

Mr. Purvis: Or the technical background. 

Mr. Bloch-Laine: So they get it from the people who make it. 

Mr. Purvis: We will put into Dr. Mead’s hands all the records we 
have and we’ll keep him advised of changes as they transpire. 

HM, Jr: Onengines and planes. 

Mr. Bloch-Laine: After all, when we tried to bring up that big 
program there was a question that perhaps General Motors could 
make Pratt Whitney and Wright and it came to nowhere, because I 
don’t think Pratt Whitney or Wright were willing to hand it down 
so they made another one. 

HM, Jr: We have this thing under control. I think we are ap- 
proaching it on a commonsense basis, and in the not too distant 
future we are going to move, and when we move it will be helpful 
to you and to us to know how much of this do you want, gentlemen. 

Mr. Purvis: You will get much further that way and I think we 
can give you all our various angles from the various countries. 

HM, Jr: Now p 

Mr. Purvis: Then after you have seen General Marshall we might 
possibly have other word as to whether there is anything? And I 
see now only one other thing. 1 will get you the memorandum giving 
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preliminary ideas on the program and the kind of orders we are pre- 
pared to place in the next three months. 
HM, Jr: Mr. Matthews can sit with you wherever you go while 


yow're in the Treasury and anything you want to get back to Ambas- 
sador Bullitt, here’s your chance. 


Mr. Purvis: Thank you. I feel I’ve missed one thing on craft pulp 
and embargo. Could I have a word with Dr. White? Is there an em- 
bargo put on aircraft spruce? Can 1 just tell him what the problem 
is? 

HM, Jr: Let Philip Young go along with you. 

Mr. Purvis: They wired in yesterday from Vancouver and they are 
worried whether there will be some embargo. 

HM, Jr: I think it would be better to have you do it with Young. 
I don’t think White is the fellow. I think it’s the Department of In- 
terior. I think it’s Mr. Ickes. 


Mr. Purvis: I see. Thank you. 


(Book 268, pp. 10-12) 


Tse Warre House, 
Washington, June 1, 1940. 
Memorandum for the Secretary of the Treasury : 
For your information. 


F. D. R. 


CHINESE EMBASSY, 
Washington. 


TELEGRAM TO Preswrent RooseveLr From GENERALISSIMO CHIANG 
Kar-sHex, Caunesine, Max 17, 1940. 


The Chinese Government and people, in their bitter struggle against 
aggression and lawlessness in international life, deeply appreciate the 
valuable friendship and assistance which the American Government 
has shown them in the past. 

Japan’s military advance having been bogged down, her undeclared 
war on China has developed into primarily an economic warfare. 
Recently the strain on our currency has been aggravated by the an- 
nouncement of the possible creation of a puppet bank of issue at 
Shanghai and by the worsening of the European situation, resulting 
in unprecedented rise of prices and fall of exchange. Unless our 
exchange resources are strengthened, deterioration of conditions would 
continue to the further disturbance of trade, while the collapse of 
our currency would inevitably discriminate against American eco- 
nomic interests. The recent spontaneous appeal of the American In- 
formation Committee at Shanghai, urging your Government to extend 
loan for the support of Chinese currency, was undoubtedly prompted 
by the conviction that Japan’s renewed attack on Chinese currency is 
seriously detrimental to erican trade. 

To meet the present situation the Chinese Government has taken 
action to curtail all postponable expenditures and reserve internal 
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credit, and to carry out internal policies designed to help upholding 
the value of the currency. mnt 

The Chinese Government has also augmented the stabilization fund, 
chiefly from the resources of Chinese banks, but also with a contribu- 
tion from a British bank. ; vs ; 

While these measures should permit the tiding over of immediate 
difficulties, China needs further cash resources to cope with possible 
developments after the present funds are exhausted and to slow down 
the rate of deterioration. a 

I therefore earnestly hope that the American Government under 
your illustrious leadership can at this strategic time see its way clear 
to broaden the scope of financial assistance to China by taking into 
consideration the possibility of supporting the Chinese currency by 
a cash loan or by other effective means which your financial experts 
may suggest. i A s e 

I trust that you, Mr. President, will not hesitate to help our national 
cause to the fullest extent, particularly at a time when our staunch 
struggle is approaching the decisive stage of success or failure. f If, 
as I hope, you are favorably disposed to these proposals in principle, 
I shall be glad to appoint a representative for the negotiation of 
detailed arrangements. 
Tue CHINESE EMBASSY, 
Washington, May 28, 1940. 


(Book 278, pp. 81-84) 


TREASURY DEPARTMENT, 
DIVISION or MONETARY RESEARCH. 
Date: 7/2/40. 
To: Miss Chauncey. 
From: H. D. White. 


This is a copy of the preliminary draft which went to the Secretary 
and which I understand the Secretary took to the President. 
Mr. Warr, 
Branch 2058, Room 210. 


Juty 1. 1940. 
MEMORANDUM FOR THE PRESIDENT 


1. Dr. T. V. Soong, President of the Bank of China, was being 
seriously considered a few months ago as the man to replace Dr. Kung 
as Finance Minister of China. But I believe the Generalissimo had 
some doubt as to whether he would carry out his wishes as faithfully 
as would Kung and therefore hesitated at the last minute to make 
the shift despite the widespread dissatisfaction with Kung’s reported 
financial laxity. 

It is not certain whether T. V. Soong is completely in sympathy 
with continued resistance to Japan. In any case, Soong is hardly 
to be regarded with the same confidence as K. P. Chen who has just 
returned to China. “aly 

2. I presume Dr. Soong is going to ask for financial aid to China, 
probably in the form of a loan by our Stabilization Fund, for the 
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paábose of stabilizing Chinese currency. T. V. Soong and Mr. Arthur 
oung (one of the financial advisors—an American—to the National 
Government) have been, for more than a year, eager to obtain such 
a loan. (The yuan was 16 cents in the beginning of the summer of 
1939; during the next few months it dropped to 8 cents, declined 
gradually to 6 cents, and in May of this year dropped to 41% cents 
when the support of the Anglo-Chinese Stabilization Fund was re- 
moved. Since then the yuan has strengthened and is now around 
61% cents.) The financial community in China feels that such a loan 
1s essential to prevent collapse of the Chinese currency and with it 
the prestige of the Nationalist Government, and also to make possible 
continued resistance by the guerrillas who are supported with Na- 
tional Government currency. 

We in the Treasury have studied the matter very carefully and 
much as we wish to help China we believe that a stabilization loan 
to China is beyond the legitimate scope of our Stabilization Fund 
operations. 

(a) It is our feeling that both the benefits to the National Govern- 
ment from such a loan and the danger of imminent collapse of the 
Chinese yuan are exaggerated by proponents of a stabilization fund 
oan. 

(b) Efforts to stabilize the yuan cannot be successful unless we 
are willing to lose large sums. It is impossible to stabilize the yuan 
without loss of large sums because the National Government of China 
does not have anything approaching adequate control over foreign 
exchange operations. It must be borne in mind that both foreign and 
Chinese banks in international areas, and in the areas under de facto 
Japanese control engage in yuan operations which are not under con- 
trol of the Nationalist Government. Attempts to stabilize the yuan 
under such conditions serve only to finance imports non-essential 
to the conduct of the war, and to facilitate illegitimate flight of 
capital, and to provide foreign exchange for the Japanese. The risk 
of loss in supporting the yuan is so great, and the advantages to the 
National Government so small, that we would not be warranted in 
taking it with funds now in the Stabilization Fund. If the United 
States is ready to lose $25 or $100 million in the course of a year or 
two, the yuan exchange can be maintained at something like current 
levels. We feel, however, that if the United States is willing to ex- 
tend that much aid, it can be extended for more effective purposes 
than an attempted stabilization of the currency. i 

We cannot, under existing law, extend more credit to China through 
the Export-Import Bank. In any case, extension of further loans for 
the purpose of enabling China to buy foreign merchandise is not war- 
ranted because China still has available more funds than she can 
utilize for this purpose during the next four to six months. The 
Universal Trading ae has so far placed less than $4 million 
of orders against the $20 million credit extended to China this Spring. 
In view of the difficulties placed in the path of transporting goods into 
areas under the control of the Chinese National Government, the 
importation of more than a few million a month into China is im- 
possible. Goods are now piled up in Haiphong, Indo China, and the 
Japanese are preventing virtually any movement of goods from 
Indo-China to China. It is expected that the Japanese may confiscate 
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goods now piled up in Haiphong awaiting shipment to China. The 
Japanese are also putting pressure on the British to close the Burma 
route. But even if the Burma route remains open, the Chinese can- 
not get more than a few million dollars worth of goods over it per 
month. 


HDW : dsl 
~-1-40 


(Book 281, p. 130) 
Jury 9, 1940. 

Three things Soong asked me about at lunch. First, the President 
talked to him about the three-way loan—Russia, China and ourselves. 
(The President and I discussed this before we had seen Soong.) 
Second, to help finance a corporation to build the Burma road. Third, 
a stabilization to the Bank of China. 

He said the President said that they should keep on fighting—I 
can’t remember the exact words he used, but that something might 
happen which would bring the Democracies a break. (This is para- 
phrasing it.) He suggested that we make them a loan against wolf- 
ram and that they would use that money to buy from Russia. I said 
that that was too simple to suit the President. I said how about buy- 
ing manganese from Russia on condition that Russia help China. 

oong said that the President said that he told the French to keep 
on fighting and Soong could not understand why the French did not 
withdraw to Africa and keep on fighting, as the President said, “If 
you fight until the last man is alive, you will get just as good peace 
terms from the Japanese as though you made peace terms today. 
And the same holds true with the French,” the President said. 

I tried to find out what he had in mind in the way of a three-way 
loan and he had nothing. Soong then said that the last loan we made 
at the time of the fall of Canton was very timely and helpful. 

I asked him how they felt about Russia in China and he said that 
they were very, very appreciative because all of their airplanes and 
guns today came from Russia. 


(Book 282, pp. 290-300) 


Treasury DEPARTMENT, 
Drviston or MONETARY RESEARCH. 
Date: July 15, 1940. 
To: Secretary Morganthau. 

Not knowing what time you planned to take the matter up with 
the President tomorrow, I am taking the liberty of sending this to 
your home this evening. 

There is appended a suggested draft of a memorandum for the 
President (two pages) with appended exhibits of explanatory matter. 
I thought you might wish to look it over tonight and indicate what 
changes you might wish so that I could have it altered before 9 
o'clock tomorrow (provided you telephone me early in the morning). 

You may prefer the memorandum without reference to any exhibits 
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and without the appendices, so I am having a copy retyped without 
reference to the exhibits. 
Mr. WHITE, 
Branch 2058, 210. 


THE SECRETARY OF THE TREASURY, 
Washington, July 15,1940. 


MEMORANDUM FOR THE PRESIDENT 


PRELIMINARY REPORT ON THE POSSIBILITY OF FINANCIAL ASSISTANCE 
TO CHINA 


1. Mr. T. V. Soong submitted a memorandum (Exhibit A, at- 
tached) tentatively outlining China’s needs as follows: 

a. For currency support—$50 million and an additional equivalent 
amount “by way of window dressing” 

b. For purchase of planes, military equipment, and for equipping 
arsenals—a total of $70 million. 

c. For transportation improvements, i.e Burma road, air trans- 
port facilities, chiefly from upper Burma to China, and completion 
of the Burma railway—a total of $20 million. 

2. Mr. Soong also submitted a tentative suggestion for China’s 
currency support (Exhibit B, attached). The proposal submitted 
was merely for purposes of opening the discussion. The matter has 
to be gone into very carefully before even a preliminary opinion can 
be given as to the feasibility of extending financial assistance from 
the Stabilization Fund for the support of China's currency. Such 
examination is going forward rapidly now, but it will take at least 
a fortnight before the matter is clarified enough to come to your 
attention for decision. 

3. On June 25, 1940 the amendment to the Reconstruction Finance 
Corporation Act was passed making it possible for a corporation, 
organized by the Reconstruction Finance Corporation, to make pay- 
ments, with the approval of the President, against the purchase 
price to be paid for strategic and critical materials in advance of the 
delivery of such materials. Under this authority we believe it will 
be possible to purchase critical and strategic materials from China 
and Russia (Exhibit C, attached). Ed 

According to a tentative schedule submitted by Mr. Soong (Exhibit 
D, attached), China can deliver at least $50 million worth of wolfram 
(tungsten), antimony and tin over the next five year period in excess 
of commitments she now has outstanding to United States and Russia- 

From a preliminary survey made of published data, it appears that 
Russia might be able to deliver to the United States from $100 to 
$200 million during the next five years of manganese ore, chromite 
ore, mercury, asbestos, platinum, fluorspar ore and possibly several 
other items on our list of needed strategic commodities (Exhibit E, 
attached). 

In line with your suggestion of exploring the possibilities of a three- 
way arrangement, the following plan may be worth further exam- 
ination: 

(a) We purchase from $100 to $200 million of strategic commodi- 
ties from Russia for delivery as rapidly as possible but probably ex- 
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tending over several years. We make advance payments for part of 
the purchase, possibly in proportion as Russia extends effective equiv- 
alent credits to China. 

(b) Russia on her part agrees to extend to the Government of China 
equivalent credits; (in addition to the $50 million or so credits re- 
ported by Mr. Soong to be still outstanding. China is using up the 
credit as rapidly as Russia will permit). 

(c) To eliminate the risk of non-delivery of goods from Russia to 
the United States, the possibility of Russia’s willingness to leave gold 
on earmark with the United States to an amount equivalent to the 
sums we pay in advance might be explored. The gold would be un- 
blocked, and withdrawn if desired, as delivery of goods was made. 

4, If this proposal is along the lines you had in mind, the next ste 
should be for me to contact the Russian Ambassador to ascertain his 
government’s reaction to this proposal. 

Attachments. 


[Copy] 


Exuisir A? 
JuLy 12, 1940. 
Secret. 
AID TO CHINA 


In order to maintain organized resistance against Japan as effec- 
tively as possible, China is in need of the following assistance : 

1. For currency support, in order to maintain the country's eco- 
nomic and financial structure and avoid disastrous consequences to 
morale, to sustain the position of Chinese currency in enemy-occupied 
as well as Chinese-controlled areas, and to maintain a medium of ex- 
change for legitimate foreign trade not subject to the trade and 
exchange control of Japan. Provision of fresh funds amounting to 
U.S. $50,000,000 is desired for currency support, and if possible an 
additional amount by way of “window-dressing”. 

While the present technical position of the exchange market is fairly 
good, the rise of prices in the interior is proceeding with acceleration. 

upport of the currency is specially important so that internal con- 
fidence in the currency would be increased and the rate of increase of 
prices checked acordingly. 

2. For purchases: 

(a) Materials for essential needs (specially for arsenals). 

(b) Airplanes for military purposes obtainable in the United States. 

(c) Other military equipment procurable in the United States or 
in Russia. 

3. For transportation: 

(a) To improve the Burma Road by paving portions with asphalt 
or concrete as may be found practicable; and to organize a transporta- 
tion company to operate between Burma and different points in Ĉhina, 
with joint American-Chinese or American-British-Chinese participa- 
tion to conduct transportation as efficiently as possible. 

(b) To develop air-transport from Lashio (Upper Burma) to 
Kumming, and on other routes as may be practicable, by purchasing 


1 SUBCOMMITTEE NOTH.—Handwritten at the top of the above document is the following: 
“Received from T. V. Soong. 
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and operating additional transport planes to be operated by the China 
National Aviation Corporation. | 
(c) To complete the Burma Railway, which is estimated to be prac- 
ticable within two years, in order to increase transport facilities, and 
in preparation for a final counter-attack when world conditions per- 
mit or require. 
[Copy] 
SECRET 
Military equipment : JULY 15, 1940. 
(1) 10,000 7.9 mm light machine guns___..-___-__----_____ U.S.$2, 500, 000 
(2) 300,000,000 7.9 mm cartridges________________--______ 7, 500, 000 
(3) 7.9 mm infantry rifles 
(4) 37 mm anti-tank guns_________.--._______ 
(5) 75 mm mountain guns__-______.-__-_-_____ J 10, 000, 000 
Material for arsenals: 
Material for rifles and light and heavy machine guns_.___ y 
Material for trench mortars of various calibres, and shells__.| 10, 000, 000 
o OS IES propellants and fuses for shells.._...-________. ( 
sea dí Copper, tinfpiire somun AA A naa 
Machinery and accessories P 30, 000, 000 


Military airplanes: 300 pursuits, 100 ligbt bombers with 
SDALGe DATES. -e he oe a a 40, 000, 000 


U.S.$70, 000, 000 
[Copy] 


Exnigrrr B 1 
Juny 11, 1940. 


PLAN FOR CHINESE CURRENCY SUPPORT 


1. PRESENT POSITION AND PROSPECTS 


The Anglo-Chinese Stabilization Fund of £10,000,000 created in 
March, 1939 (hereinafter called Fund A) now has on hand approxi- 
mately £2,000,000. The second Fund, which was recently created by 
Chinese Government Banks and a British Bank (hereinafter called 
Fund B), has so far not been drawn upon, and has on hand approxi- 
mately £3,000,000. 4 

Experience of two years of stabilization operations shows that 
during some extended periods these operations can be conducted 
without net cost. Periods of relative stability and strain tend to 
alternate. Pressure has always been great in the spring of each year, 
because of the seasonal adverse balance of payments, which tends to 
be lifted when the export season begins in late Summer and con- 
tinuing through the Winter. Strain has also been created by adverse 
political developments. Since the first part of May, 1940, the mar- 
ket has acted fairly well, and in the absence of adverse political 
events there should be no difficulty in holding exchange in the neigh- 
borhood of the present level for a considerable time, perhaps till the 
pressure of the adverse balance of payments begins early in 1941. 
Nevertheless, there is the probability of political developments ad- 
verse to the currency, whose effect, however, could be countered were 


2 SUBCOMMITTER NOTH.—Handyritten at the top of the above document Js the following: 
“Received from T, V. Soong.” 
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it known by the public that adequate resources are available to inter- 
vene successfully in the market. 

There should be flexibility in the rates of exchange to be sup- 
ported by the Stabilization Fund. The policy should be to maintain 
a level in harmony with existing and prospective economic conditions 
and not to defend any particular rate too stubbornly. 


2. AMOUNT 


The Anglo-Chinese Stabilization Fund of £10,000,000 was not quite 
sufficient. With the resources now in the hands of the Stabilization 
Committee, i.e., the remaining portion of Fund A plus Fund B, an 
additional sum of U.S. $50,000,000 should suffice to maintain the 
currency at a reasonable level for a year, and perhaps considerably 
longer. In view of the present low level of the Chinese currency, 
the leverage of a stabilization fund obviously is greater than at higher 
levels. If resources are large enough to command general confidence, 
the amounts that would have to be expended in market operations 
would tend to be Jess. Therefore, it would be desirable to provide, if 
possible, for a total additional sum of U.S. $100,000,000, of which 
U.S. $50,000,000, however, need not be touched. 

Interest preferably would be paid only on the net amount of the 
American contribution to Fund C drawn and outstanding. 


3. SOURCE OF FUNDS 


Chinese Banks contributed half of Fund A and about two-thirds 
of Fund B, which latter was created after the British were at war. 
Their present position does not enable them to contribute any large 
portion of the proposed further Fund (hereinafter called Fund C). 
It is necessary that the existing resources of the Chinese Government 
and of Chinese Banks be conserved in view of the many grave un- 
certainties. The Chinese Government has substantial necessary cur- 
rent expenses in foreign currency for purchases abroad, transporta- 
tion, foreign service, etc.; and it would not be prudent to draw heavily 
upon remaining reserves to contribute to Fund C. At the outside, if 
a further contribution is deemed advisable, the maximum amount 
thereof from Chinese resources would be U.S.$12,500,000. 


4. PROTECTION OF AMERICAN CONTRIBUTIONS TO FUND C 


Every effort would be made to minimize the eventual cost to Fund 
C, and to protect the American contribution from eventual loss. The 
following provisions are contemplated. 

(a) In the event of a Chinese contribution to Fund C, such Con- 
tribution would first be applied to cover losses when the Fund is 
wound up. d 

(b) The Chinese Government would guarantee the reimbursement 
of losses on the American Contribution in operations of Fund C. 

(c) Reimbursement of such losses would further be made a first 
charge on the proceeds of an eventual loan for rehabilitation of Chi- 
nese finances after the hostilities. 
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5. RELATION OF OPERATIONS OF FUNDS A, B, AND C 


An understanding would have to be reached as to the participation 
of Funds A, B, and C in the purchase and sale of exchange. Subject 
to the necessary consultations with Funds A and B, the following is 
tentatively proposed. 

(a) Inasmuch as Fund B is not to sell unless and until Fund A is 
reduced to the minimum necessary to be retained by it, any sales to 
support the market in the meantime would be for account of Fund A. 
In this way greater protection would be furnished to Fund C. 

(b) After Fund A falls to its minimum, further sales would be 
charged to Funds B and C approximately in proportion to the amounts 
of the two Funds. 

(c) Purchases of exchange would be exclusively for account of 
Fund A up to the time when Funds B and C commence operations, or 
if purchases are made when only Fund A is in possession of Chinese 
dollars. (At present only Fund A has Chinese currency available to 
purchase exchange.) 

(d) Subsequent to sales by Funds B and C, and subject to the 
preceding paragraph (c) purchases of exchange would be credited as 
follows: 

50% for Funds A and B, and 

50% for Fund C. 

6. MANAGEMENT 


Obviously, the market operations of the three Funds must be unified. 
It is proposed to set up a Management Committee for Fund C; and 
a Coordinating Committee for Funds A, B, and C. 

The Management Committee for Fund C would consist of three or 
not more than five persons. The Chairman would be an American na- 
tional (preferably not connected with a commercial Bank) appointed 
by the Chinese Government upon the nomination of the Ameri- 
can Government. A majority of the Committee would be American 
nationals. The foreign exchange funds of the Committee would be 
deposited in American Banks; and the Chinese dollars funds would be 
kept in American Banks in China and/or Hong Kong. Operations 
would be conducted through any bank or banks designated by the 
Management Committee. Reports concerning the operations and 
work of the Management Committee would be rendered to the Ameri- 
can and Chinese Governments. 

The Coordinating Committee would consist of the Chairman of 
the Management Committee of Fund C, who would also be Chairman 
of the Coordinating Committee; together with one Chinese and one 
British national representing the interests of Funds A and B. 


ANY :om-4 


(Book 285, p. 295) 
JULY 23, 1940. 
12:30 p.m. 
Sumner Welles just telephoned me. 
Last night I told him that the President had suggested that I work 
out a three-cornered deal with Russia, China and ourselves whereby 
we would buy certain strategic materials from Russia and they, in 
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turn, would use that money as credit with which to sell arms to China. 
I asked him please to talk with the President as to Russian matters 
to see that this is what the President still had in mind. That I had 
been waiting for Welles’ return before doing anything because I 
wanted a State Department representative to be present 1f and when 
I saw the Russian Ambassador. 

Welles told me that the Russians are very angry because we have 
frozen the Latvian, Estonian and Lithuanian money and he thought 
it was an inopportune time. He called me at 12:30 and said he had 
talked to the President and the President agreed the matter ought 
to be postponed for a week or ten days. ; 

He then said, in strictest confidence, he was trying to work out with 
Ambassador Saint-Quentin getting hold of the planes at Martinique 
for the English and it would have to be some sort of exchange with 
the manufacturers and Saint-Quentin said that if they did it they 
would only do it on condition that the money they received for these 
planes would be free and not frozen. I promised to let him know not 
later than noon tomorrow. I told him my own impression was we 
would do it. Welles thought we ought to do it. I said I would have 
to consult my people. 

(When the Sanit concluded dictating the above, he phoned Mr. 
Bell and asked him to look into the matter.) 


(Book 288, pp. 275-285) 
Treasury DEPARTMENT INTER-OFriCE COMMUNICATION * 


Date: August 3, 1940. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject: Oil Refineries in Dutch East Indies. 

1. Standard Oil of New Jersey and the Dutch Shell each have a 
refinery in Dutch East Indies with a capacity of 1,000 barrels a day 
of aviation gasoline of 86 octane. Another refinery of same capacity 
(1,000 barrels a day) is under construction. Gasoline of 86 octane 
gas is high enough to operate planes with fair efficiency. With the 
addition of 3 c.c. of lead the quality of the gasoline can be stepped up 
to 100 octane. (The above information was supplied by Mr. Sadler 
of the Standard Oil of New Jersey via Captain Puleston. We have 
been able to find no published data on the Dutch East Indies capacity 
of high octane gas. The Bureau of Mines experts thought it very 
likely that the Dutch East Indies have facilities for production of 
high octane gas but were not certain.) 

9. The Netherlands Fast Indies produces about 62 million barrels 
of crude petroleum a year, of which about 4 million barrels are 
refined into gasoline. In 1988 Japan imported about 2.5 million bar- 
rels of oil from Netherlands East Indies. 

(Japan was supposed to have imported from all countries in 1938 
over 36 million barrels of petroleum, including at least 22 million 
barrels of crude oil, and at least 2 million of gasoline, and 10 million 


of fuel oil.) 


1 SUBCOMMITTEH NOTD.—Handyritten at the top of the above document is the following: 
“Copy A. Purvis.” 
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3. The experts in the Bureau of Mines estimated it would take at 
least 6 months to build additional plants in Japan or Dutch East 
Indies capable of turning out high octane gas. 


Treasury DEPARTMENT Inrer-Orricr COMMUNICATION ! 


Date: August 5, 1940. 

To: Secretary Morgenthau. 

From: Mr. White. 

Subject: Effectiveness of licensing control over aviation gasoline, 
aviation lubricating oil and tetraethy] lead. 


_ What effect the recent addition of (a) aviation gasoline, (b) avia- 
tion Inbricating oi] and (c) tetraethyl lead to the list of commodities 
requiring an export license will have on Japan’s military effective- 
ness seems to be unknown in Washington. If what some experts say 
is true, the prohibition has considerable effectiveness, but if what 
others say is true, it is almost completely ineffective. The numerous 
oil experts interviewed are not in agreement on important points and 
a more extended investigation into the subject is warranted before 
definite conclusions can be drawn with respect to the effectiveness or 
ineffectiveness of the new prohibition. 

The substance of the situation appears to be as follows: 


I, AVIATION GASOLINE 


a. Japan has been importing less than 1 million barrels of aviation 
gas a year but she has been importing large quantities of tetraethyl 
Jead with which she can make her own aviation gas out of crude oil 
and ordinary gasoline. In the Dutch East Indies the Standard Oil 
and Dutch Shell produce almost 1 million barrels of high-octane gas, 
but we do not know how much of it they will sell to Japan. 

b. A plant to produce iso-octane (used to blend with ordinary gaso- 
line to bring it up to 85-90 octane) has recently been completed near 
Tokyo. Another one is in process of construction. (More informa- 
tion could be obtained about this plant in Japan from the Tidewater 
Associates in the United States who owns a half interest in the plant.) 

According to Mr. Saddler of the Standard Oil of New Jersey, (via 
Puleston) Japan's contract for crude oil with the Dutch East Indies 
producers require that 20 percent of the crude oil delivered to Japan 
should be doped with enough tetraethyl lead so as to yield when dis- 
tilled, gasoline with an octane of 87. According to Mr. Williams, 
Chief Chemist at the Bureau of Customs, crude 011 doped with tetra- 
ethyl lead or iso-octane fluid can be distilled to obtain aviation 
gasoline. i j 

Our own prohibition is so worded that crude oil for import to Japan 
is presumably not permitted to contain enough tetraethyl lead so as to 
yield a high-octane gas, but if Japan can get crude oil with adequate 
lead content from the Dutch East Indies her supply of high-octane 
gas will be substantially increased, even though Japan should not be 
able to produce tetraethy!l lead herself. 

c. It is reported (in a German source) that Japan and Manchukuo 
produce synthetic gasoline at the rate of over 7 million barrels a year. 


2 SUBCOMMITTED NOTB.—Handwritten at the top of the above document is the following: 
“Copy A. Purvis.” 
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Hoy much of it if any is of high enough octane quality, we do not 
know. 


O. TETRAETHYL LEAD 


The prohibition on tetraethyl lead may or may not be effective. 
The ingredients necessary for its manufacture can be obtained by 
Japan. According to one expert, the manufacture of tetraethy] lead 
is a highly complicated, dangerous, difficult and expensive process, 
but according to another expert, it is a relatively simple one. If 
the expert who claims that it can be simply made (Mr. Kraemer of 
the Oil Department of the Bureau of Mines) is correct, then the pro- 
hibition on tetraethyl lead would not be serious to Japan, and she 
could make all the aviation gas she needed out of crude oil and motor 
gasoline. 


OI. AVIATION LUBRICATING OIL, WITH A HIGHER VISCOSITY INDEX OF 85 


Whether this prohibition proves to be effective or not depends upon 
the extent to which American exporters are willing to cooperate with 
the objective of the new regulation. The expert ah wrote the regu- 
lation said that it is a very simple matter to mix the high grade oil 
in such a way that it could legally be exported and then with simple 
processing in Japan have the viscosity restored to higher than 85. 
Japan could, moreover, process high quality lubricating oil if she has 
the appropriate base crude petroleum, though it is supposed to be 
an expensive process. 

IV, 


I spoke to the man who drafted some of the provisions and who 
helped in other provisions in the prohibition and he volunteered the 
information that the regulation had been drafted in its present form 
rather than in the form in which it was first given to the President 
because : 

a. It would be too difficult an administrative job to require a 
license for all exports of all petroleum products. 

b. The working assumption was that the measure was intended 
only to restrict the use of planes and not of ships or tanks or 
trucks. 

c. Though there were numerous ways of legally evading the 
prohibition of lubricating oil as the regulation is now written, 
they were so pressed for time they couldn’t avoid the flaws in the 
formula. 


TREASURY DEPARTMENT INTER-Orrice COMMUNICATION * 


Date: August 5, 1940. 
To: Mr. White. 
From: Mr. Ullmann. e 
Subject: The Petroleum Situation in Japan. 

1. Japan can supply less than 10 percent of its petroleum require- 
ments with oil originating in its own wells, and is therefore dependent 
on outside sources of supply. 


2 SUBCOMMITTEB NOTE.—Handwritten at the top of the above document is the following : 
“Copy to A. Purvis”. 


MORGENTHAU DIARY 185 


Known Japanese imports in 1939 exceeded 80 million barrels, of 
which the United States supplied 28 million barrels (or 93 percent), 
the remainder being supplied by the Netherlands East Indies. 

2. Of total Japanese 1939 imports, crude petroleum and fuel oil 
accounted for 93 percent (crude petroleum 53 percent, and fuel oils 
40 percent). 

_ 8. United States exports of principal petroleum products to Japan 
in 1939 amounted to 28 million barrels (valued at $45.4 million), 
divided as follows: 


Percent 
Crude petroleum.§.*8 20. § 20 ei eee MA A a e ON ARTO IA TN, 57 
Huel oils oo. uocooconosoecs o A 35 
Aviation gasoline- TS _- AA A RA 2 
Other 'gasoline-.2£ 4:22 GUAT TEO aT FCIS TEO eee 3 
Lubricating 011... Le A e ee ee le VA AN eee 2 
Keroseneé____*.___ o ION PROA: O A de e a 1 


United States exports to Japan in 1939 were almost 12 percent 
below 1938 exports. In the first six months of this year, our exports 
to Japan were 23 percent lower than in the corresponding period of 
last year. However, June, 1940 exports are slightly higher than ship- 
ments in June, 1939 and represent a rise over exports of the pre- 
ceding four months. Attachable tables indicate United States exports 
to Japan. 

4. The Netherlands East Indies, in 1939, exported 2.3 million bar- 
rels of petroleum products to Japan, 91 percent of which was fuel 
oil. Gasoline amounted to only 4 percent. No lubricating oil was 
exported to Japan (see table II, p. 187). 

Netherlands East Indies exports to Japan in 1939 were below 1938 
exports by only 4 percent. 

5. It is reported (in a German source) that Japan and Manchukuo 
produce synthetic gasoline at a rate exceeding 7 million barrels a year. 
There is no verification of this report, however, nor does the report 
indicate the quality of the product produced. 

6. Japan’s ability to refine imported products into aviation gaso- 
line cannot be accurately determined. Her imports of aviation gaso- 
line in 1989 amounted to less than 1 million barrels. Japan imported 
only 108 thousand barrels of gasoline (of all types) from the Nether- 
lands East Indies in 1939, and 600 thousand barrels of aviation gaso- 
line from the United States. Her imports from the United States 
in the first half of 1940 were 20 percent below the corresponding 
period of 1939. is . À 

Japan is known to be refining some aviation gasoline. She has in 
the past operated some aviation gasoline plants, and has recently 
completed new ones (one of which is half-owned by a United States 
company, Tidewater Associates). Furthermore, according to Mr. 
Saddler of the Standard Oil Company, Japan’s contract with the 
Netherlands East Indies provides that one-fifth of the crude petroleum 
shipments are to be doped with enough tetraethyl lead to yield gaso- 
line exceeding 87 octane. 

Moreover, Japan’s imports of anti-knock compounds from the 
United States rose in the first six months of 1940 (over the correspond- 
ing period of 1939) even though Japan’s imports of all petroleum 
products declined. 
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7. Japan's ability to produce aviation lubricating oil cannot be 
determined. In 1939, Japan imported only a half million barrels of 
lubricating oil of all types, only a part of which was of the high qual- 
ity usually referred to as aviation oil (i.e., oil that will stand up under 
the extreme heat and pressure of airplane motors) . 

However, most of the lubricating oil exported to Japan could 
either be used as received, or could be further processed into a higher 
quality. Moreover, Japan has facilities to produce lubricating oil 
from crude products. 

The manufacture of aviation lubricating oil (as distinct from 
ordinary lubricating oil) depends on the technical skill of the manu- 
facturers, rather than on special equipment. Therefore, if Japan 
has adequately skilled personnel, it can produce aviation lubricating 
oil from imported crude petroleum or from other oils. 

8. It appears that Japan has been accumulating stocks of petroleum 
products. Her own imports and production in 1938 amounted to over 
38 million barrels. Her consumption for that year, however, was 
estimated at 25 million barrels (Garfias estimate quoted in “Petroleum 
Facts and Figures,” 1939), leaving an apparent surplus of 13 million 
barrels. 

Similarly, Japanese consumption in 1939 was estimated at 25.4 
million barrels, in contrast to known imports and production of al- 
most 33 million barrels (leaving a surplus of almost 8 million barrels). 

It is possible, in view of these facts, that the decline in Japanese 
imports can be ascribed to a desire not to increase stocks, rather than 
to any decrease in consumption. 


TABLE I.—U.S. exports of petroleum and products to Japan, 1936 to date 


[In millions of dollars] 


Total pe- Lubri- | All other 
troleum |Crude pe-| Aviation} Other Fuol cating petro- 
and troloum | gasoline | gasoline? oils oils leum 

products products 
A acces meses 28.9 14.2 (1) 2.5 9.0 2.8 0.4 
ERT O TE o iii 43.8 22.1 (1) 4.5 10. 8 5.5 .9 
OA T E 51.3 20.8 (!) 8.8 9.2 2.8 6 
ith. o A 45.4 20. 9 5.0 2.9 9.9 6.2 1.5 
First six months 1930... 21.8 10.0 3.0 .8 6.4 2.0 6 
Second six ntonths 1939. 23.6 10.9 2.0 2.1 4.5 3.2 ot) 
First six months 19410... 18.2 7.6 1.6 1.0 3.6 3.2 41,2 
1939—January.......-.. 3.2 1.3 el, 3 .6 52, ol 
DION seo-— 3.5 1.8 .8 sl .5 «2 gal 
Narco A o 3.5 1.5 =! .2 10 .3 al 
Anr en ae 3.5 1.7 .4 eL ath .5 .1 
Ac OA Td ee 5.0 2.3 .4 PD | iL ff 4 al 
hs a A 3.1 1.4 .3 (£) .9 .4 .1 
MR A A 2.9 1.9 1 fe .3 .1 2 
ANIPUS( -o eaae ainina 1.9 at ,1 @) .5 .4 g2 
Septembar- .------------- 4.0 1.9 all .4 1.0 .5 FI 
October lito dl 5,2 27 ou 2 .8 SU .1 
4.9 2.0 13 .8 1.0 at al 
4.7 1.7 DU .4 9 .8 ot! 
5.1 1.6 .5 .5 .6 17 12 

2.4 1.0 a .3 -5 .4 (1) 

2.3 1.1 m2 1 5 a4 @) 
2.3 1.1 @) | 6 4 .2 

2.9 1.4 AG e afi 12 () 
3.2 1.4 OO ee .8 .1 48 


1 Included with other gasoline prior to 1939. 
2 Includes natural gasoline and prior to 1939 aviation gasoline. 


3 Less than 50,000. 
4 Antiknock compounds account for $647,000 of this amount in June 1940. 


Treasury Department, Division of Monetary Research. August 6, 1940. 
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Taste 11.—Ezports of principal petroleum products from the United States and 
the Netherlands East Indies to Japan, 1939 


[Millions of barrels) 


eee 


From the From the 

United Netherland 

States East Indies 

Crude petroleum...... 16.1 

Aviation gasoline... GIA O) W ek 
Other gasoline-..........- 8 0.1 
proseno oeae oie ane ie eae ae A 1 vl 
Gasjoiliandifucl ol 474 tee Se eee ee 9.9 2,1 
Lulbnicatingyotl SoS 2%... E: oe UI A AO E. AAA E 
A A Sas. 2. 2 ees See) Pee ee 2 28.0 2.3 


1 Included with other gasoline prior to 1939. 
Treasury Department, Division of Monetary Research. Aug. 5, 1910. 
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Date: August 5, 1940, 

To: Secretary Morgenthau. 

From : Mr. White. 

Subject: Reducing the Supply of Oil Available to Aggressive 
Countries : 


1. Germany, Italy and Japan together produce in areas under their 
control less than one-fourth their minimum needs. They can get 
adequate supplies of oil from only four sources: (1) Roumania, (2) 
United States, (3) Dutch East Indies, and (4) Latin America. Oil 
from the Near East is not available to them, and oil from Russia will 
be available only in small amounts and only if Roumanian oil con- 
tinues to flow to Germany. 

The British, Dutch and American oil interests among them control 
virtually all the oil—except Russian, Roumanian and Mexican oil— 
produced in these areas. Moreover, a large portion of the Dutch 
companies are owned by British stockholders. Inasmuch as the “legi- 
timate” Dutch Government is in England and since they presumably 
are still allies of England, it is possible without military measures to 
eliminate the sale of petroleum products to aggressive countries from 
areas outside of Russia and Roumania. Possibly our control over 
Dutch funds could be a factor in promoting cooperation of the Dutch 
Shell. (Netherlands has assets of almost $114 billion blocked in the 
United States—almost $400 million of which belong to the govern- 
ment and Central Bank.) / y è 

2. Your proposal was that the United States consider adopting the 
following course of action: y a 

(a) Let the Latin American countries supply England and 
Canada with all their needs; 4 : 

(b) Absorb the remaining exportable surplus of Latin Amerl- 
can countries; Apa 

(c) Control exports of all petroleum products from the United 
States to all countries on the grounds that we need to conserve 
our own oil, and license exports to those areas and on those items 


1 SUBCOMMITTEH NOTH.—Handwritten at the top of the above document is the following: 
“Copy to A. Purvis.” 
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in accord with the objectives of the program and so far as should 

prove to be politically feasible. 
The adoption of such a program would involve an expenditure of 
from $250 to $400 million a year, depending upon the amount of ex- 
ports that could be licensed while still adhering to the proclaimed 
objective of conserving needed supplies. An expenditure of that 
magnitude during the coming year would be adequate to reimburse 
the oil producers for any loss they might suffer through curtailed for- 
eign markets. This would include the refineries and processors as 
well as the crude oil producers. The necessary corollary to such pro- 
posal would be arrangements with the American, British and Dutch 
oil interests not to expand their production in Latin America beyond 
current output. 

In pursuance of such a program, in some cases it would be feasible 
to curtail output of American wells by closing some of them, but in 
other cases the oil will have to be stored in additional built tanks inas- 
much as some wells cannot be stopped from producing without serious 
deterioration. In either case, de producer would have to be reim- 
bursed to some extent. (An argument that can be used to encourage 
oil producers to cooperate is that world consumption of oil under pres- 
ent conditions is less than would be consumed after war ceases. 
Hence, the increased supply resulting from a “AAA oil program” 
will not be as bearish on oil prices in the future as might at first 
appear.) 

There are ways in which the cost could be reduced—by subsidizing 
consumption, by the anticipated expansion of domestic market result- 
ing from our defense program, etc., but no matter what was done the 
cost would remain over $14 billion during the next year. 


CONCLUSION 


Your proposal may be stated in the following brief terms: 

1. If the United States—alone or together with Great Britain— 
is willing to spend $25 to $35 million a month on an oil conserva- 
tion program, and 

2. If the Dutch and the British will either destroy their wells 
in Dutch East Indies, or embargo oil exports except to British 
areas, and 

3. If Russia could be induced to take over the Roumanian 
wells, and > 

4. If England would concentrate and extend her bombing at- 
tacks on German oil producing centers; 

Then: a 4 4 

1. Japan will have to sue for peace with the Chiang Kai-shek 
Government in the very near future inasmuch as without oil re- 
serves her military operations would be gravely hampered. 

2. The Japanese navy will be in no position to undertake any 
new venture, and hence her attitude toward the United States 
would undergo an abrupt change for the better. __ ; 

3. Germany would be in a desperate plight to continue fighting. 
She might elect to utilize her remaining supplies in one desperate 
effort to break through the blockade. Should such a venture fail 
she would perforce be compelled to seek peace; should it succeed, 
it would be because she would succeed in any case. 
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Altogether, a risk of $25-$35 million a month on the part of 
the United States seems like a trifling price to pay for a gamble 
where the stakes are so high and the chance of winning so good. 


(Book 290, pp. 23, 24) 
Kwane Pu CHEN 


SHANGHAI COMMERCIAL & Savincs BANK, 
Kunming, China, August 7, 1940. 
The Honorable Henry MorcENTEAU, Jr., 
Secretary of The Treasury, 
Washington, D.C., U.S.A. 

Drar Mr. Morcenruav: I flew from Chungking to Kunming on 
July 30. During the month that I stayed in Chungking, China was 
passing through one of the most critical periods in the ES 
of the Chinese-Japanese war. The closing of both the Indo-China 
and Burma outlets leaves China in a rather critical situation. Public 
opinion in China has become very critical of British and French 
policy and some leaders in the Central Government. are pushing for 
a policy of closer relations with Germany or the Soviet Union. 

The Soviet Union was reported to have decreased its assistance to 
China because of her involvement in European affairs as well as the 
conflict between the Kuomintang and the Communist forces. But as 
a result of a new rapproachement recently reached between the Kuo- 
mintang and the Communists, Soviet assistance to China is likely 
to increase. The extent of the help they can give us, however, is 
limited. The most we can expect from the Soviet Union include light 
armaments, aviation gasoline and a small number of planes some of 
which have already been used to strengthen the air defense of Chung- 
king. Such assistance will enable us to continue resistance but is not 
sufficient to launch a counter-attack. The Generalissimo naturally 
accept Soviet assistance, but the sentiment of the Chinese people is 
still sympathetic to Great Britain as against Germany and Italy and 
the Generalissimo prefers to develop closer relations with the United 
States and the democracies. 

As you know, my private business establishments have been moved 
from the coastal centers to the interior, especially in the Southwest. 
I have, therefore, made Kunming my headquarters and my time is 
fully occupied with the business of the Foo Shing Corporation as 
well as that of my bank and the industrial enterprises it is attempting 
to develop in the interior. f R 

Kunming differs noticeable from Chungking not only in the ab- 
sence of repeated air-bombings, at least for the time being, but also 
in the beauty of its climate. This is the rainy season in Yunnan, but, 
except sudden downpours, the weather here is wonderfully moderate 
and pleasant. In temperature, Kunming resembles San Francisco at 
its best. About 6,000 feet above sea level, Kunming, with its clear 
and stimulating air, also reminds me of Colorado Springs. 1 have 
rented a house on the shore of beautiful Kunming Lake, about ten 
miles from the city, and live here with a few friends. 1 have been 
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travelling so much in recent years that the prospect of settling down 
gives me special pleasure. The place here is so quiet and restful that 
I am tempted to build a house so that when the war is over and I can 
retire I will have a place to live and entertain my friends from far and 
near in a life of peaceful contemplation. 

Dr. J. Lossing Buck returned to Chungking when I was there and 
we had several good talks together. His contract with the Chinese 
Government, as an adviser of the Minister of Finance, having ex- 
pired in April, Dr. H. H. Kung had requested him to extend his 
term of service until the end of September. Dr. Buck expressed a 
desire to go back to teaching at the University of Nanking and, I 
understand, the University Administration also expects him to be 
back by the end of September. 

With the kindest personal regards to you and Mrs. Morgenthau, 


Sincerely yours, a 
. P. Cuen. 


(Book 290, p. 27) 
AUGUST 7, 1940. 

After the 3:30 meeting today with Colonel Knox of the Navy, 
Secretary Ickes and Messrs. Holland and Fry of Interior, Messrs. 
Saddler, Waldon, Howard and White of Standard Oil, and Mr. White 
of the Treasury, Colonel Knox stayed behind and said that I started 
a chain of events on this embargo to Japan of gasoline which is ter- 
ribly important and, while he is not backing down any, he has got to 
think about our Fleet and where we will be willing to send it. 


(Book 293, pp. 194-196) 
AucustT 14, 1940. 
9: 10 a.m. 
H.M. Jr: Hello. 
Sumner Welles: Hello. 
H.M. Jr: Sumner 
W: Good morning, Henry. 
H.M. Jr: Good morning. 
Sumner, I still have Mr. T. V. Soong around town. 
W: Yes, Pd like to see him. 
H.M. Jr: I haven’t seen him since I spoke to you last. 
W: Yes. 
H.M. Jr: And you remember the idea that we discussed with the 
President on the three-cornered view with Russia. 
W: Yes. 
H.M. Jr: And then when I mentioned it to you, you said at the 
time that kind of freezing their money wasn’t very opportune, 
W: That's right. 
H.M. Jr: Well, I don’t know whether it is any more opportune now. 
W: Well, I’m just in the middle of conversations with the Soviet 
Government. 
H.M. Jr: I see. r 
W: And I think it would be a very bad idea to take it up with 
them now. 
H.M. Jr: Yes. 


MORGENTHAU DIARY 191 


W: What I’m trying to do is to smooth out the various differences 
that have arisen so that we can talk about other matters. 

H.M. Jr: Yes. 

W: At the present time, we have these problems which have arisen 
during the past twelve months, refusal of export licenses and that 
kind of thing here, so far as they are concerned, and the treatment of 
our nationals in the Soviet Union and the taking of our citizens’ prop- 
erties, and so on, from our side. 

My thought was if I can work out a satisfactory agreement on these 
matters, relations would be much better and we then can talk about 
political questions of this kind that you have in mind. 

H.M. Jr: Well, let me ask you this. I want to see T. V. Soong. 

W: Yes. 

H.M. Jr: And who follows this thing for you, particularly, with 
China, leaving Russia out of the picture. 

W. I couldn’t hear you, Henry. 

H.M. Jr: Who follows China for you, particularly, Hornbeck? 

W. Yes, Hornbeck. 

H.M. Jr: Well, couldn’t Hornbeck come over and see me and then 
tae ae a little talk with him and then have T. V. Soong come in 

ater ? 

W: Why certainly. TIl be glad to tell Hornbeck to get in touch 
with your office. 

H.M. Jr: Well, if you just would have somebody tell Hornbeck if 
he could come over at 11:00 tomorrow. 

W: At 11:00 tomorrow. 

H.M. Jr: And Pl have a talk with him, then [’ll see Soong a little 
later, with Hornbeck. h 

W: That's all right, Henry, but on this Russian thing, I don’t want 
to move at all until I am satisfied that we've worked out the other 
side. 

H.M. Jr: Well, let's leave it this way. PH leave it in your lap and 
when you're ready, you call me on that. 

W: All right, Pll be glad to do that. 

H.M. Jr: All right. 

W : And Dl] tell Hornbeck to be over at 11 : 00 tomorrow. 

H.M. Jr: Thank you. 

W: All right, Henry, thanks. 

H.M. Jr: Goodbye. 


(Book 294, pp. 37, 38) 
Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Strictly Confidential. 
Date: August 15, 1940. 


To: Secretary Morgenthau. 
From: Mr. Cochran. 


At 11 o’clock today the Secretary received Dr. Hornbeck of the 
Department of State. Messrs. White and Cochran also were present. 
This meeting was to prepare for a conversation with Dr. T. V. Soong 
of China. It was explained, principally by Dr. Hornbeck, that 
Mr. Welles, the Acting Secretary of State, was not willing to proceed 
at present with any triangular negotiations between the United States, 
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Russia and China, involving a possible facilitating of Chinese pur- 
chases of munitions from Russia in return for American credits ex- 
tended China against tungsten or other products, in view of present 
diplomatic relations and negotiations between the United States and 
Russia. Mr. Welles felt that the Russians might misunderstand any 
advances which we made toward them in the name of good relations 
with China. The Secretary definitely excluded the possibility of the 
Stabilization Fund extending any assistance to China. There re- 
mained, therefore, only the chance of obtaining something from the 
Export-Import Bank. 

When Dr. Soong joined the group at 11:15, the Secretary asked 
him what success he had had in this country. Dr. Soong stated that 
he had visited the Department of State and had also enjoyed tech- 
nical discussions with Dr. Harry White, but that no results had yet 
been achieved. In answer to the Secretary’s request for an explana- 
tion of the present Chinese situation, Soong stated that China needed 
materials for the pursuit of her war against Japan and also support for 
her currency. If China should fall either from Jack of materials or 
from the ipi of her currency, he felt that the repercussion on the 
other democracies of the world would be serious. When the Secre- 
tary questioned him in regard to the facility of China to export and 
import materials, Soong thought that exports could be made both 
through French Indo-China and over the Burma Road. He was not 
aware that the British had interposed any objection to exports over 
Burma. In confirmation of his belief that Chinese products could be 
shipped out through Indo-China, he cited the recent cargoes of tung- 
sten and antimony, which the United States R.F.C. had purchased 
from China and shipped from Haiphong. (It should be recalled that 
this material had been in Indo-China for months.) 

The Secretary stated definitely that he would not be warranted un- 
der law to take the risks involved in the American Stabilization Fund 
lending direct assistance to Chinese currency. He suggested that 
Soong again get in touch with the Export-Import Bank, or directly 
with Mr. Jones, if and when the pending legislation for increasing 
the resources of the Export-Import Bank may be passed. It is under- 
stood that in its present form this legislation would permit further 
credits to China, the maximum limits of which under the present law 
have now been reached. The idea was discussed of China paying 
back any new credit through shipments of tungsten ore which Dr. 
Soong stated could be produced to the extent of approximately 13,000 
tons annually, with a value of around $13,000,000. The meeting ended, 
therefore, with the Secretary positively refusing Stabilization Fund 
credit and leaving the matter of an Export-Import Bank credit for 
Soong to take up directly with Jones if and when the present bill 


passes Congress. 
H.M.C. 


AucustT 15, 1940. 


POSSIBLE AGENDA FOR 11 o’ctock CONTERENCE Wirra Mr. HORNBECK 


A. There are three possible ways of extending economic aid to 
China: 

1. A stabilization loan, provided you are willing to accept the risk 
of possible loss. (See B-1 in book) 
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2. The President’s proposed Three-Way Arrangement under which 
the R.F.C. buys manganese, chromite, asbestos, platinum, etc., from 
Russia, making partial advanced payments, while Russia extends 
equivalent sum of credits to China for purchases of war materials. 
(See A page 2) 

_3. The R.F.C. can purchase $50 million worth of wolfram and 
tin from China, paying in advance—delivery over the next five year 
period. (See A- page 1) 

B. The following should be discussed this morning: 

1. Does the State Department wish the Treasury Department to 
push project of financial aid to China, or do they wish the matter 
dropped. (Seecopy of appended telegram.) 

2. Does the State Department approve of a stabilization loan should 
the Treasury find it feasible to extend such a loan? 

3. Does the State Department object to further exploration with the 
Russians of the proposal made by the President of a Three-Way Ar- 
rangement? 

4. Has the State Department any concrete suggestion to offer either 
as method of aiding China, or procedure in negotiations? 

5. Would the State Department actively support the Treasury in 
its attempt to secure R.F.C.'s favorable action in the purchase of 
strategic materials from either Russia or China? 


(Book 294, pp. 120-132) 
AucustT 16, 1940. 
My Dear Mr. Preswent: I am transmitting herewith for your con- 
sideration a memorandum regarding the petroleum situation in Japan. 
Faithfully yours, 
(Signed) H. Morcenruan, Jr. 
THE PRESIDENT, 
The White House. 
(By Messenger Aug. 16, 1940, 4:45 p.m.) 


August 14, 1940. 


MEMORANDUM FOR THE PRESIDENT 


Subject: Petroleum Situation in Japan. 

The conference on the oil situation held last week at thle Treasury 
was attended by Secretaries Knox, Ickes and Morgenthau, and by 
numerous officials of Standard Oil and Tidewater Associated Oil Com- 
panies in charge of foreign marketing. The company officials left 
copies of various charts and tables, among which were maps giving 
the location of refineries in Japan and other foreign countries. Copies 
of these documents were forwarded to the Secretaries of War, Navy 
and Interior. 

The following important points were made by the oil men: 

1. Japanese petroleum stocks are believed to be about 20 million 
barrels, or equivalent to six or seven months' requirements at Japan's 
present rate of consumption. 

2. Japan is now planning to obtain a greatly increased share of its 
petroleum from the Netherland East Indies. (Standard Oil officials 
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have been advised from London that Netherland officials are now 
negotiating for the sale to Japan of 3 million barrels of crude imme- 
diately, plus 14 million annually, or a total amount equal to almost a 
half of Japan’s yearly requirements.) 

Japan has been importing three-quarters of its oil supply from the 
United States. 

3. The Standard Oil officials report that former plans to destroy 
Kast Indies production facilities (in case of attack) have been aban- 
doned. They believe that German pressure on relatives of Dutch colo- 
nial officials, together with England’s efforts to appease Japan, will 
result in the East Indies supplying oil to Japan. Shell, however, has 
informed Standard Oil that the British Government has not yet ex- 
pressed an attitude toward contemplated transactions. 

4. Japan also plans to obtain increased supplies of crude oil from 
Venezuela and Colombia. Our State Department, I am informed, has 
indicated it had no objection to sales of crude oil to Japan from these 
two countries, but did wish to discourage sales of aviation gasoline. 
Some of the oil officials felt that even though British and American 
companies would wish to cooperate, if asked, in not exporting oil to 
Japan from their Latin American properties, that the Latin American 
Governments having final jurisdiction and faced with loss of revenue 
might force such exports. (Last year Continental Europe, now a lost 
market to Latin America, took approximately 70 million barrels of 
Latin American oil.) 

5. The Japanese will probably be able to make most of their avia- 
tion gasoline if they can obtain tetraethyl lead. They may be able 
to purchase tetraethyl lead (which is produced in England, France, 
Germany, Italy, Mexico, U.S.S.R.) or may be able to make it. Both 
Standard Oil and Tidewater officials believe that Japan can make 
tetraethyl, though the experts disagree as to the difficulty involved. 

Japan can get suitable crude petroleum for making into base stock 
for aviation gasoline from the Netherlands East Indies or from Latin 
America. It is reported that suitable crude can also be obtained from 
the United States, despite the export control. 

6. Japan may be able to purchase aviation gasoline in finished 
form from the East Indies, which produces 3.7 million barrels per 
year—.7 million of straight 100 octane gasoline, and 3 million barrels 
leaded 87 octane gasoline. (The straight 100 octane has all been 
going to England.) 

The Japanese have asked Standard Oil to inform them of any avia- 
tion gasoline it holds outside the United States available for purchase. 
(Standard’s reply is not available.) 

7. Tidewater officials believe that Japan, with its present plants, 
can produce aviation lubricating oil from crude petroleum, from fuel 
oil, or from ordinary lubricating oil (all of which it can still import 
from the United States.) Standard Oil officials believe Japan could 
do it, but with considerable difficulty. 

8. Standard officials pointed out that fuel oil was one of Japan’s 
most important import items. Not only is it necessary for ships and 
tanks, but it can be cracked and refined into gasoline and blending 
agents. (Japan can refine 24 million barrels of crude annually, or 
two-thirds of its general requirements.) Tidewater representatives 
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said that fuel oi] could be made into aviation lubricating oil. They 
complained, however, that the export regulation covering products 
that can be converted into aviation gasoline is written so broadly that 
it might be used to embargo many petroleum products intended for 
non-aviation purposes. 
HDW: VFC: WLU: Irs 
8/14/40 
Aueust 16, 1940. 
My Dear Mr. Secrerary: I am transmitting herewith for your in- 
formation copy of a memorandum which I have sent to the President 
regarding the petroleum situation in Japan. 
Sincerely yours, 
(Signed) H. MorGENTIAD, Jr. 
Honorable Haroro L. Icxes, 
Secretary of Interior. 
(By Messenger Aug. 16, 1940, 4:45 p.m.) 
(Copy of enclosure attached to letter to President of the same date.) 


Aucust 16, 1940. 
My Dear Mr. Srcrerary: I am transmitting herewith for your in- 
formation copy of a memorandum which I have sent to the President 
regarding the petroleum situation in Japan. 
Sincerely yours, 
(Signed) MH. MorceNTHAU, Jr. 
Honorable Henry L. STINSON, 
Secretary of War. 
(By Messenger August 16, 1940, 4:45 p.m.) 
(Copy of enclosure attached to letter to President of the same date.) 


Aucusr 16, 1940. 
My Drar Mr. Secretary: I am transmitting herewith for your 
information copy of a memorandum which I have sent to the Presi- 
dent regarding the petroleum situation in Japan. 
Sincerely yours, 
(Signed) H. MorGENTHAD, Jr. 


Honorable Franx Kwox, 
Secretary of the Navy. 
(By Messenger August 16, 1940,4:45 p.m.) 
(Copy of enclosure attached to letter to President of the same date.) 


AucusT16, 1940. 
My Drar Mr. Secrerary: There are transmitted herewith photo- 
graphic copies of several confidential maps and tables which have been 
submitted by the Standard Oil Company (N.J.). The material indi- 
cates the oil extracting and refining facilities of Europe, Asia, Oceania, 
South America, and Africa, as well as the European equipment for 
manufacturing tetraethyl lead. 
Sincerely, 
(Signed) H. Morcenzirav, Jr. 
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The Honorable Henry L. STINSON, 
Secretary of War, 
Washington, D.C. 

(Original forwarded to addressee from Office of the Secretary by 
messenger August 16, 1940, 4:45 p.m.) 

(eons of maps in Harry White’s office.) 

Carbon copies to Mr. Thompson.) 

Enclosures. 
HDW: md 
8/16/40 HDW 


Avcust 16,1940. 


My Dear Mr. Secretary: There are transmitted herewith photo- 
graphic copies of several confidential maps and tables which have been 
submitted by the Standard Oil Company (N.J.). The material indi- 
cates the oil extracting and refining facilities of Europe, Asia, Oceania, 
South America, and Africa, as well as the European equipment for 
manufacturing tetraethyl lead. 

Sincerely, 
(Signed) H. MorcENTHAD, Jr. 
ES Honorable FrANK Knox, 
ecretary of Navy, 

Washington, D.C. 

(By Messenger August 16, 1940, 4:45 p.m.) 

poe of maps in Harry White’s office.) 

Carbon copies to Mr. Thompson.) 

Enclosures. 
HDW:md 
8/16/40 HDW 


AucustT 16, 1940. 
My Dear Mr. Secretary: There are transmitted herewith photo- 
graphic copies of several confidential maps and tables which have been 
submitted by the Standard Oil Company (N.J.). The material in- 
dicates the oil extracting and refining facilities of Europe, Asia, 
Oceania, South America, and Africa, as well as the European equip- 
ment for manufacturing tetraethyl lead. 
Sincerely, 
(Signed) H. MorcENTHADU, Jr. 


Aucusr 16, 1940. 

The Honorable Haror L. Icxes, 
Secretary of Interior, 
Washington, D.C. 

(Original forwarded to addressee from Office of the Secretary by 
messenger Aug. 16, 1940, 4:45 p.m.) 

(Copies of maps in Harry White’s office.) 

(Carbon copies to Mr. Thompson.) 
Enclosures 
HDW :md 
8/16/40 
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Avuaust 16, 1940. 
My Dear Mr. Ampassapvor: I was delighted to receive your letter 
of August 15th informing me that Sir A. Agnew, your oil expert, is 
sailing on August 17th and should reach New York about a week 
later. Thank you very much for furnishing me with this information. 


Yours sincerely, 
(Signed) H. MorcENTHAD, Jr. 


His Excellency, the BRITISH AMBASSADOR. 
(By messenger Aug. 16, 1940, 4:45 p.m.) 


Secret 
BRITISH EMBASSY, 


Washington, D.C., August 15, 1940. 


Dear Mr. MorGeNTHAU: You will be glad to hear that Sir A. 
Agnew, our oil expert, is sailing on August 17th and should reach 
New York approximately a week later. Hither Purvis or I will bring 
him to see you as soon as he arrives. d 

I am also informing Mr. Welles of his impending arrival. 

Yourssincerely, 
LoTHIAN. 
The Honorable Henry MorGENTHAU, JT., 
United States Treasury, 
Washington. 


(Book 303, pp. 249-257) 


GrouP MEETING 
SEPTEMBER 6, 1940. 
4:15 p.m. 
Present : 
Mr. Gaston 
Mr. Haas 
Mr. Thompson 
Mr. Graves 
Mr. Foley 
Mr. White 
Mr. Cochran 
ME Okem pau 
r. Yo 
Mr. Seara 
. Miss Chauncey 
H.M. Jr.: I just thought you would be interested, some of you 
who have been with me since the beginning, in a letter I got from 
Harry Hopkins. n 
(The Secretary read a personal note from Harry Hopkins, ex- 
pressing his regret in leaving the Cabinet, and thanking the Secre- 
tary for his previous note regarding same.) - 
Some of you who have been with me since the beginning realize 
ses things we went through and the things they said and so forth 
and so on. 
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I got very little done of the things that I took over to see the Presi- 
dent, but there are some things that are quite important that hap- 
pened. The President announced to Cabinet—it is his idea—that 
from now on, all contracts for the Government will be given publicity. 
He is going to announce it as an Administration policy. 

Gaston: Swell. 

H.M. Jr: SoI think that is fine. He never mentioned the Defense 
Council. He was very pleased with what happened this morning. 

On steel scrap, they recommended that we put on an embargo, but 
nobody seems to know how to do it and still let Great Britain have it, 
so Ed, do you want to get busy? ; 

Gaston: You can do it right under the terms of the control; issue 
licenses. 

Foley : Issue licenses. ; 

H.M. Jr: I appointed a committee of White and Foley and Gaston 
to give me the answer. ; ] 

If you (Thompson) will get a copy of that oil report that White 
had today and get it out tonight, copies to go to State, War, Navy and 
Interior, and mark every page confidential. 

Incidentally, Harry, this is also very confidential. Hull says that 
if the Japanese don't pipe down, he wants to put an embargo on silk 
from Japan and put on an economic boycott and a loan of twenty or 
twenty-five million dollars to China. 

White: If they don’t pipe down? 

H.M. Jr: Yes. 

White: That is—are you sure you have got that straight? That 
is terrific. It is a really effective measure. An embargo on imports 
here from Japan 

H.M. Jr: Iam sober; are you? 

White: I don’t know what he means by piping down, but if he lets 
me interpret it—— 

Chamberlain: He does pretty effective work. That would be very 
effective. 

H.M. Jr: Then of course—all this is very confidential. 

Mr. Hull said there were a lot of people messing around in oil. 
The President said that I had been handling all of this stuff for the 
last six or seven months and it should all clear from me in the future. 

Gaston: From whom? 

H.M. Jr: Anything that has to do with oil, the President said it 
should clear through me. 

Foley: Youor the President? 

H.M. Jr: Me. 

Gaston: That is very interesting. 

White: How does that—— 

Gaston: We will consider the different grades of gasoline. 

H.M. Jr: All right, that is as of today. 

White: He wasn’t speaking of minerals, was he? 

H.M. Jr: While I was there—— 

White: I think I ought to stand in a corner. 

Schwartz: I do, too. 

H.M. Jr.: Listen, Mussolini, how do you get that way? Do you 
want to put castor oil on the list? 
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While I was there at lunch, from his bed the Dutch Minister called 
up the President saying that somebody had taken 250 planes away 
from him. 

Young: No, not that many. 

H.M. Jr: And the President said we should look into the thing 
and encourage the Dutch, but before any planes are shipped to the 
East Indies, check with Hull. 

Young: I had a call from State on that this afternoon and I gave 
them all the details, 

H.M. Jr: And the President also said to check with the English, 
do they want planes to go into the East Indies. 

Now, if anybody has anything terribly important—the sun sets at 
6:21. I didn’t get very far—just give this to Professor Chamberlain 
and he will give it back tome Monday. He wouldn’t read the second 
page and I got no help from the State Department. If you give that 
back to me on Monday, that may help you a little bit. 

Gaston: You may be surprised to read in the papers tomorrow that 
you have forbidden a certain vessel the Norseland, of Panamanian 
registry, to enter U.S. water for three months. If that is all right 
with you, we are going to forbid it. It is because she made a voyage 
from the Dutch East Indies to Liverpool and with the American flag 
painted on both sides. Under the law—she is a Panamanian—under 
the law, you are empowered to exclude her from U.S. waters for three 
months and you are doing it. 

H.M. Jr: All right. 

Gaston: Coyle has written a fairly long article, a first draft, which 
he asked me to read before showing to you. I don’t suppose you want 
to be bothered with it right now. 

H.M. Jr: Not tonight, I am taking this much to read (indicating 
large volume). 

You (Foley) tell Sullivan if he wants to talk to me tonight, he can 
call me up—let’s see, he can call me up between 7:30 and 8:00 Stand- 
ard Time. 

Foley: Washington time? 

H.M. Jr: Yes. 

Cochran: Nothing. 

Schwarz: Nothing. 

H.M. Jr: Philip? ft 

Young: I gave Mrs. Klotz Mr. Hinckley’s memorandum on plastic 
planes, which you can take with you. 

H.M. Jr: Anything else? 

Young: No. 

Haas: I have nothing. qa , 

White: K. C. Lee is undertaking other negotiations with the Pro- 
curement Division. Harold Graves had his man come down to see me 
about it. It may be that it will prove to have nothing to do with 
China. Are you interested if it doesn’t, in checking the arrangements, 
or does your interest extend only as he operates in China? 

H.M. Jr: Well, talk it over with Archie Lochhead. y 

White: I am doing that, but he is operating in South America. 

H.M. Jr: You do what you think is best, Harry. 

White: All right. 

H.M. Jr: Okay? 
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White: The State Department is contemplating 

H.M. Jr: Louder, Harry. Why do you go into such a hushed 
voice on the State Department ? 

White: After what you told us this afternoon, I am going to treat 
them with reverence. Mexico may come here if they: 

H.M. Jr: The President turned down a synthetic rubber plant in 
the United States today, doesn’t want it, a refinery on tin, but ap- 
proved buying tin concentrates from Bolivia. 

White: On the Costa Rican 

H.M. Jr: Nothing was said today. 

White: Jones said that you were inclined to be favorable to the ex- 
tension of seven million, but further details will be forthcoming. 

H.M. Jr: He is crazy. All I did was lunch with the fellow. 

White: Wasn’t the matter 

H.M. Jr: Never mentioned it. Jones didn’t even know who Dr. 
Anderson was, what country he came from or why he was invited 
for lunch. I was there. He asked me. That is as much as I know. 
They wantseven million fora road. 

White: That is right. 

H.M. Jr: I can’t be favorable when Jones—when he walked in 
the room and met. the fellow, he didn’t even know what country he 
came from or who he was. 

White: He may not have known when he came in, but did he know 
when he went out ? 

H.M. Jr: I told him. 

Professor Chamberlain? 

Chamberlain: Nothing on this. On this, I assume that first one is 
for the funds, expenses in this country, is all right, and the second one 
is doubtful as to expenses in the hemisphere. 

H.M. Jr: That is right. 

Chamberlain: And on the world outside the hemisphere, it is no. 

H.M. Jr: That is right. Does that help you a little bit? 

Chamberlain: Oh, yes. The second one I thought I would take up 
with you and see if I can get a definite report on it, because the French 
are going to be on our necks. 

H.M. Jr: Would that help a little bit ? 

Chamberlain: Yes, that helps a little. I am really disappointed 
because I think 

H.M. Jr: He didn’t give it time and Mr. Hull didn’t help a bit. 

Chamberlain: Well, I am a little surprised at that. Berle told me 
he had taken it up this morning with everyone. 

H.M. Jr: Mr. Hull wouldn’t help a bit. 

Chamberlain: Wouldn’t help on that? 

H.M. Jr: Nota bit. 

nio: Would it be proper for me to take it up again with 
Berle? 

H.M. Jr: Yes. He acted as though he never had heard of it. 

Chamberlain: I don’t understand that. Berle implied to me that 
the Secretary approved it. 

H.M. Jr: He said they approved this hemisphere, but I mean I got 
no help from him whatsoever. 

Chamberlain: I will take it up with Berle at once, then, and see if I 


can see him tomorrow. 
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H.M. Jr: Harold? 

You (Thompson) tell Dan Bell I never got to talk financing with the 
President at all. He can rest easy. 

I hope you all have a nice week-end. 

Chamberlain: Thank you. 

H.M. Jr: What is the matter, got a tick? 

Young: No, there is something else 1 just wanted to tell you. 1 
have got a little more information on the Balfour British Pan-Ameri- 
can ship. It is a secret deal which nobody knew about. George Mead 
told me a little bit more about it when 1 convinced him it would salve 
his own conscience if he got it off his mind. 

H.M. Jr: If you know about it and have time, write me a little letter 
and send it up to Fishkill, New York tonight. 

Young: Well, it is just a question of the number of planes which 
they are getting, which is three. 

HLM. Jr: Well, it will keep. Have a good time in Buffalo. Give 
my regards to all the Polacks up there and make sure they vote right. 
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GROUP MEETING 
SEPTEMBER 12, 1940. 
9:30 a.m. 
Present : 
Mr. Sullivan 
Mr. Graves 
Mr. Haas 
Mr. Chamberlain 
Mr. Young 
Mr. Foley 
Mr. Thompson 
Mr. Schwarz 
Mr. Bell 
Mr. White 
Mr. Gaston 
Mrs. Klotz i 
H.M. Jr: Well, I think the Press treated us pretty well this morn- 
ing. 
ne : I think, all told, that we got along all right. 
H.M. Jr: Pat was much fairer than I thought he would be. 
Schwarz: He stuck pretty closely to the facts. > 
H.M. Jr: I thought it was all right. In fact, I am quite pleased. 
Gaston: I thought it was a very accurate story in the Post. I heard 
Danaher on the radio last night taking Fulton Lewis’ place and in 
the course of his broadcast he gave a general review of what was going 
on in Congress. He quoted textually two sentences from Johnny's 
statement and they were accurate quotations, so he had seen a tran- 
script or seen the statement itself. » } 
H.M. Jr: Is that right? Well, I think we got off all right. I am 
satisfied. It wastough going fora while, wasn’t it, Johnny? $ 
Sullivan: You should have been around some other times during 
the summer. 
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H.M. Jr: Well, I have been in other tax bills. 

Sullivan: Yes, I know. 

H.M. Jr: “Senate Finance Committee, unimpressed by the Treasury 
Department objections, is seeking early enactment of its version of 
the excess profits tax bill.” (Reading press notice.) 

Well, we will see now what the next move is. 

Gaston: I have got clearly on record the fact that the Treasury is 
opposed to the bill in its present form. I think that is all we can do. 

H.M. Jr: No question about that. 

Sullivan: It ison the record all right. 

H.M. Jr: No question about that. 

Gaston: Harry Durning told me yesterday that there seemed to be 
preparations to take the New Amsterdam, the Holland-American line, 
out of New York. If he is correct, they will be asking in a day or 
two for permission to start, the British, of course, and I don’t know any 
reason why we should interpose any objections to the departure of the 
New Amsterdam. 

H.M. Jr: Nonethat [know of. Anything else? 

Gaston: I don’t know of anything else except that I talked to Pat- 
terson yesterday about the—their effort to dispossess us from our Win- 
throp radio station and I think we can get delay long enough so that 
we can getanewstation. Otherwise, it will cause a lot of difficulty. 

H.M. Jr: Ed? 

Foley: I have nothing. 

H.M. Jr: Let’s see, Leon Henderson phoned me this morning and 
I have sent a copy of the letter on scrap steel to you and to Gaston and 
to White and he is working out something. He seems to be carrying 
the ball on it. I will let you read it. 

Foley: You have got the letter? 

H.M. Jr: They have all gone. 

Foley: They wanted another one for Leo, and I had that written, 
too. 

H.M. Jr: That is the one. What else? 

Gaston: Did you want to add any names to that list of the people 
who are getting that weekly report on scrap steel and petroleum 
products? 

H.M. Jr: No, but I would like to see the list. 

Gaston: I sent it in yesterday afternoon. Interior is on. 

H.M. Jr: I didn’t get it. Chauncey was in this morning. 

Foley: Forrestal has indicated he would like to have those aviation 
figures that you gave to some of the other people. 

H.M. Jr: Heis on that list, isn’t he, George? 

Haas: No. 

Foley : He would like to get on it. He may mention it to you. 

H.M. Jr: All right, put him on this week. You sort of have inside 
information there, don’t you? 

Foley : Well, I didn* get this that way. 

H.M. Jr: I wonder if he will take it after office hours. 

Foley: No, he asked Cox about it. 

H.M. Jr: Georgeis the comptroller on that. What else? 

Bell: The Assistant Secretary gets them, doesn’t he? 

Foley: Knox gets them. 1 don't think the Undersecretary gets 


them. 
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Haas: Knox gets them. Whereis Patterson, is he in War? 

Bell: He gets them. 

Haas: Patterson gets them, and the Secretary of War. 

H.M. Jr: Put Forrestal on. 

What are you going to do today, Johnny? 

Sullivan: I am going to try to catch up on the things that I have 
been missing here for a while. I would like to see you a minute after 
this meeting. 

H.M. Jr: Chick? 

Schwarz: I have nothing. 

H.M. Jr: Did they bother you much last night? 

Schwarz: Oh, about seven or eight calls. 

H.M. Jr: Isee. What am I going to say in my press conference? 

Schwarz: You will have to— 

H. M. Jr: I will say I did all my talking before an executive session. 

Schwarz: That is right. 

H. M. Jr: And as far as I am concerned, newspaper stories—I have 
got no complaints. 

Schwarz: The stories are adequate and no complaints? 

H. M. Jr: No. 

Schwarz: Yes, sir, that is the picture. 

H. M. Jr: Mr. Young? 

Young: The Swedes are taking their first Vultee out for a test 
flight today. 

H. M. Jr: That is a great job. 

Chamberlain: 1 talked to Berle yesterday about those—the French 
request to be allowed to pay expenses in other than the United States 
from the funds here. He said it might have been taken up with the 
President and he hadn’t decided yet and the State Department was 
holding back because they wanted to see the new French Minister and 
sort of size him up, so we are still hung up on that. 

H. M. Jr: That is all right. ; 

Chamberlain: Well, yes, that is all right as far as I can see. I will 
have to take—hold the hand of the French financial people, but I can 
do that all right. 

H. M. Jr: Anything else? 

Chamberlain: Nothing else. 

H. M. Jr: George? 

Haas: I have nothing this morning. 

White: If you would care to indicate a schedule that you would 
like to follow on this Chilean thing, we have got—gone as far, as I 
think, as we probably can without talking to the Chileans more or 
less officially, and we can have something for you, if you would like, 
Monday or Tuesday, for you to go over with the Treasury staff before 
you call them in. ‘ 

H. M. Jr: Can’t you give me something to read over the week-end? 

White: Yes, I can do that. — 

H. M. Jr: At least, I can take it with me. i 

White: It will be ready, and then if you want to have a meeting on 
Monday 

H. M. Jr: I will try to read it. 

White: All right. 

H. M. Jr: What else? 
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White: That is all. 

H. M. Jr: This is very much in the room. I just talked to Mr. 
Stimson and he still is very much interested in the Far East. Have 
I got a memorandum on that Chinese-Russian-U.S. Steel ? 

Vhite: You have a brief one. I can give you a second one. 

H. M. Jr.: Could you, that I could send over to Mr. Stimson? 

White: I think you might send the other one over, but I will give 
you two and you can take your choice. 

H. M. Jr.: Right. He is pecking away at it. He says Hornbeck 
and he are like this (crossing fingers) now. They are both together. 

White: Hornbeck seems to be very strong when he is outside the 
State Department, on the Far East. His blood kind of turns to water 
when he gets back home. ] 

H. M. Jr.: What else now besides Chile? 

White: That is all. We are working on Brazil, and they have talked 
about Cuba, but it will come to you through a communication. 

H. M. Jr.: The American Ambassador to Cuba is in town. 

White: Is he? 

H. M. Jr.: He is so impressed that he is trying his best to get me to 
see a fellow by the name of Heineman, who is the head of this Belgian 
Sofina. I refused yesterday point-blank to see him. He says he is 

one of the most constructive figures in finance in the world. 

Chamberlain: Well, he is a very clever fellow. We have all heard 
of him for a long time. 

H. M. Jr.: I said I didn’t know anything about him, whether he 
was or wasn’t, but this was the second time, and wouldn't I see him, 
and I refused to see him. 

Chamberlain: He wrote a letter, Mr. Secretary, that we had, and 
that matter is being examined with a great deal of care and Mr. Up- 
ham is going over it this week-end, and you are going over it, too, 
aren't you, Mr. White? We don’t feel like going ahead on the Sofina 
situation without very great care. 

Foley: That is a high-pressure crowd. They tried to hire Eddie 
Greenbaum to handle the case here. 

H. M. Jr.: The Sofina? 

Foley: Sure they did. Eddie wouldn't take the retainer. 

H. M. Jr.: If Eddie had to pay an excess profits tax on all the fees 
he turned down, we would be rich. 

Foley: Donald Duncan, Jim's partner, went up to see Eddie and 
asked Eddie if he would go up and take a retainer and Eddie said, 
“You don’t have to hire me to see the Treasury. All you have to do 
is go in and see them.” Duncan came down and saw you. That was 
just before you went on your northern New York vacation. 

H. M. Jr.: I didn’t know, with this fellow in town, how much 
pressure—what is the American Ambassador's name? Messersmith 
lived for ten years in Brussels. He must have been Consul-General 
there and that is where—— | 

Bell: Heineman is an American. 

H. M. Jr.: Is he still ? j x 

Bell: I guess he is. His holding company is an immense company. 

H.M. Jr: Messersmith got to know him during the ten years he 
was some diplomatic officer in a Consular office in Brussels. 

White: You will notice the half billion dollar addition to the Ex- 
port-Import Bank went through the Senate. 
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H.M. Jr: Yes, they went out and left us waiting for 15 minutes 
while they voted on it. 

Sullivan: They came back, though. 

H.M. Jr: The next time these fellows that write these statements— 
we will let them go up and defend them, the authors. We are just the 
actors. They just pulled the strings onus. _ 

Sullivan: Oh, no. Asa matter of fact, I think we would have had 
a very tough time if we hadn’t had that thing worked over. 

H.M. Jr: Do you think so? 

Sullivan: Sure; I think it was infinitely better than the way I 
originally had it drafted. 

H.M. Jr: I wouldn’t argue with you on that. 

Harold? 

Dan? 

Bell: We had a meeting of the committee you appointed yesterday 
morning on the South American Treasury Conference and we recom- 
mend to you that the Treasury be represented by a delegation headed 
by Mr. Gaston and Dr. White, probably. 

H.M. Jr: I reluctantly accept that. 

White: By a majority vote. 

Foley: Twoto one. 

White: No, it was really Danny’s idea. 

Bell: At first it was, and then I made it unanimous. 

I would like to see you sometime on Savings Bonds and those two 
bank situations. i 

H.M. Jr: Will you ask—I have got time this afternoon. 

Bell: Would you want to discuss the bank situation? 

H.M. Jr: Sure. 

Bell: It will take about 10 or 15 minutes. 

H.M. Jr: Sure. Okay. 

Johnny, do you want to ses me? 

Sullivan: Justa minute. 
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SEPTEMBER 12, 1940. 
9:15 a.m. 

H.M. Jr: Hello. 

James Forrestal: Good morning, Henry. i 

H.M. Jr: Good morning. Look, I had at my house last night 
Nathan Straus and he was telling me some of his troubles. Now he’s 
got $100 million which he can put into housing for you—tomorrow— 
and I told him to give you a ring. 

F: Fine. 

H.M. Jr: Now he says he can have these things finished in about four 
or four and a half months and he has the choice of doing slum clear- 
ance or this and I told him for heaven's sake do this. 

F: Yeah. 

H.M. Jr: And he can start tomorrow, the plans are drawn and every- 
thing and I’m just calling you so if he calls you, you’ll know what 
it’s about but forget that I called you. 

F: You bet. Thank you very much, Henry. 
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H.M. Jr: But this issomething I figure that you fellows really want 
over there, isn’t it? 
TF: Icertainly think it is. E 

H.M. Jr: Well, he's got $100 million that he can put into houses 
for workmen in connection with the Navy Yards today. 

F: Yeah. 

H.M. Jr: He's got full authority. 4 

F: O.K. Icertainly wanttotalktohim. Thank you. 

H.M. Jr: Thank you. 

SEPTEMBER 12, 1940. 
9:21 a.m. 

H.M. Jr: Hello. 

Operator: Mr, Sulzburger. y 

Arthur Sulzburger : Good morning, Henry. 

H.M. Jr: Hello, Arthur. I was sorry I couldn’t talk yesterday but 
I was on the Hill on the tax bill all afternoon. 

S: Yes I heard you were having a bad time, I mean, a troublesome 
time. 

H.M. Jr: That's right. 

S: Henry, listen, TPI tell you why I called you. I met again yes- 
terday for the second time a young man that I think you should see. 

H.M. Jr: Right. 

S: His name is Nussbaum—N-u-s-s-b-a-u-m. He was a Rabbi in 
Berlin up to August 1st of this year. 

H.M. Jr: Yes. 

S. He’s a man about 32, he’d just finished his rabbinical studies and 
gotten a Berlin post in 1932 when Hitler came in and he’s been there 
in that job as one of the leading Jews there ever since. 

H.M. Jr: Yes. 

S: He's a most attractive looking fellow and taught himself English 
which he speaks remarkably well and 1 thought his story was suf- 
ficiently dramatic and some of the things that he had to say of what 
the Gestapo had told him as to the ultimate plans for the Jews there, 
if you were to hear it and if you're as much impressed, to pass him on 
to higher ups. 

H. M. Jr: I see. Well, now how can I see him, Arthur? 

S: What's that? 

H.M. Jr: How can I arrange to see him? 

S: Well, I told him that I would pay his expenses down. He 
would very much like to come down as quickly as he can. He has a 
post—that's the way he got here—he got one of those exempt visas— 
I’ve forgot what you call them—which Stephen Wise got for him and 
he's got a post away out in Oklahoma and he's planning to go there. 
And I told him that I would pay his expenses to Washington and 
after you were through with him I told Arthur to take—— 

H.M. Jr: Hello. Hello. 

Operator: Operator. 

H.M.Jr: I was cut off. 

Operator: Oh, Pmsorry. Dll get him right back. 

H. M. Jr: Hello. h i l 

S: Hello, Henry. I was just saying he could come down any time 
you want him to, the sooner the better. 
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H. M. Jr: Well, I can see him at 9 o’clock tomorrow morning. 

S: Right. Now, Henry, another thing. If you wanted to, he’s the 
kind that you could very easily have at lunch or supper. He’s really 
an extremely attractive young man. All I’m trying to tell you is this, 
if you and Ellie wanted to have him that way, you'd be perfectly 
fascinated, but I think this, that you’d want a little more time than 
an office appointment. 

_H. M. Jr: Well, Elinor isn’t here. Do you think I’d better have 
him come to the country ? 

S: Well, he could do that, yes. 

H. M. Jr: Well 

S: Well, listen, on the other hand if you are interested and wanted 
to pass him on, that would make it more difficult, wouldn’t it? 

H. M. Jr: No, because I wouldn’t be able to pass him on right away 
anyway, I mean, it would take several days. 

Yes. Well, if he and his wife could drive—I could put a car 
at their disposal and get them up to see you in the afternoon or some- 
thing like that. 

H. M. Jr: Well, I was just thinking. I don’t know what Elinor’s 
plans are, that’s the trouble. 

S: One thing I can guarantee is that you will not be bored and that 
he is very charming and attractive and anybody would like to meet 

im. 

H. M. Jr: Well, my trouble is I don’t know what Elinor’s plans 
are, you see, Saturday and Sunday, and did you want him to see 
somebody else herein Washington besides me? 

S: Well, yes. I thought that while he was down there that—I 
thought that a man like Welles for example would be very interested 
in seeing him and I asked Arthur Krock to arrange that. 

a M. Jr: Uh-huh. I don’t think Welles is here. 

: I see. 

H. M. Jr: I tell you, Arthur, it sounds silly but I think it'd be 
easier for me to see him here tomorrow morning and then possibly I 
could arrange to see him again if necessary. 

S: Right. 

H. M. Jr: But I could see him definitely at the Treasury at 9 to- 
morrow morning. 

S: 9 o'elock tomorrow. Tl have him there. 

H.M. Jr: And then if I don’t have time enough Pll arrange it, but 
I appreciate your calling me. O ; 

S: He has told me this—just to give it to you quickly—that the 
Gestapo told them very definitely that in a Europe in which Hitler is 
victorious that 414 million Jews, who are now in Europe, are to be 
moved to Madagascar. è 

H.M. Jr: I see. Well, that’s very interesting. 

S: So at 9 o'clock tomorrow morning—his name is Nussbaum— 
N-u-s-s-b-a-u-m. 

H.M. Jr: O. K., Arthur. 

S: Right, Henry. 

H.M. Jr: Thank you. 
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SEPTEMBER 19, 1940. 
3:45 p.m. 
Re Russia-CHina-U.S. AGREEMENT 
Present: 
Mr. Bell 
Mr. Gaston 
Mr. Foley 
Mr. White 
Mrs. Klotz 4 i 

H.M. Jr: Just sit down, everybody, and I will reserve the right of 
getting my chest clean first. i 

I had a chance at Cabinet to talk about refunding next week, and 
if my memory serves me right, I said we could go out 14 or 15 years 
on a 2% bond. 

Bell: Well, a little far. 

H.M. Jr: Yousaid 53-55? 

Bell: That is right. That is 12%. That is about right. On that 
sheet, as I recall— 

H.M. Jr: From 1940 to 1955 makes 14 years. 

Bell: Well, the callable period is a little shorter than the maturity. 

H.M. Jr: Well, I think I got across today the most important 
thing I have done this year. In the usual discussion at Cabinet—of 
course, this is in the family—Hull said, “Now, within a day or two 
the Japanese are going to walk into China,” and we would have to 
do something on scrap iron and loan 20 to 25 million dollars to China. 

(Unrecorded telephone conversation.) 

H.M. Jr: Welles is calling now to try to block this thing. At least 
I am going to make a record of it all. 

After Mr. Hull said that he wanted to do something, then he went 
on to say there is no use doing anything on oil. So 1 said, “Well, 1f 
they really want to do something to set Japan back on our [sic] heels, 
take the President’s suggestion of a couple of months ago of a three- 
cornered deal with Russia, China, and ourselves. That would really 
mean something to Japan,” and they said, “How,” and 1 said, “Well, 
for example, if you bought some manganese from Russia and had the 
understanding that Russia would sell some arms, with that money, 
we would give credit for arms and China could pay them with tung- 
sten or something like that—.” They went on and on and on discuss- 
ing it. 

Of course, Stimson is always very helpful. I was going to say 
something again to make my point again and I didn’t, because I 
thought—I was playing it down. I drove it pretty hard. This went 
on for about 20 minutes to a half hour, and then the conversation 
ceased. 

During the thing I said that if the President would direct me to do 
this, I said with the help of Jesse Jones I would like to do it, if the 
President wanted me to. That was all. Then they went on and on 
and on. The conversation stopped and the President said, “Henry, 
I guess you had better get hold of the Russians and start your talk.” 
So Jones spoke up—or Hull spoke up and said, “Well, before you 
have the final arrangement and give it out to the press, I would like to 
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be consulted,” and I said, “Well, absolutely,” and I said, “If it is agree- 
able to Mr. Jones, I would like to have Mr. Henderson, who looks 
after Russia, sit in and listen to the discussion,” He said that was 
fine. So at 11:30 tomorrow we are on our way. Now we will get 
Welles. 

Klotz: He may surprise you. 

H.M. Jr: I am going to tell him to do his arguing with Mr, Hull. 

Bell: Is Hull in favor of this suggestion ? 

H.M. Jr: He never said a word. He never said yes or no and he 
said that I must have misunderstood Welles because he didn’t know 
anything about it. I said it was Welles that said I couldn’t do this 
and mustn’t do this thing until he gets through with this trade treaty 
with Russia. 

So somebody said, “Well, how is this going to hurt the trade treaty?” 
Hull said he didn’t know and he showed he didn’t know anything 
about this thing and I kept stressing the point that this was the Presi- 
dent’s suggestion. There is no question that if you want to set Japan 
back, this is the way to do it. 

White: Sure. If they think they are forcing us into an arrange- 
ment with Russia by their steps in Indo-China, they would be more 
worried by that than anything else. They might reverse their posi- 
tion entirely. 

H.M. Jr: Hull is out on the end of the limb. He has twice scolded 
Japan if she goes into Indo-China. According to Hull, she is going 
into Indo-China and he is going to say, “Boys, 1 am going to lend some 
money to Indo-China,” which they know they can’t buy arms with. 
I pointed that out at the meeting. He is going to do something about 
scrap iron, but he won’t touch oil, and I made a big talk on oil. 

White: Did you notice the figures— F 

H.M. Jr: But I thought it was one of the most important things 
I have sat in and Mr. Welles can just—1 don’t give a hoot what he 
says, I am going ahead with it. , 

Bell: What is the reason for not touching oil? 
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SEPTEMBER 20, 1940. 
11:05 a.m. 

H.M. Jr: Hello. 

Operator: Secretary Hull. 

Cordell Hull: Hello, Henry. 

H.M. Jr: Hello, Cordell. 

H: Why, that Russian-Chinese matter yesterday, I’d never heard 
of it before naturally and I didn’t have a minute's time tothink. Now, 
what we've got in mind here is to give you anything we've got as side- 
lights and background with reference to the whole Chinese loan— 
their whole idea of helping China. 

H.M. Jr: Right. i 

H: In the first place it’s this Russian outfit—I don’t think you could 
depend on them a split second to do anything for China more than 
what they are doing or would be disposed to do anyhow. They are 
supposed to be even more interested in helping her than we are and 
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yet in Welles’ conversations they’ve tried to strike up a bargain with 
him to allow a few planes to fly over a little strip of Russian territory 
to get into China. 

H.M. Jr: Yeah. 

H: It’s that kind of a spirit that they’ve got. Well, now on the 
question of getting away from Brazil and others here that we do 
need to give every attention to, and buying large of manganese over 
there, to hire them in effect to do what they are more interested and 
more obligated to do than we, and when they are utterly as unreliable 
as Jesse James—now that’s the—then here’s the other side now. 

H.M. Jr: Yeah. 

H: Suppose you people should—suppose we should—the Govern- 
ment—let them have tungsten ore to be paid for in tungsten and we 
give them cash or credit facilities. They can buy anything then they 
want in the way of munitions or other things and have the fullest 
latitude. In other words, we'd try to give them the fullest encourage- 
ment. Now that doesn’t include the question that you had primarily 
in mind and that’s actually delivery of armaments. 

H.M. Jr: That's right. 

H: Well, now 1 have this morning a pretty strong report from 
Grew at Tokyo to the effect that the Japs have had a 3-hour con- 
ferenco with the king—or whatever they call it—and they have de- 
cided to go into an open alliance—military defensive alliance they 
call it—with Germany. 

H.M. Jr: 1 see. 

H: That's like Jesse James and Colt Young were going into an 
alliance for self-defense. At any rate that means that they are—that 
Germany is probably telling the Vichy Government to let Japan into 
Indo-China. 

H.M. Jr: 1 see. 

H: And so on and so on. Now, we want to go as far as possible 
on a loan and on an iron scrap embargo as quickly as Japan settles 
in Indo-China, and it's a question of how far we can go without 
running too much risk of a military crash. Now this sort of a loan 
to China would obviate that. They couldn't make serious complaint 
about a purchasing loan like we made before if the Chinamen are 
dispesed. So I thought—there are some other phases connected with 
the situation—but from the standpoint of getting—of helping China 
actually that we could very well—and from avoiding possibly two 
brash acts with Japan all at once—the iron scrap and everything— 
embargo—and we might consider this other method than the Russian 
method if you and the President, after we talk a little further, 
should 

H.M. Jr: Well, this Russian Ambassador is coming in here at 
11: 30 this morning. 

H: Yes, 1 know and you can be sure that the German Embassy 
and the Italian Embassy here in Washington will know everything 
that takes place between you and him in one hour. That's what he's 
been doing with Welles’ conversation. 

H.M. Jr: Well, there's one thing 1 don't understand that Welles 
said. He called me up right afterward about—I got the impression 
that this trade treaty with Russia had not been consummated and 
T see it was consummated on August 6th. 


MORGENTHAU DIARY 211 


H: No, that was that annual arrangement we have with them. 

H.M. Jr: Yes, and so there's nothing pending with Russia. 

H: Nothing except that Welles has been having two and three 
hour conversations at a time on the whole situation between Russia 
and the United States to see whether anything could be finally 
worked out. 

H.M. Jr: Well, they couldn’t have been very effective. 

H: No, I haven’t—I was away you know at Havana and the Springs 
and so on and I haven’t kept up with that. 

H.M. Jr: Well, Cordell, unless you tell me definitely you object— 
this fellow will be here in twenty minutes—and I thought I’d very 
diplomatically just throw out a hint along the line that the President 
asked me to. 

H: Well, that's your business. I’m just giving you my views if 
they're worth anything to you. 

H.M. Jr.: Well, they're worth a lot and 1 only wish that you had 
said them yesterday at Cabinet. 

H: Well, if you had given me notice that you were going to spring 
that thing 

H.M. Jr: Well, I couldn’t give you notice because I didn’t know 
that you were going to bring it up. 

H: You mean bring up the—— 

H.M. Jr: Doing something for China. 

H: Well, of course we've had that up at every session nearly. 

H.M. Jr: Well, I brought this up 

H: And that was something new as to the method. I didn’t have 
time to think it out, but anyhow I just wanted you to know that what 
you say to him will be repeated by him to the German Embassy and 
to ours. 

H.M. Jr: Well, it may make them think twice. 

H: Well, that’s all right then. 1 

H.M. Jr: Well, I’ll be just as careful as I know how. Henderson is 
here and he can report back to you what I said. I realize that it’s a 
very, very ticklish thing and if the President hadn’t specifically said 
to go ahead, I wouldn’t have dreamed of doing it. i 

H: Yes. Well, of course, we are here trying to help him from this 
angle and sometimes we see something that’s very patent, and we 
hold it up until we can get to see him and that’s with you on that. 

H.M. Jr: Well, 111 try my best not to make it more difficult and 
I hope that I can make it. 


——— 
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SEPTEMBER 20, 1940. 
11:45 a.m. 
Present: 
The Russian Ambassador, Mr. Oumansky 
Mr. Jesse Jones 
Dr. White 
HM, Jr: Mr. Ambassador, I am sorry to have delayed you. 
Mr. Ambassador, Mr. Jones and I asked you to come down to see 
us because we have had an idea. You most likely know Mr. T. V. 
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Soong has been here for some time on the question of getting a loan 
and in the discussions which we have had—as you most likely know, 
with the money that we lend them they cannot buy munitions—and 
the suggestion 1s made that they could get more help from Russia. 

Mr. Jones: I said to him, “Suppose we don’t do this. Who's going 
to help you?” 

“Russia. The only people we can get. And they can only help so 
much.” 

HM, Jr: Now, the thing that we had in mind 

Mr. Jones: 1 think he suggested, Henry, that “if you people in 
buying your defense supplies could buy more from Russia, more 
metals, manganese and some other things that they have got to sell, 
they might be able to do more for us” or something of that kind. 

Ambassador: If the United States buys more manganese from 
Russia ? 

Mr. Jones: That was his suggestion. 1 guess he was floundering 
around looking for something. “Probably been talking to you about it? 

Ambassador: I had several talks with Mr. T. V. Soong, but not 
quite along this line and the suggestion of an increase in South Ameri- 
can trade was not advanced by him. 

Mr. Jones: South American ? 

Ambassador: I mean Soviet-American trade. This suggestion he 
did not advance. 

Mr. Jones: The last time I saw him was two or three days ago. 
Probably you have not seen him since that. 

Ambassador: No; I have not. 

Mr. Jones: And he indicated —maybe it was his own idea; maybe he 
thought if we would do something more in the way of the things we 
are doing already, buying these metals, accumulating for stockpiles, 
which we are doing on a large scale now and expect to continue to do. 

Ambassador: One thing I noticed with Mr. T. V. Soong. I had 
several talks with him since he arrived here. He has been in very 
friendly contact with me all the time. I did notice his general worry, 
I would say, and disappointment about the rather lamentable state of 
affairs in Russian-American relations. He was very much discouraged 
to see our relations, far from getting better, are getting worse between 
our two countries. 

Mr. Jones: You mean our relations 

Ambassador: Economic and political relations between the United 
States and my country. And this, of course, disappointed him very 
much. Exactly by the same reasons you just mentioned. 

Mr. Jones: Maybe he was acting in the role of good Samaritan talk- 
to me. Maybe he thought he could do some good, 

Ambassador: I think he has these intentions. 

Mr. Jones: Yes. Undoubtedly. 

Ambassador: And I understand his motives perfectly and they are 
very good motives, but of course the reality in our relations right 
now is very gloomy. This I want to make clear at once. And his ap- 
proach to this is that exactly along the lines you are talking, that such 
a triangle requires good relations between every two angles of that 
triangle. Our relations with China are very close, very friendly. 
Your relations with China are very close, very friendly. Sorry that 
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we cannot qualify in the same relations between my country and your 
country. But that’s a general remark. 

HM, Jr: I understand, but I think we can both make the assumption 
we are both friendly disposed to China. 

Ambassador: This is a common denominator which does exist. 

HM, Jr: I think we are both interested in peace in the Pacific. 

Ambassador: Certainly ! 

_ HM, Jr: And with those two common denominators and possibly 
in the interest of both of those worthy causes, the question comes up of 
either manganese or chromite, quicksilver, mica, things that we need 
A things that you may or may not have a surplus of and want to 
sell. 

Mr. Jones: Are you helping China a great deal now ? 

Ambassador: Oh, yes! 

Mr. Jones: What do you sell them ? 

Ambassador: Munitions. 

Mr. Jones: Munitions. 

Ambassador: Well, according to the information which the same 
Dr. T. V. Soong gave me, I don’t think they could have resisted as 
long as they do if they had not had 

Mr. Jones: your help. 

Ambassador: Yes; help. Without wanting to discourage any 
scheme of the kind you mention, I just think of a few factual questions 
I would like to raise. 

HM, Jr: Please. 

Ambassador: A few practical questions. My first question being, 
how could you get our manganese which, as you well know, is concen- 
trated on the Black Sea coast? 

Mr. Jones: That’s very difficult. Very difficult to get out. 

Ambassador: Not only is it difficult, but as a matter of fact, the situ- 
ation has changed very much. A year ago we sat at this same table, 
a year ago, and 1 complained about you not buying enough of our 
manganese which you could have received, at that time, in great quan- 
tities. Unfortunately, I did not succeed. The Secretary of State 
promised to consider our suggestion that about 800,000 tons of our 
manganese be bought within four years, but nothing came of this. At 
that time, the communications were free. Today this manganese, as 
you will see, I can point to you, if you want, the particular spot. 
(The Ambassador referred to the world map hanging in the Secre- 
tary’s office.) The greatest deposit in the world is here. 

HM, Jr: That’s not far from—— 

Ambassador: And this, Poti port, all the deposits are very close to 
the Coast and the other is Mariupol, here. This route is out of the 
question now. Sois this. To transport manganese ore by rail is com- 
mercially unthinkable. Physically possible, but commercially 

Mr. Jones: How far is it across here? 

Ambassador: About 9,000 miles, at least. So this is the first prac- 
tical question which occurs to me. After Italy went into the war, 1 
understand some American boats which were on the way to Poti just 
had time enough, in late May, to slip out and bring the last shipments. 
I don’t think there have been any since. 

Mr. Jones: No way to get up here, huh ? 
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Ambassador: Well, that, of course, is shorter, but by reasons not 
known to me this zone here, where not a single combat has ever taken 
place, has been proclaimed by your Executive to be combat zone, so 
American ships cannot enter. 

Mr. Jones: Mr. Soong's idea does not seem to be very practical then. 

Ambassador: This is my first doubt about it. Now, whether man- 
ganese is the only thing, I don't know. You mentioned other com- 
modities. 

HM, Jr: I mentioned others. 

Ambassador: What did you mention ? 

HM, Jr: The ones I jotted down, just as possibilities—asbestos, 
mica, mercury: 

bassador : Platinum ? 

HM, Jr: Yes. Chromium. That's the whole group. 

Ambassador : Gold is not a commodity ? 

HM, Jr: We buy that. I just bought 10 million from you the 
other day. 

Mr. Jones: Do you produce all those things? 

Ambassador: Asbestos, yes. Mica, yes. About mercury, I must 
check. Platinum, yes. Chromium, yes. 

HM, Jr: (To Mr. Jones) We just bought 10 million. 

Mr. Jones: Where did you get the gold ? 

Ambassador: Plenty! 

Mr. Jones: Dig it out of the ground ? 

Ambassador: (Laughed but made no reply.) 

HM, Jr: They have lots of it. 

Ambassador: That was my first question. 

HM, Jr.: We don’t consider it a commodity. The Ambassador and 
I had this discussion a couple of years ago—lot of gold coming out— 
as to whether gold was a commodity or not and he and I came to a 
very good understanding and from that day we have seen eye to eye 
on this gold question. 

Ambassador: That’s correct. 

HM, Jr: And the working agreement is good today. 

Ambassador: With one exception, just departing as you did for 
one moment from our discussion. In my conversations with Mr. 
Sumner Welles I had quite some difficulty in obtaining a very simple 
statement. We took that up about three or four times among other 
questions, a very modest request of ours, of being given a general as- 
surance that there would be no discrimination toward Russia in the 
question of importation of gold; that we realized you cannot give us 
a specific statement that you always will buy it and always at the same 
price. We know your laws. But we asked one very modest and very 
reasonable thing: That your fixed policy in the gold question be ap- 
plied without discrimination to Russian gold. Sorry to say that this 
question, which I considered as being of third or fourth importance, 
as a very subsidiary question which I raised only because I had my 
instructions, 1 was surprised to see that on this question I did not 
obtain the necessary assurances. We have not finished our conversa- 
tions yet. Perhaps I will obtain it. But even on this technicality, 
which unfortunately does characterize the gloomy situation to which 
I was referring before. That's just being nasty for a moment. | 

HM, Jr: Well, Mr. Jones and I are neither of us diplomats. He's 
a newspaper publisher and I am a farmer. Is that right? 
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Mr. Jones: Yes. 

HM, Jr: So we don’t know anything about diplomacy. 

_ Ambassador: I have not known recently anything about diplomacy. 
1 have been a newspaper man myself for 18 years. 

HM, Jr: Well, you are talking to a newspaper man and a farmer, 
So we don’t know anything about diplomac 

Ambassador : My second question, coming back to Mr. T. V. Soong’s 
scheme is 

Mr. Jones: Call that “suggestion” instead of “scheme”. 

Ambassador: Suggestion. 

Mr. Jones: Would you mind ? 

Ambassador: No. I don’t mind at all. My second question is he 
or anybody who has brought forward that suggestion assumes that 
the amount of help we are giving our Chinese friends is limited by 
our financial resources; that we give only as much as we can afford 
financially. I don’t know enough about the matter, but as a first re- 
action to what you told me I would say I am not sure of this. 1 think 
we are giving China that amount of help which we can afford from 
the point of view of available 

Mr. Jones: Materials? 

Ambassador: materials. And, as far as I know, financial dif- 
ficulties between ourselves and China have not arisen, but this is my 
private reaction to a suggestion which is new to me and which, of 
course, I will refer to my Government. 

Mr. Jones: These talks or suggestions were more or less vague on 
his part; were not specific; to be reduced down toa definite suggestion. 

HM, Jr: You know by now in our previous discussions we have 
either agreed ornotagreed. There has never been —— 

Ambassador: That’s correct. 

HM, Jr: It’s either black or white. There has never been any 
grey, and I think I never have talked to you on a matter like that 
unless I had full authority. 

Ambassador : I realize that perfectly. Ì 

HM, Jr: You appreciate that, because I don’t take up your time 
talking about 

Ambassador : T realize that perfectly. i t 

Mr. Jones: How about your trade balance with this country ? 

Ambassador: It remains chronically passive. 

Mr. Jones: You have not been able to correct that? 

Ambassador: No. As to our trade in general between our two 
countries, if things continue as they are going on now, the moral 
embargoes, the retainment of goods which we have bought two years 
ago and which now in a retroactive way are being retained (they al- 
legedly are necessary for national defense) and so on, if these measures 
continue I don’t think that our trade relations or any relations will 
develop in a satisfactory way. So far I cannot boast about any 
achievements in my conversations with your Government. 

Mr. Jones: I wish you would import more caviar than you do. 

Ambassador: I share your desire very much. I am getting short 
ofit. 

TIM, Jr: That's one thing—I like it, but I could perfectly well get 
along without it the rest of my life. mA. 

Mr. Jones: He taught me to drink vodka and like it and to eat 
caviar and that other fish—— 
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Ambassador: (?) sturgeon, from which caviar comes. 

Might I ask you, Mr. Secretary, to repeat 

HM, Jr: We have two Secretaries. Mr. Jones is a Secretary since 
yesterday. 

Mr. Jones: My feathers are still pin feathers. 

HM, Jr: But you are dry behind the ears. 

Ambassador: Mr. Morgenthau, I don’t quite understand. Imagine 
the situation is a practical one, just for the sake of this conversation. 
How would that manganese be purchased? It would have to be pur- 
chased by our two customers, U.S. Steel and Bethlehem Steel or would 
it be the Federal Government ? 

TIM, Jr: You (Mr. Jones) would buy it, wouldn’t you? 

Mr. Jones: I suppose so. I think that would be a practical matter 
to work out. 

HM, Jr: You see, Mr. Jones in his many capacities, also has a— 
what do you call the corporation that buys these raw materials? Do 
you buy manganese or do I ? 

Mr. Jones: We bought manganese. We have what we call the 
“Metal Reserve Company” and we have already bought over 1,000,- 
000 tons. 

Ambassador: Imagine this is gold. Is credit open in this country 
here or what? How would that triangular arrangement work, speak- 
ing abstractly ? 

HM, Jr: First we want to find out whether the will is there. 

Ambassador: I understand. 

HM, Jr: But the idea 

Mr. Jones: If the will is there and the desire, we would have to work 
out the mechanics. 

HM, Jr: We have to work out some way, if we bought what we 
call strategic materials and paid you cash that you, in turn, would 
find some way to assist our Chinese friends in an even bigger way 
than you have in the past. 

Ambassador: I understand. 

HM, Jr: Financial protection or whatever it is. We have no way 
of knowing, but we do know they are in great need. We also know 
that today Russia is the only place left, practically, that they can get 
supplies and, as I say, as you put it, very much better than I can, 
there are three points to a triangle and from Russia to China is friend- 
ly and from the United States to China is friendly. 

Ambassador: That’s right. The rest is blank. 

HM, Jr: Iam an optimist and I always have hopes. 

Ambassador: I tried to be for a long time. 

HM, Jr: And if and when you hear from your Government 


Ambassador: I will let you know: 
IM, Jr: let me know and Mr. Jones and I will be delighted to 
see you. 


Ambassador: Mr. Secretary (Mr. Jones) I would be glad to come to 
you without any practical thing on my mind should you be interested 
in knowing what Russian-American trade looks like now. 

Mr. Jones: I will be glad to see you. 

Ambassador: I will be glad to come and see you and tell you about 
the very bad condition it is in now. 

Mr. Jones: I will be very glad to see you. 
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(Book 807, pp. 278-295) 


Grour MEETING 
SEPTEMBER 23, 1940. 
3:00 pm. 
Present: 

Mr. Gaston 
Mr. Haas 
Mr. Thompson 
Mr. Chamberlain 
Mr. Viner 
Mr. Foley 
Mr. Schwarz 
Mr. Graves 
Mr. Cochran 
Mr. White 
Mr. Rell 
Mr. Young 
Mrs. Klotz 


H.M. Jr: Merle, could you find out—you know, that happened the 
morning after we saw the Argentinian Ambassador. 1 wondered if 
they knew over there that that was the story. We let them know, but 
did they know that this was coming and if they did, why in hell 
didn’t they tell me? Did they know this was coming? Just look 
into this. I want to kind of make a record with the State Department. 

Did you (Gaston) know this? (Handing Mr. Gaston memorandum 
from Mr. Cochran dated September 23.) This was a terrible thing. 

Gaston: Is this the man involved in Customs? 

H.M. Jr: Yes. Whoever the man is up there, order him to get on 
the train and get him down here tomorrow morning. I want it 
explained to me. 

aston: I couldn't make out whether this was Canadian Customs or 
American Customs. 

H.M. Jr: Could you call up Hickerson and say that I have ordered 
this man down to Washington personally to report to me? Call up 
Hickerson and tell him that. How long have you known this? 

Cochran: I got it this noon. 

H.M. Jr: Tell him I have sent for this man to report to Washing- 
ton immediately and would you please get word to Mr. Howard. Will 
you see that he does that, Herbert? 

Gaston: Yes, I will. 

H.M. Jr: Well, Bell, how are you? 

Bell: I don’t know whether you have seen it or not, but Mr. Daven- 
port sent you a copy of his Post article on Financing Defense, 

H.M. Jr: No. 

Bell: Well, it is in your shop someplace. 

H.M. Jr: Where? 

Bell: I think probably Miss Chauncey has it. It came in Saturday 
late. Herbert has read it and Mr. Haas is going over it, and Mr. 
PEA is going over it. Part ofit Mr. Sullivan should read. Itisn’t 

ad. 

H.M. Jr: Is it good? 
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Eells Well, it isn't good, but it isn’t as bad as we might have ex- 
pected. 

H.M. Jr: What is the matter with it ? 

Bell: Well, it is just a straight article. There is nothing flashy 
about it at all. I don’t think you have to worry any about it. 

H.M. Jr: Is it critical? 

Bell: No, not critical at all. One or two little places you might 
like to straighten out, but it isn’t bad at all. I don’t know whether 
you would like to read it. 

H.M. Jr: Yes. 

A Bell: We would like to get it for New York tomorrow night, if you 
O. 

H.M. Jr: Well, I will try to read it tonight. 

Bell: He can stay over if you can’t read it. 

H.M. Jr: I will try and read it. 

Bell: That is all I have. 

H.M. Jr: Will you stay behind after this? 

Bell: Yes. 

H.M. Jr: Harry? 

White: The Argentine Ambassador was here Saturday morning. I 
took him in to Dan Bell. He wanted to know what the possibilities 
of success negotiations were and how long it would take and so on, 
and Dan just told him 

H.M. Jr: What kind of negotiations? 

White: The—— 

H.M. Jr: You mean the American Ambassador or the Argentinian 
Ambassador ? 

White: Argentinian. 

H.M. Jr: How can we negotiate when they have slapped down all 
exchange control ? 

White: Well, that subject wasn’t discussed, but I saw elsewhere a 
cable that came in saying that it did not mean that they were restrict- 
ing dollar goods and that the article in the paper by John White was 
not an accurate account, but I don’t know more than that. 

H. M. Jr: Well, I have asked Cochran to find out from the State 
Department what they did or didn’t know. 

White: Yes. Well, he wanted to get some definite information be- 
fore he telephoned his government, but Mr. Bell didn’t give him any. 

H. M. Jr: About what, Harry? What does he want? Do you mean 
about that cable? 

White: About the cable, yes. 

Bell: He wanted to know how long negotiations would take and 
whether or not it could be completed before election and whether or not 
the election would have any effect on the negotiations and I told him 
that things were changing so fast we couldn't tell him how long it 
would take or what trend it would take. 

White: He said their new Minister of Finance was extremely inter- 
ested in it, but couldn’t come up if it took too much time and certainly 
it would be bad for them to come up and not be successful. 

H. M. Jr: They are doing me no favor in coming up here. I don’t 
want him up here. Somebody in the State Department does. I don’t. 
As far as I am concerned, he can stay down in the Argentine. Who 
thinks he can do me a favor by coming up here? 
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White: Y didn’t ask him that question. I don’t know. 

H. M. Jr: As far as I am concerned, let him stay down there. 

Bell: We did say we would be willing to talk to them, didn’t we? 

H. M. Jr: Well, they put all this pressure on me to okay this cable, 
and whoever wrote the cable is so interested in it—I don’t know where 
all the pressure comes from. It is nothing in my life. Let Sumner 
Welles see it. 

Bell: He saw Sumner. 

H. M. Jr: Let him see him again. I don’t want him running 

around. I'm serious. I’m very serious. 
_ White: I imagine the cable went forward, but I don't know whether 
it did. There was a meeting of the Executive Board of the Export- 
Import Bank this morning, and Jones asked me for permission to go 
ahead with negotiations with China to a maximum amount of 
$25,000,000. 

H. M. Jr: Good. 

White: The State Department said that they were—in the person 
of Mr. Berle, said they would be interested in timing this thing prop- 
erly in view of recent events, and it seems as though the thing will go 
through rather quickly, judging from what Jones said, at least the 
preliminary statement will be made soon. 

There also was taken up the question of the loan to Brazil for the 
Iron and Steel Company of 20 odd million dollars and that was ap- 
proved, and a loan to Costa Rica of 414 million dollars for a highway. 
That was also approved. 

There is an article herein the New York Evening Post on gold that 
is interesting in itself, and I think it is particularly interesting in view 
of the fact that they have been panning the gold policy so much. 

H. M. Jr: That is by that woman, you know. 

Schwarz: Sylvia Porter. 

White: And that is a brief statement on our gold inflows of the last 
12 months, explanation and prophecy. 

Bell: Did the Treasury approve these plans through the Export- 
Import Bank? : 

H.M. Jr: That is an embarrassing question you have raised. I was 
going to take it up with the Subcommittee. 1 didn’t know what was 
going to be brought up before the time. They operate on a very in- 
teresting principle, in which Mr. Jones asks for permission to go ahead 
with negotiations somewhat along these lines. I knew you were in 
favor of the loan to China, so I thought I was safe in approving that, 
and I assumed, or thought I knew, that you would be in favor of the 
Brazilian loan and the other, but I didn’t say anything. They just 
said, “No objections? Passed.” It isa very interesting way of getting 

business done. 

Gaston: The Chair hears none. 

White: No, he asked for any suggestions or comments. They made 
a few, and there was something we will want to take up later, but I 
don’t know what will happen when they bring the first one up that you 
don’t happen to know anything about or that we don’t approve of. 
I suppose it will start a minor revolution, but so far that hasn't hap- 
pened. They transacted all their business in about 20 minutes, 1 think, 
three loans. 

H.M. Jr: Well, so far it sounds all right, doesn't it? 
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White: Yes, those three I thought I knew you were in favor of. 

H.M. Jr: Itislucky. 

White: Ithought so. 

Bell: I wonder if they can’t give you in advance a little agenda. 

White: I was wondering whether that couldn’t be arranged. I 
don’t like to ask for any changes in procedure, since I have just joined, 
but I think that it won’t be long now. 

H.M. Jr: Allright, Harry. 

White: As a matter of fact, some of the directors didn’t know any- 
thing about the loans. I happened to know a little bit about them. 

H.M. Jr: I would feel badly if you treated Mr. Jones any better 
than you treated me. 

White: I will have to assimilate that. I don’t know just what that 
means. 

H.M. Jr: Jake likes that one, don’t you Jake? 

Viner: I wouldn’t feel badly. 

H.M. Jr: Give Harry time. He will come back. 

White: Give me time; I will give you a fight. 

H.M. Jr: Philip? 

Young: Mr. Purvis is on his way down to Washington this after- 
noon. 

H.M. Jr: Two hundred and fifty thousand guns; are they for cash 
or for love? 

Young: Cash for the moment. 


H.M. Jr: Okay. 
Young: The first are already on the way. They started to roll 
yesterday. 


H.M. Jr: Are you going to get me something on that in writing? 

Incidentally, did you give Mrs. Klotz anything on the meeting we 
had here that day that Knox came in unexpectedly and 1 talked my 
one and one idea ? 

Young: No. 

H.M. Tr You didn’t? 

Young: No. 

H.M. Jr: Phil, you are slipping. 

Young: Yes, sir. 

H.M. Jr: That was an important meeting. 

Young: I will give you something now. 

H.M. Jr: Will you? 

Young: Yes, sir. 

H.M. Jr: I thought you hadn’t. I didn’t check up on you, either. 
Do you remember the meeting ? 

Young: Sure. 

H.M. Jr: That may have started something—remember what I told 
him, what the President said and everything, that I wanted him to 
fix up a report and take it to him and get him to say yes or no? 
Remember? 

Young: Yes, sir. nn. 

H.M. Jr: Please. Would you doit tonight yet? 

Young: Yes, sir. E a 

H.M. Jr: Anybody that comes in, when there is no stenographer 
resent, when they are invited in to my meeting with me, whoever they 


y I expect them to write a report when they go back to their office 


are, 
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without my asking. That goes foreverybody. When they go back to 
their office they should do it. 

Young: The Chinese powder is still in abeyance for the moment until 
we get more information on it. 

H.M. Jr: Incidentally, when I reported the last time—I don’t know 
when it was—I am doing this for my record—that Hull said that if 
the Japanese went into Indo-China he would want to do two things, 
thatis, the scrap iron and the oil. I forgot to mention one thing, which 
was very important. I guessit was at the Cabinet Thursday. He also 
wondered if we might want to put on some kind of embargo on silks, 
so I thought I would put you fellows on notice. 

Foley : We got the papers. 

H.M. Jr: At least, he asked me. 

Foley : We got the papers. 

H.M. Jr: What is that? 

White: The papers are ready on the embargo on silk imports. 

Viner: Under what authority, Harry ? 

Gaston : Fifty percent increase in duties. 

Viner: There are no duties. Itison the free list. 

White : There is authority for 

H.M. Jr: Well, I am seeing him at a quarter of nine tomorrow, and 
on one page could somebody see I get it tonight, the various things they 
could do on silk, in case he asks me? 

Foley : Yes. 

H.M. Jr: Will you look into that ? 

Foley : Yes. 

H.M. Jr: Will you bring it with you? 

Foley: Yes. 

H.M. Jr: Is that all, Phil? 

Young: Yes, sir. 

H.M. Jr: George? 

Haas: Last week, Mr. Secretary. I gave you the wrong figure on 
Allison. They gave the wrong figure over the phone. 

H.M. Jr: Fifty-two was the figure. 

Haas: Do you know this week’s? 

H.M.Jr:No,I don’t. Whatisthe aspect? | 

Haas: That is what went to the British. I just figured out before 
I came in there have been that many produced and the British have 
gotten 94 since September. It looks like the P-40 situation in another 
week will be pretty good. 

H.M. Jr: Phil, why should the Army get 11 out of the 61 last week ? 
Is that according to—— 

Haas: They are supposed to get 50. 

H.M. Jr: Who, the English? 

Haas: The Army, for the month, as a whole, and they haven’t for- 
gotten them yet. 

H.M. Jr: I see. They got 46? 

Haas: That is right. 

H.M. Jr: We will let them have four more. 

Haas: No more. 

H.M. Jr: Fourmore. You have got the Army down for 46. 

Haas: According to that meeting we had with Arnold and Knud- 
sen, 50 was all that they were to get. 
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H.M. Jr: Well, watch them. While you (Haas) were absent, 1 got 
Tipton. He gave me some figures for Early. They didn’t use them. 
I guess Early wasn’t there. 

Haas: They were in the paper. 

H.M. Jr: They were? 

Haas: Yes. 

H.M. Jr: Those geographical figures? 

Haas: 1 think so. Tipton this morning showed me a clipping out 
of some paper that had those figures in. I will get it and send it 
on in. 

H.M. Jr: I didn’t see it. Is that all? 

Haas: I am all through. 

H.M. Jr: Professor Chamberlain? 

Chamberlain: Mr. Secretary, Mr. Pehle has got some information 
in respect to the remittances that he was—he and I would like to 
present it to you some time tomorrow. I have asked the Lieutenant 
for time. 

H.M. Jr: Good. You don’t want to do it today ? 

Chamberlain: No, it isn’t quite ready. I want to go over it before 
he presents it. 

H.M. Jr: While Dr. Viner is here, will you bring him up to date 
on what has been happening? 

Chamberlain: I have made arrangements already to have a con- 
ference with him tomorrow morning. 

H.M. Jr: I would like you to do that, if you would. Dr. Viner? 
Always glad to see you. 

Viner: Thank you. 

H. M. Jr: I am going to talk a little financing right after this. If 
you care to stay, I would like to have you stay. I thought in honor 
of your being here, we would do a refunding. 

Schwarz: I haven't anything. 

H. M. Jr: Press at 4:30? 

Schwarz: Four thirty. 

H. M. Jr: Have there been any leaks on our refunding ? 

Schwartz: Nothing, no indications of any. 

H. M. Jr: What was the great emergency that Ransom had to talk 
to me about? 

Bell: Oh, there is a hearing on the Hill this morning before Stea- 
gall's Committee on the FDIC legislation, which involved the direc- 
tion of the new building and the reduction of the rate from 1/12 to 
1/14 and many other matters. 1 had already been in touch with 
Delano on Saturday and Leo also. Leo assures me that the only 
question involved in the hearing this morning isthe reduction of 1/12 
to 1/14 and the other matters were going to be eliminated so I told 
Ronald that and he felt better. 

As a matter of fact, the hearing was confined to members of the 
Committee, and there was a great deal of objection from both Re- 

ublicans and Democrats, ias Bernard thinks it is dead. I 
on't think we will hear aboutit again. 

H. M. Jr: Merle? 

Cochran: Pinsent got a few more figures on England that I am 
sending you up this evening, on their expenditures. 
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H. M. Jr: Rather than do that, Merle, I would like to sit down 
while Viner is here with you and with White and Bell, and take a look 
at that whole picture. You see, I haven’t done it. I would like to 
do it sometime tomorrow. Don’t send them up. I really haven’t 
done anything on it since what’s his name has gone. So if you could 
have them ready, I will have a little meeting tomorrow. Would you 
mention it to McKay when you go out? 

Cochran: All right, and I will have the figures distributed to the 
other men. 

H. M. Jr: I would like to sit down tomorrow and go over that with 
you gentlemen. 

Bell: The expenditures in this country ? 

Cochran: Yes. 

Bell: Hasn’t George been getting some reports on that? 

H. M. Jr: Then it would be Cochran and Viner and George and 
White and Bell. 

I want you to know those dahlias were picked today at one o'clock 
on my farm. 

Cochran: That is all. 

Foley: You got the message that Nelson Rockefeller couldn't come? 

H. M. Jr: He first accepted, didn't he? 

Foley: He said he would come if this engagement wasn’t on Tues- 
day, the speaking engagement. He wasn’t sure, so I checked with his 
girl and found out he had that speaking engagement at this depart- 
ment luncheon over at Agriculture. He would like to come some 
other time. : 

Are we supposed to do anything on that scrap proclamation? Jack- 
son, you know, changed a few of the words, but approved the thing as 
we sent it over in substance. 

H. M. Jr: We will wait until somebody hollers for it now. 

i Foley: We haven’t heard from any of the other people so far as I 
znow. 

H. M. Jr: We will wait now and see what Mr. Hull does, since the 
Japanese have gone into—what is the name of that town they entered 
through? 

Schwarz: Dong Dang. 

Gaston: Isn’t it Dang Dong? 

Schwartz: Dong Dang. 

Gaston: All right. 

Foley: We are clearing that rule that Knudsen talked about last 
Thursday night as to whether or not those contributions were in- 
come. I think they will be ready tomorrow. 

H.M. Jr: Plan No. 2? 

Foley: It is on Plan No. 2, yes. : 

H. M. Jr: It is terribly funny. We had Knudsen for dinner the 
other night. I don’t know who gets the credit for this witticism. He 
said he was asking for a hypothetical ruling and—was it you that 
gave him that? 

Foley: I think so. 5 f 

H.M. Jr: They said they would give him a hypothetical answer for 
a hypothetical airplane. Anything else? 

Foley: Nothing else. 

H.M. Jr: Herbert? 
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Gaston: Mr. Magruder called this morning to say, “I have gotten 
word that a certain person has been misinformed. You are to forget 
it. 

H.M. Jr: Now, wait a minute. I am used to coded messages, but 
I don’t get it. Say it again. 

Gaston: Mr. Magruder said to me, “I have gotten word that a 
certain person has been misinformed. You are to forget it.” 

H.M. Jr: In England? 

Gaston: It means that his friend in the State Department went to 
the President and the President said, “I don’t know about the back- 
ground and we won’t doit.” 

H.M. Jr: His friend in the State Department—his last letter is W 
and his first is S, and he wears a high collar? 

Gaston: I think so. I have no information on that, but I surmise. 
Y think he lives in Maryland. 

Foley: The friend of the Treasury. 

Gaston: We are not officially informed, but we are from that end. 

H.M. Jr: Will you give that exact same message to General 
Watson? 

Gaston: Yes, I will. 

H.M. Jr: The exact same message. 

Gaston: Will he be here tonight? 

H.M. Jr: He wasn’t with the President. 

Gaston: Is he here? 

H.M. Jr: Ithink so. I don’t think either of them—well, I am quite 
sure of Watson. 

Gaston: I will try to get him. 

H.M. Jr: What else? 

Gaston: We are proceeding to investigate two candidates for office, 
one Collector of Customs at Port Arthur, Texas, recommended by 
both Senators, and the other a Collector of Internal Revenue, at Little 
Rock, Arkansas, recommended by both Senators. The Little Rock 
thing, the former collector was—got the Democratic nomination for 
Governor, which is equivalent to election in Arkansas. 

H.M. Jr: Would you have Johnson, Commissioner Johnson, to- 
morrow, see this fellow and after he has got the story, then you and I 
will see him with Johnson. 

Gaston: Yes. 

H.M. Jr: Please. Is everything else all right? 

Gaston: Everything else is all right. 

H.M. Jr: Now, if Mr. Bell and Mr. Haas will stay, and Mr. Viner 


and the Stenotypist. 
SEPTEMBER 23, 1940. 


Jesse Jones called me at 5 o’clock and said he had T. V. Soong in 
his outer office and that he had been talking with him at the request 
of Mr. Hull who called him last night at 9 o’clock and wants him 
to make a loan to China. 

He told T. V. Soong that he was thinking of making a loan of 
$20,000,000 against tungsten. “What did I think?” I said I under- 
stood that he made the suggestion to Export-Import of $25,000,000. 
Jones said that was right. And I said what did Hull want him to 
do. He said he thought $25,000,000. I said I thought he should 
make it $25,000,000. He said he would and that he would leave the 
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implication with T. V. Soong that there would be more when that was 
gone. 

He said Hull was very anxious for him to make the announcement 
tonight on account of what had happened in Indo-China. He said 
he, Jones, thought it ought to be postponed for a couple of days for 
fear that people might think that this commitment had been made 
prior to Japan going into Indo-China. “What did I think?” 1 said 
it was purely a matter for Mr. Hull to decide and I had no opinion. 

I gathered from what Jones said, directly and indirectly, that he 
had been talking over with Mr. Hull the meeting we had here Fri- 
day with the Russian Ambassador and that, Hull felt upset about 
it. I said, Well, I was the injured party. Well, he hoped that Hull 
and I would make up. He, Jones, was very glad that I was going to 
see Hull tomorrow morning. 

My own opinion is that the time to put the pressure on Japan was 
before she went into Indo-China and not after and I think it’s too 
late and I think the Japanese and the rest of the dictators are just 
going to laugh at us. The time to have done it was months ago and 
then maybe Japan would have stopped, looked and listened. 

Immediately after the above conversation, I spoke with Leon Hen- 
derson on the phone and he said there is to be a meeting tomorrow 
morning at 10 o’clock on scrap iron and he, Henderson, would report 
to me after the meeting what happened. 


(Book 308, pp. 156-167) 


SEPTEMBER 25, 1940. 
4 p.m. 
Present: 
Mr. Henderson, of State Department 
Mr. Atherton, of State Department 
Dr. White 
Arrived a few minutes later: 
The Russian Ambassador 
Mr. Jesse Jones 
HM, Jr: Did you (Atherton) read our memorandum of the con- 
versation we had last week? 
Mr. Atherton: No. It has never come to me. . 
HM, Jr: You know? Mr. Welles has told you about it? 
Mr. Atherton: Yes. 1 know roughly. What he told me this 
morning. 
HM, Jr: And they called up and said they had an answer. I don’t 
know what the answer is, so 1 am just going to listen. 
Mr. Atherton: Well, you have someone who can do a great deal of 
talking. 
HM, Jr: Well, he is smart. 
Mr. Henderson: I wonder if you could outline it so we can be sure 
of what our proposal was, because we got itin a rather vague way. 
HM, Jr: The proposal was—you check me, Harry— that we—put 
it this way, that T. V. Soong had an idea (that was M. Jones’ con- 
tribution),that T. V. Soong had an idea (and when 1 looked back over 
my record, the President made that original suggestion to Soong and 
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Soong told it to me when he had luncheon) that possibly if we bought 
some strategic materials—we mentioned manganese, mica, platinum, 
some of those things—from Russia for stock piles or other purposes 
that they, in turn, might furnish—they, in turn, might sell additional 
munitions to China. 

Mr. Henderson: With the exchange? 

HM, Jr: With the money that we furnished to Russia. So they 
said how would they get paid for it from China? I said I take it 
they would be paid for it just the way they are being paid now. 

Mr. Henderson: Mr. Oumansky wanted to know how we could pay 
for it? How China would pay the Soviet Union? ] 

Dr. White: The Secretary said, “Well, those are matters that will 
be discussed.” 

HM, Jr: His answer was, “I don’t think it is immodest for us to 
say that if it had not been for all the munitions we have furnished 
China, China would have to have stopped fighting a long time ago.” 
And he also said, “I am not sure that money is the limiting factor as 
to how much munitions we furnish them.” So we answered, “We have 
no idea whether it is or isn’t” and I went on to say, “We have a mutual 
friend and we would like to help and I think we are both interested 
also in peace in the Pacific” and he said, “Well, of course, this is a 
three-corner triangle; between Russia and China there is very 
good friendship; I understand between China and the United States 
are coming along nicely, “but not too well,” he said, “between the 
other two points of the triangle, a complete blank between Russia and 
the UN States; things are going very badly.” 

Mr. Atherton. Did you say in the conversations which have been 
taking place that he had no instructions to continue? 

HM, Jr: No. He did say, however, that he had offered to the State 
Department to sell them 800,000 tons of manganese during the past 
year and had been turned down. 

That he had instruction to discontinue his conversations? 

Mr. Atherton: In the conversations taking place in the State De- 
partment, we were waiting until Mr. Oumansky had instructions to 
continue the conversations. 

HM, Jr: No. 

Mr. Atherton: Was there any mention made as to any control or 
check on the deliveries from Russia to China? 

HM, Jr.: We said, “All we are doing is suggesting something which 
T. V. Soong has brought up. Does this interest your Government?” 
When he tried to press we were sort of vague. Hadtobe! Hadtobe! 

Mr. Atherton: I have a feeling today he will tell us his Govern- 
ment cannot enter into an arrangement of that kind until we make 
certain steps. 

HM, Jr: If he says that, then it is out of my hands and it's in the 
hands of the State Department. 

Mr. Atherton: He may not say it. I think you have put him in a 
very good spot, myself, there; in a position where they show their 
hands or not. 

HM, Jr: I personally can’t see—the way I feel, “Nothing ventured, 
nothing gained.” I am not familiar with the details of your troubles 
with them, which I think is all to the good, but this idea is several 
months old, dating back to the time that T. V. Soong first came here 
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and saw the President and it could go along without settling a lot 
of other things. ; 5 

Mr. Atherton: Oh, yes. If the Russians are willing. 

IM, Jr: And still the other differences could be up in the air. 

Mr. Atherton: Yes. I think the barrier might be that the Soviet 
agreement with Germany and Germany’s agreement with Japan, I 
think it puts the Russians into a rather difficult position to enter into 
an arrangement with us whereby they are taking a step which would 
be very badly considered in Tokio. 

HM, Jr: Well, I am not supposed to think in terms of international 
policies, but I did have in the back of my mind that this is something 
that they might want to use against their arch enemy, Japan. After 
all, it might be timely. 

(At this point, Mr. Oumansky and Mr. Jones came into the Secre- 
tary’s office.) 

HM, Jr: How do you do, Mr. Oumansky. You know these gentle- 
men. 

Mr. Oumansky: Certainly! Certainly! 

HM, Jr: I hope you don’t mind the odds, but you are used to them. 

Mr. Oumansky: Very glad to see all the gentlemen. 

Mr. Jones: It’s still unequal. Not enough of us. 

Mr. Oumansky: I already made one statement on the record— 
the supply of caviar is coming. 

Mr. Jones: He has ordered that. 

HM, Jr: Only for Mr. Jones? 

Mr. Oumansky : Only for Mr. Jones. 

P Jr: Wonderful! Well, that’s fine! He also gets all the 
vodka? 

Mr. Oumansky: This we have right here. ; 

Now, Mr. Secretary, perhaps the statement I will make here will be 
in disproportion to this large conference. 

Mr. Jones: (moving to the left side of Mr. Oumansky) I want 
to ee my good ear next to you, because you may say something I want 
to hear. 

Mr. Oumansky: I say, perhaps the statement I will make will be in 
disproportion to this large gathering, but here it is. 

I have the authority to have the following answer on behalf of the 
Soviet Government to you. The Soviet Government is prepared to 
deliver to the Government of the United States the following raw 
materials: manganese, asbestos, platinum, chrome. Parenthetically 

on my behalf, it seems to coincide with the list you mentioned the 
last time with the exception of mica. | ; 

I come now to the questions which we discussed last time how, 
under the present circumstances, can you ship those goods avoiding 
the Suez and Gibraltar. 

Mr. Jones: Avoiding—— s 

Mr. Oumansky: ———Suez and Gibraltar. The Soviet Government 
thinks there is a feasible route, having its difficulties but still it exists. 
We think that the Trans-Iranian Railroad can be used. 1 brought 
you a map. 

HM, Jr: Oh, good! e ex 

Mr. Oumansky: Yours would cover it too, but I have it in more de- 
tails on the map. At the same time, it should be taken into considera- 
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tion that this route, which will be something rather new, has limited 
facilities. 1 will show you on the map the port of Bendar-shah on the 
Caspian Sea, which has limited capacity, but still with trans-loading 
of the goods about 10 miles off shore to boats which are then being 
taken to the railway, this shipment can proceed. 

HM, Jr: You would have to lighter them out? 

Mr. Oumansky: That's right. 

HM, Jr: Ten miles? 

Mr. Oumansky: Ten miles off shore. The capacity of the Trans- 
Tranian Railway, linking the Caspian Sea with the Persian Gulf, from 
where a ship can go to San Francisco or Los Angeles, the capacity of 
that railway is limited, but the railway is a straight, straight line 
Írom sea to sea. 

The Soviet Government, finally, does not link its preparedness to 
supply the American Government with those strategic raw materials, 
does not link it with Soviet-Chinese trade; does not establish a con- 
nection. 

HM, Jr: You use the word “preparedness”. 

Mr. Oumansky : Our preparedness to deliver to you. 

Mr. Jones: “Willingness”. 

Mr. Oumansky : Willingness—that's correct—to deliver to you those 
strategic raw materials. We do not establish any connection between 
this and the Soviet-Chinese trade. 

If you desire, Mr. Secretary, to see that on the map now 

HM, Jr: 1 do, very much. 

Mr. Oumansky: As a matter of fact, a month ago, in a private 
talk with the Iranian Minister here, very privately, very academically, 
we discussed the same matter and at that time I thought it might be 
practical. 

(Pointing to the map) Baku—Bandar-shah—railway—Persian 
Gulf. Distances are very short. This, of course, is main manganese 
deposit—Porti. These facilities are simple. This is simple. 

HM, Jr: What’s the name of this port? 

Mr. Oumansky: B-a-n-d-a-r—s-h-a-h. 

This is a newly completed railroad. In distance, not so long; in 
capacity, limited. 

Mr. Jones: How long? What is the mileage? 

Mr. Oumansky: I would hesitate to tell you that correctly. Rough- 
ly, 550 miles. 600 miles, perhaps. 

This is my message, Mr. Secretary. 

Mr. Jones: Where would the other materials be? 

Mr. Oumansky: Raw materials? Asbestos comes from Urals and 
platinum, the same region: The closest port is Mariupol, which is 
here. Chromium, I don’t know. Perhaps Mr. Henderson, who knows 
my country so well 

Mr. Henderson: Most of it comes from Urals. 

Mr. Oumansky: Then most of it from Urals, which would make 
shipment then rather simple. Going the same southern direction. 

HM, Jr: Well, I think it is very interesting. 

Mr. Oumansky: Some further investigation by yourself about the 
state of this railway, which is probably easily available, will complete 
the picture. ; ; i 

So, Mr. Secretary, as you see, I was wrong in being skeptical about 
the possibility to deliver to you, or rather not to you, about all those 
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raw materials being available. I was not wrong in assuming that we 
would prefer to treat this deal independently from the normal course 
of the Soviet-Chinese trade. So in one thing I was wrong and in the 
other, relatively right, but what I said on my own behalf is not so 
important than what I say to you now officially on behalf of the 
Government. 

HM, Jr: Well, what I would like to say, unless Mr. Jones has some 
other idea, is 1 would like to have time to consider this and to give 
your message and have these gentlemen report this conversation to 
the Secretary of State, and after we have had a chance to talk it over, 
we will get in touch with you further. 

Mr. Oumansky: Very good! 

HM, Jr: Is that all right with you, Jesse? 

Mr. Jones: Yes. As I see it, it resolves itself down to the point of 
your being in position to sell us these raw materials _— 

Mr. Oumansky: That’s correct. 

Mr. Jones: if we want to buy them. 

Mr Oumansky: That’s correct. 

Mr. Jones: It would have no connection with any other trade. 

Mr. Oumansky: That's correct. 

Mr. Jones: Simply a question of buying and selling. 

Mr. Oumansky: Emphatically! 

HM, Jr: One thing, Mr. Ambassador. Mr. Henderson just gave me 
a note that we might also be interested in flax. If you could add 
that to your list. 

Mr. Oumansky: Very good. a 

HM, Jr: I did not know about that. Flax, which you grow in 
your country. 

Mr. Oumansky : Yes, we do. 

Mr. Jones: You grow flax? 

Mr. Oumansky: Yes, sir. 

Mr. Jones: In large quantities? 

Mr. Oumansky: Yes, sir. 

HM, Jr: Would you want to ask any questions? 

Mr. Henderson: No. 

Mr. Atherton: No. 

HM, Jr: Harry? 

Dr. White: No. . s 

Mr. Jones: Except how much of these materials would be available 
ofeach different material? a 

Mr. Oumansky: This information I do not possess and I think 
that question will come from there right away and that is, how much 
you need. So if you have this information I will convey it. 

HM, Jr: Thank you very much, Mr. Oumansky. 

(At this point, Mr. Oumansky left the conference.) 

HM, Jr: Well, they always do the surprising thing, don’t they? 
I don’t know how Mr. Jones feel, but you might, in view of my con- 
versation with Mr. Hull yesterday and talking for myself, I wish 
you gentlemen would report this back and if Mr. Hull would advise 
me what he thinks the next move is, why I will simply bide my time 
until I hear from him. 

Mr. Jones: Whether or not we would be interested in buying this 
material from Russia. 
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HM, Jr: That’sright. I would like Mr. Hull to advise me. 

Mr. Jones: That’s right. 

HM, Jr: Here is Mr. Hull, who is Secretary of State, and here’s 
a chance to buy the thing with no strings. I mean, he did not bring 
up a lot of misunderstanding—I did not know they had broken off 
conversations; that I did not know. Now they come back, all the dif- 
ferences that they had they don’t raise them and they say “we will 
do business” and I think it is perfect. 

Mr. Jones: It’s all right. 

HM, Jr: If Mr. Hull wants to do business. I don’t know how you 
feel, Henderson, but I think it’s perfect. 

Mr. Henderson: I have some doubt that when we start negotiating, 
they will then start laying down certain conditions under which they 
will sell. I don’t want to be a pessimist, but my experience teaches me 
that they will make this broad gesture and when we start details of 
the negotiations they will say, “of course we will sell this to you, but 
the conditions are as follows” and hand us the conditions. They 
may be reasonable, such as we can accept; on the other hand, they 
might not. 

Mr. Jones: That is not serious. 

Dr. White: When you mention quantities it will give them an op- 
portunity. 

HM. Jr: Iam quite bucked up. 

Mr. Henderson: I think it is very interesting to know they have 
taken this very definite position. 

HM, Jr: And everything you have said before and the fact they are 
willing to do this at this time would be very encouraging. I should 
think Mr. Hull would be tickled to pieces at this time to be able to 
draw closer to Russia, but he has to decide that. 

Mr. Jones: That’s correct. 

I should like a little memo of the different materials they said they 
would have. 

HM. Jr: I gave it to you, Jesse. 

Mr. Henderson: He laid his stress on manganese. 

HM. Jr: And asbestos. 

Mr. Henderson: But manganese was obviously the thing he felt 

Mr. Jones: That’s the one they have the biggest supply of. Easiest 
thing they can sell. 

Mr. Atherton: Manganese, they ought to be able to get rid of be- 
cause they have more than they can get rid of in Europe and it means 
credit. 

Mr. Jones: That’s the thing we need the least of. 

Mr. Atherton: We need manganese very badly. 

Mr. Jones: Weare getting it. 

HM, Jr: Henderson, let me ask you a question which you do not 
need to answer if you do not want to. If you feel at all embarrassed, 
you need not answer. If the decision rested with you at this time, 
you know all the background; I don’t—do you think it would be good 
business if we simply overlooked everything and said, “all right, we 
will overlook everything and do business”? | 

Mr. Henderson: This is my personal opinion. I think if we need 
something from them that they have to sell, I don’t see any reason 
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why we should not go ahead and buy it if they will sell it. It seems 
perfectly good business and I think Mr. Hull and the State Depart- 
ment will agree, but I can't speak for them. 

HM, Jr: You answered my question. 

Mr. Jones: May I ask one. Is there any reason why we would 
rather buy from them or some other source? 

Mr. Henderson: No. Not that I am aware of. 

Mr. Atherton: I very definitely agree with you on that more par- 
ticularly than the first question. 

Mr. Henderson: The first is personal. 

Mr. Atherton: The first one, there is no reason why we should not 
buy from them. 

Mr. Jones: No diplomatic reason ? 

Dr. White: No diplomatic disadvantages? 

Mr. Henderson: No diplomatic disadvantages in buying from them 
and as far as purchasing from them I can see no harm. 

Mr. Atherton: We agree perfectly. 

HM, Jr: Let me ask you one, just as the man in the street, and this 
is what is going on in my head. If it came out in the next day or two 
that Mr. Je ones had just closed a deal with Russia for raw materials, 
when Mr. Hull was moving heaven and earth to do things to make 
Japan stop, look and listen—he has these various things that he is 
doing that I know of—and if in the next few days it should come out 
that Mr. Jones has closed a deal with Russia for raw materials, 
wouldn’t the reaction be what Mr. Hull desires—to make Japan hesi- 
tate if they thought Russia and ourselves were getting closer together? 

Mr. Henderson: May I answer that on my own belief? 

HM, Jr: Please. k 

Mr. Henderson: I think you will find that Soviet Russia—and I 
should like this to be off the record. 

(All further remarks were not recorded.) 
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Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: September 27, 1940. 
To: Secretary Morgenthau. 

The dates on which the following events took place are, it seems, of 
interest in connection with the Naval report appended : 


Sequence of events 

July 25: President’s press statement: that all petroleum products 
would be subject to export control. j heel a 

July 26: Presidential Proclamation, placing aviation gasoline, 
tetraethyl lead, etc., under export control. h A 

August 7-8: Treasury conferences with Standard Oil and Tide- 
water Associated Oil Co. 

August 24: Date of Naval report. 

Mr. WHITE, 
Branch 2058, Room 208. 
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Treasury DEPARTMENT Inrer-Orrice COMMUNICATION 


Date: September 27, 1940. 

To: Mr. White. 

From: Mr. Ullmann. 

Subject: Naval Estimate of Japanese Oil Stocks; Opinion of British 
Specialist. 

Mr. Bergen (Shell Oil, London) called thismorning. We discussed 
the Navy estimates of Japanese oil stocks, and the following opinions 
were disclosed : 

1. Mr. Bergen stated (and was willing to be quoted) that the Navy 
estimate (74 million barrels) was “absolutely fantastic and utterly 
ridiculous.” 

2. He stated that Standard Oil had received a copy of the report— 
and was highly critical of the Navy calculations. He added that 
Standard Oil was more critical after he confirmed their opinions 
as to certain facts. (Standard did not show him the Navy report.) 

3. Standard’s detailed analysis arrived at an estimate of Japanese 
stocks at the end of 1939: 39,625,000. Mr. Bergen feels that it is 
reasonable to assume that stocks declined in the first six months of 
this year, due to Japan’s curtailed imports. 

4, According to Mr. Bergen, his figures and Standard’s (as well as 
ours) agreed as to production, imports, consumption, storage facilities. 

5. He said that Standard submitted to the State Department (five 
days-ago), a detailed criticism of the Navy estimate, together with 
its own analysis. 

6. He was highly critical of the Navy’s method of calculating stocks, 
which in effect doubled the final figure. (The Navy used the Naval 
Attache’s estimates, and then added to it each year’s difference in 
estimated supply and consumption—accumulating this difference over 
a period of years.) 

7. He was highly critical of the Navy method of calculating Japa- 
nese storage facilities. (The Navy doubled known storage—and 
“known” storage included tankers. According to this calculation, 
Japanese tankers are fully loaded and tied up in Japan’s ports.) 

r The British estimate storage facilities at 50 million barrels, as 
ollows: 


WigiliAnESLOL Semon en a een ee eee ean million bbl__ 23 
Kuowngmilitairy storage so so o o ee ee ee do_---- 18 
Unenown military storage- o eee O TEE dos 19 

Ca AA AE ACI TEL lo 50 


1509 of known. 


Storage tanks, in maximum use, are operated at 25 percent below 
capacity —which would place Japanese storage at 38 million barrels. 

Furthermore, Shell tanks (and he believes Standard tanks) are only 
about 25 percent full —which would bring Japanese storage down to 
35 million barrels, or approximately the amounts that we originally 
estimated for Japanese stocks. 
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(Book 318, pp. 73-77) 
Ocroser 2, 1940. 
2:27 p.m. 

H.M. Jr: Hello. 

Jesse Jones: Hello, Henry. 

H.M. Jr: Good morning—good afternoon. Howare you? 

J: Allright. How are you? 

H.M. Jr: Oh, I’m still one jump ahead of the sheriff. 

J: Good. 

H.M. Jr: How’re things with you? 

J: Pretty good. I had rather a long visit late yesterday evening— 
yesterday afternoon with T. V. Soong. 

H.M. Jr: Oh, yes. How'd it go? 

J: Well, Ill just tell you just about everything that was said. 

H.M.Jr: Yeah. 

J: First he came in and we were discussing the closing up of the 
other transaction, drawing the papers and things of that kind, and 
he mentioned before I got to it something about Russia and then that 
opened the subject perfectly. 

H.M. Jr: Yeah. 

J: And I told him that we were all—the President and you and Sec- 
retary Hull and I and everybody else wanted to be of any help that 
we could be to them and that if he could work out a deal, but he would 
have to do it—we couldn't, whereby we could buy to their advantage— 
manganese or other things in Russia, that we'd be very glad to do it. 

H.M. Jr: Isee. 

J: That we didn’t care very much about the amount, I mean, that 
it was stuff that wouldn’t decay and we could pile it up and keep it 
indefinitely, use it as a part of our stockpile, that we didn’t need it, 
that I wanted him to make that clear to Oumansky or to Chiang Kai- 
shek or whoever, that we had already bought about 1,400,000 tons of 
manganese, about half of it domestic, and that we were developing our 
own resources and so forth and so on—getting it from other parts of 
the country—Cuba, Brazil and so forth, so we didn’t need it. J wanted 
to get that over if I could that it isn’t something we need. 

H.M. Jr: 1 think that’s a good point. 

J: And I was afraid that Oumansky got the impression that we 
needed it badly, you see. 

H.M. Jr: Well, after all, he's not doing us any favor. 

J: No, and I told this fellow, I said, now, we don’t need it at all 
and our natural inclination would be to buy in preference in South 
America and our own stuff, and Cuba, but that we are very, very 
friendly to Russia and want to be friends with them and want to be 
helpful to China and if they could work out a deal, why we’d be very 
glad to buy this stuff. 

H.M. Jr: Well, 1 don't see how you could have put it any better. 

J: Then PM go a little further. 

H.M. Jr: Um sorry. 

J: That's all right. I said, now maybe you can’t do anything— 
he looked as though maybe nothing could be done. I said, I don’t 
think you can do anything with Oumansky at all, I think you've got 
to do it with Chiang Kai-shek—he’s the only man that can do it I 
would think, but that's for you to determine and maybe you won't 
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even undertake it, and talked along and I found this—that Oumansky 
had told him everything that we had said and so I—in fact, he enumer- 
ated everything. Not only that, Oumansky told him everything that 
he had been getting at the State Department. 

H.M. Jr: He did. 

J. Yeah. 

H.M. Jr: Did he elaborate on that? 

J : No, but he just mentioned it. 

H.M. Jr: What did he tell them? 

J: Well, about the differences you know about—oh, yes, Oumansky 
had impressed him with the fact that—the very strained relations— 
very strained relations, and enumerated five or six things that were 
irritating and so forth and so on, which show that they’ve been 

H.M. Jr: Did he enumerate them to you? 

J: Yeah. 

H.M. Jr: I see. 

J: I made a little penciled memorandum I haven’t got with me. 

H.M. Jr: Well, some time when I see you I’d like really to know. 

J: Pl give it to you in detail because I wrote it down purposely in 
my handwriting on a piece of paper and I'l] show it to you. 

H.M. Jr: I really would like to know. 

J: But it did convince me of this that they’re pretty close together, at 
least, they’re visiting and frank in talking and so forth and so on. 

H.M. Jr: Yeah. 

J : Now, he indicated that—I inferred—that this fellow was showing 
him, trying to convince him how friendly they were to China 

H.M. Jr: I see, 

J: that any business that they had with us would be on its own 
and anything and anything that they did with China would be on its 
own. 

H.M. Jr: I see. 

J: So up to that time I got the impression that he didn’t think he 
could do anything, so when the meeting was at an end, I said, well I 
just thought I’d mention that to you and I guess you can’t do anything 
about it. Oh, he said, I’d like very much to submit it to Chiang Kai- 
shek. Soheis going to try. 

H.M. Jr: Well, I personally think it’s all to the good. 

J: I think, Henry, at least we’ve done all we can do. 

H.M. Jr: Well, I think the significant thing is that the Russians and 
Chinese are close, that the Russians want to stay close to China, which 
means that they don’t want to stay close to Japan, that you’ve made 
the move at the right time and from what you tell me I think you han- 
dled it beautifully. 

J: Well, I don’t think it did any harm anyway. 

H.M. Jr: No, I think you did some good. 

J: I think so. 

H.M. Jr: And I hope at the earliest possible time you'll tell it all to 
the President—— 

J : PI be glad to. 

H.M. Jr: particularly the troubles that Oumansky is having 
with State. I think the President ought to know it because from my 
conversation with the President I don’t think he knew. I’m almost 
positive he didn’t know. 
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J: PI be glad to do that. 

H.M. Jr: I know that you feel the way I do, on a ticklish thing like 
this he ought to have all the cards. 

J: Absolutely. Now, may I open another subject? 

H.M. Jr: If you please. 
_ J: Isaw the Secretary and Welles and Berle and Duggan this morn- 
ing a few minutes about Argentine. Pierson—I had promised to call 
Pierson today. He's kind of hot down there and so 1 would like to talk 
with you about that. I don’t know whether we can do it on the tele- 
phone, but maybe we can. I think I’d enjoy it more if I could have a 
little visit with you on it. 

H.M. Jr: Well, when do you want to doit? 

J: Would any time today suit you? 

H.M. Jr: Yes, I’m free at 3:45. 

J : Well, I’ve got a 4 o’clock appointment—just a minute. 

H.M. Jr: Gota 4 o'clock? 

J: Yeah. 

H.M. Jr: Well, I can switch mine. Do you want to make it at 3:30? 

J: (What have I got at 3 :30—aside). Just a second, Henry. Yes, 
I could come over there at 3 :30, Henry. 

H.M. Jr: I'll switch mine. 

J:O.K. Thanks. 

H.M. Jr: Hello. Bring that little memo with you. 

J: TIl do that. 


(Book 319, pp. 1-4) 


War DEPARTMENT, 
Washington, October 4, 1940. 
Dear Henry: I have had mimeographed the article on the 1918 
Embargo against Japan and I send you herewith three copies. 


Faithfully yours, 2 
H. L. S., [Stimson] 
Secretary of War. 
Honorable Henry MorGENTHADU, Jr. 
Secretary of the Treasury, 
Washington, D.C. 


A BIT or American History—Successrun EMBARGO AGAINST JAPAN 
IN 1918 


By Henry H. Douglas 
(Reprint from Amerasia, August 1940) 


During the past three years of Japanese aggression in China, of- 
ficials, private individuals and groups in the United States have con- 
sistently advocated an embargo on the sale of war supplies to Japan. 
All their efforts have foundered on the rock of public apathy and 
the unreasoning but widespread fear that such action would provoke 
immediate retaliation which the United States was not prepared to 
combat. Advocates of the embargo have repeatedly pointed out that 
if Japan, with large-scale American aid, is unable to conquer a coun- 
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try far weaker than herself, she is not likely to challenge a strong 
power like the United States once that aid has been removed. Still the 
fear remains and ties the hands of those in official circles who recog- 
nize the inconsistency of America's present behavior toward Japan. 

In view of the widespread debate which has been carried on over 
the question of the probable effectiveness and the possible risk of an 
embargo, it is of the utmost importance to discover that the United 
States already has behind it the history of an economic embargo 
against Japan which proved so effective that within three months 
Japanese policy was altered to suit American wishes, and in con- 
formance with previous agreements. The details of this almost un- 
known event in American-Japanese history were recently disclosed in 
State Department records? and are summarized herewith. 

In August 1918, the United States and Japan jointly agreed to a 
plan of intervention in Eastern Siberia, under which each country 
was to send 7,000 troops to that area. Japan’s brazen violation of this 
agreement, by dispatching to Siberia, with no word to the United 
States, 72,500 troops instead of the agreed 7,000, is well known. Also 
well known is the fact that they withdrew a large number of these 
troops by the end of 1918, but how American economic pressure was 
used to bring this about has not previously come to light. 

Japan's desire for territorial expansion and domination, nourished 
for generations, found expression, after her declaration of war on Ger- 
many in 1914, in her seizure of the German holdings in Shantung, 
which had been leased by China to Germany. This was followed 
shortly after by the presentation of the Twenty-One Demands which, 
if accepted, would have made a virtual protectorate of China. In 
Russia's exhaustion due to the war, her military collapse, and the 
Revolution, Japan saw another opportunity for agerandizement. The 
Japanese not only saw the opportunity for succeeding to Russia’s posi- 
tion in Manchuria and Mongolia, but also for bringing all of Siberia, 
east of Lake Baikal, under Japanese domination. They did every- 
thing possible to prevent the establishment of any kind of stable 
government in Siberia following the Russian collapse, and immediately 
began acquiring mining, railway, shipping and fishing rights, power 
plants, flour mills, etc., all over Eastern Siberia. A host of Japanese 
surveyors swarmed into the Maritime Provinces and beyond. Sub- 
sidized colonization, on a large scale, also took place during this period. 
In whatever direction the situation developed, this economic penetra- 
tion and colonization promised to be of enormous strategic value and 
importance. The possible possession of Eastern Siberia became a 
fixed part of Japan’s foreign policy. 

Japanese merchants poured vast quantities of inferior and often 
worthless goods into Siberia. All this was shipped fee of charge as 
military stores, and was sold at exorbitant prices. 

The idea of intervention in Eastern Siberia, in 1918, originated with 
the Japanese. By this means they saw a golden opportunity for gain- 
ing political control of this area. During the last days of the Keren- 
sky regime they disseminated propaganda in all the Allied nations, 
pointing out that Japanese intervention in Siberia would save it from 


1 Foreign Relations of the United States, 1918 Russia, v. II, pp. 270465: 1919 Russia. 

. 247 (Here is to be found the reference to file no. 694, 119/245, in the Division of 
Resaimeh and Publication in the State Department, which was consulted, by special per- 
mission, by the author); 1921, v. 11; 1922, v. 1, pp. 363-371, 701-733. 
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falling into the hands of the Germans. Later Japan made specific 
proposals to this effect to the United States and the other principal 
Alles. British and French opinion were inclined to accept the Japa- 
nese plan of intervention, but only on condition that the United 
States would also assent. The United States refused, and it was this 
refusal that killed the plan for exclusive Japanese intervention. 

_Asa result of Japan's overtures to General D. M. Horvath, the Rus- 
sian commander in the Far East, it was definitely revealed that Japan 
was not interested in restoring Siberia but was interested only in that 
portion east of Lake Baikal which, once under her control, she would 
be able to hold indefinitely. 

The United States did not relax her opposition to exclusive inter- 
vention by the Japanese, but finally agreed to a plan of joint inter- 
vention under which the United States and Japan were each to send 
7,000 troops to Siberia. This announcement was made on August 8, 
1918. A few days later it was tacitly agreed that Japan might send 
12,000 troops instead of the original 7,000. The force dispatched by 
the United States totalled 7,649 fighting men and officers. With no 
further word of any kind to the United States, Japan proceeded, 
within the next few weeks, to send a force of 72,500 troops to Siberia. 
This was more than all the other forces of the Allied intervention, east 
and west, combined. 

It was Japan’s intention to do in Siberia at that time what she later 
did in Manchuria in 1931. It had been agreed that the army of the 
intervention should be under the supreme command of the Japanese, 
and they always saw to it that a Japanese officer of higher rank was 
present whenever any important action of any kind was either taken or 
contemplated. Every harbor and every river in Siberia was domi- 
nated by the Japanese. Every bridge and road was guarded by Japa- 
nese troops and every railway station flew the Japanese flag only. 
No one of any nationality, military or civilian, could come or go but 
the Japanese General Staff was informed, though the American and 
European staffs were never informed of Japanese movements. Noth- 
ing moved without Japanese permission. 

The situation became so bad that the commanders of the troops of 
the Western nations made a formal protest, and on November 2, 1918, 
Secretary of State Lansing told Viscount Ishii, Ambassador to the 
United States, that Japan had gone too far. Japanese action had 
produced serious tension. President Wilson, disappointed and dis- 
pleased with Japan’s failure to observe the agreement, made the most 
vigorous diplomatic protest and authorized the strongest kind of eco- 
nomic pressure. On November 18, the War Trade Board issued an 
order stopping the further granting of all licenses for the export of 
cotton to Japan and the import of silk from that country. Out- 
standing licenses were not revoked, but would have been had this been 
found necessary. Iron and steel and their products were considered 
for such action, but as the feeling seemed to be that Japan would be 
able to obtain these products elsewhere, cotton and silk were chosen 
as the commodities that would make the embargo most practically 
effective. 

At that time we were buying from Japan about fifteen million dol- 
lars worth of silk and were selling that country roughly thirteen mil- 
lion dollars worth of cotton per month. Thistrade was vital to Japan's 
economy. The action taken by the United States, together with the 
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effect of the collapse of Germany, brought an immediate favorable 
response from the Japanese. Over 50,000 troops were removed from 
Siberia by the end of December 1918. This was so gratifying to the 
United States that the granting of licenses was shortly restored. In 
fact, the response to the embargo had been so immediate that the only 
eventual effect on the trade statistics for cotton and silk was the 
reduction of silk imports by about one-third during the first three 
months of 1919. 

In this incident we have a concrete example of the effectiveness of 
American economic pressure. This action resulted in the removal 
of over two-thirds of the troops Japan had sent to Siberia. The Wash- 
ington Conference of 1922 continued the process begun in November 
1918, with the result that the last Japanese troops left the Siberian 
mainland in October 1922. 

The situation today is, of course, very different from that of the 
autumn of 1918. Japan isa far stronger military power and her ruling 
class, both military and civilian, are thoroughly committed to a pro- 
gram of forceful expansion on the continent. Moreover, Japanese 
confidence and morale have been strengthened by the successes of 
her fellow-aggressors in Europe. But the United States, too, is far 
stronger than in 1918 and, which is even more important, Japan is 
today far more dependent upon American supplies for the continued 
functioning of her war industries. She no longer has alternative 
sources from which to secure sufficient quantities of iron and steel 
products, machine tools, oil, etc. In half a dozen key commodities 
Japan is dependent upon the United States for the greater portion of 
her imports. 

There is every reason to believe that if Japan had been able to do 
so, she would have used the same sort of “blitzkrieg” tactics against 
China as Hitler used against Holland, Belgium and France. It is 
logical to conclude that Japan did not do so because she could not. 
This fact alone is a measure of Japan’s weakness and of her vital 
dependence upon supplies she has been securing chiefly from the United 
States. Viewed in this light, the example of the 1918 embargo should 
provide a strong argument for the effectiveness of an embargo today. 
In 1918 the United States Government was not afraid to make its 
displeasure felt by measures which were easily understood by the 
militarists of Japan. Diplomatic protests were backed by economic 
pressure and the desired results aerea Today the issues at stake 
are of more vital importance to the United States, the weapons at 
hand of equal if not greater effectiveness. This bit of history should 
do much to encourage the American people to demand a repeat per- 
formance on the part of the United States. 


(Book 320, pp. 445-451) 
TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: October 10, 1940. 
To: Secretary Morgenthau. 
From: Mr. White. HDW. 
There is attached a list of memoranda and reports prepared in the 
Division of Monetary Research during August and September, 1940. 
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MEMORANDA PREPARED IN THE DIVISION OF MONETARY RESEARCH DURING 
AUGUST AND SEPTEMBER, 1940 


Oil Refineries in Dutch East Indies. 
The Work of the Habana Conference. 
The Petroleum Situation in Japan. 
Effectiveness of licensing control over aviation gasoline, aviation 
lubricating oil and tetraethy] lead. 
Reducing the supply of oil available to aggressive countries. 
Memorandum for the President on the Petroleum Situation in 
Japan. 
Scrap Iron and Steel. 
Possible Agenda for Secretary’s Conference with State Department 
on the Far East. 
Memorandum for the President: Summary of Oil Situation in 
Japan, Germany, and German-controlled territory. 
Conference held at Secretary Morgenthau’s office, Sept. 3, with 
Lord Lothian. 
Memorandum for the President: Recent petroleum information. 
Tide Water Associated Letter of September 11, 1940. 
Proposal for a possible three-way arrangement between the United 
States, Russia and China. 
Chile’s request for financial assistance. 
E Memorandum for the President: Correspondence with Mrs. G. Nye 
teiger. 
Gold Inflows since Outbreak of War. 
Suggested Agenda for the coming Inter-American Treasury 
Conference. 
Foreign Exchange Assets of the United Kingdom, classified accord- 
ing to speed of liquidity. 
United Kingdom Expenditures in the United States. 
How much free foreign exchange will the United Kingdom need 
during the next six months and how it may be raised. 
Memorandum for the President: Attaching table on the Lubricating 
Oil Situation in Europe. 
Sir Walter Layton. 
Soviet Gold Production. 
Summary of Nicholson’s Reports Received on Sept. 26, 1940. 
Netherlands Indies Petroleum; Consular Telegram. 
Foreign Funds Control—Foreign Holdings of United States Prop- 
erty Affected by Control. 
Personal Remittances from the United States to Germany and Italy. 
Monetary Developments, for special review issue of Annual Report 
of the Secretary. 
Proposal for Confidential Schedules of Intra-Treasury Round Table 
Conferences, 1940-41. 
Possibilities of Increasing Purchases of Copper from Chile. 
Costa Rican Reserves Against Note Issue. 
Possible Agenda for Discussions between Secretary Morgenthau and 
Representatives of the Argentine Government. 
The British Deficit. 
Topics Requiring Continued Analysis and Research for the Foreign 
Funds Committee. 
The Chinese Currency Situation. 
Lord Swinton. 
48-378—65—vol. 1——17 
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Who Bears the Cost of Silver Purchases? 

Effect of Gold Purchases. 

a met of release on How the Government Acquires and Pays for 
old. 

How the Gold Stock of the United States is being used. 

Bibliography of books and articles relating directly to the monetary 
role of gold. 

Defense Finance. 

Finding of Injury in Glass Frosting Case. 

Payments to American Banking Affiliates in France and Belgium. 

Revision of Capital Movement Figures for Treasury Bulletin. 

French Government Accounts. 

Service of French Loans. 

Affiliates of American Banks subscribing capital to new Belgian 
bank of issue. 

Morocco. 

French and Belgian Banking Branches in Argentina. 

Compulsory Lending Bills of Senator Lee. 

Report of Conference at State Department on questionnaire and 
agenda for proposed Pan American meeting on police and subversive 
activities. 

Various memoranda on Foreign Funds Control. 

Report on meeting on the future of gold, at Federal Reserve Board, 
August 15. 

Reports on French Assets. 

Comment on “A Program for a Dynamic America—A statement of 
Republican principles”. 

Review of “Can the Gold Problem be Solved?” by Peter F. Drucker. 

Reasons for Enactment of S. 4204. 

Coffee Control. 

Food and Feed Prospects in Continental Europe. 

The Applications for Dollars, from the Bank of France’s Account, 
to Make Payments on French Securities Held in Switzerland. 

French Gold Holdings. 

The French 414% 1937 Loan. 

The Franco-Argentine Payments Agreement of December 23, 1939. 

The Financing of German Rearmament and War Expenditures. 

Memoranda to the Secretary on Developments in the War. 

Comments on Hitler’s Speech. 

Developments in the Chinese Military Situation. 

Sofina. 

The European Military Situation. 

Preliminary memorandum on German Disbursements in the United 
States. 

The German Offensive Against England. 

Philippine Emergency Powers Act. 

Conclusions Reached by Prof. Holcombe in his study of Canada’s 
war effort. 

Current Liabilities of American Concerns Operating in the Five 
German-Occupied Countries in Europe. 

Export-Import Bank. 

Assets of Rumania Held in the United States. 

U.S. Balance of International Payments During the First Year 


of War. 
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Foreign Exchange Assets and Needs of the British Empire. 

Balance of International Payments on Current Account between 
the United States and Germany. 

Alleged Discrimination by Turkey against American Shipping. 

French Banks in the Argentine. 

Suggested Questions on Costa Rica. 

Further Information it would be helpful to have about Costa Rica 
if it is available. 

Article on Japan by Henry H. Douglas, appearing originally in 
Amer-Asia for July 1940. 

The Petroleum Situation in Japan. 

Petroleum in Latin America. 

Tetraethyl Lead Manufacture. 

Unreported Petroleum Shipments to Japan. 

Japanese Reserve Stocks of Petroleum. 

Meeting with Tide Water Officials, August 8. 

Dumping of Mexican Petroleum. 
ae ee and “Critical” Materials Possibly obtainable from 

una. 

Tetraethyl Lead in Japan. 

Scrap Iron Deliveries to England. 

Exports of Scrap Iron and Petroleum. 

Exports of Scrap Iron and Steel and of Petroleum Products to 
Japan, U.K., and U.S.S.R. 

Exports of Number 1 Scrap and of Controlled Petroleum Products. 

September 4th Conference with British Oil Experts. 

Spanish Tankers. 

Aviation Gasoline for Japan. 

Export Control of Aviation Gasoline. 

Soviet Oil Refund in Rumania. 

Copper. 

Scrap Iron Export Regulations. 

United States Trade with Japan. 

Nitrates. 

Naval Estimate of Japanese Oil Stocks; Opinion of British 
Specialist. 

Proposed French Plan to obtain U.S. Petroleum. 

Weidlein letter on Nitrates. 

Imports of Manganese Ore from the U.S.S.R. 


DUMPING CASES COMPLETED 


Wrapping paper from Finland. 

Pig Iron from British India. 

Portland cement from Germany, Japan and England. 

Shoe fiber board from Germany. 

Earthen tableware from Finland, Denmark, England and Japan. 
Wood Screws of iron and steel from Japan. 

Animal glue from Germany, Italy, Hungary. 

Compounds of mercury from Italy. 


CURRENT REPORTS 
See previous reports. 

CORRESPONDENCE 
98 Letters replied to. 
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( Book 324, p. 202) 
Ocrozer 23, 1940. 

Harry White gave me the following message. Ie said that T. V. 
Soong had received a cable this morning from Chiang Kai-shek giv- 
ing the following information. 

1. At Moscow the Russian government notified the Chinese Am- 
bassador that they can anticipate that the technical relations between 
Russia and Japan have undergone some change and they want the 
Chinese to know about it ahead of time. That those technical rela- 
tions will not interfere in any way with the relations between Russia 
and China and they may even find it possible to give more assistance 
to China. (Harry White said that he suspects this may be a forewarn- 
ing of a non-aggression pact with Japan). 

2. Germany has put pressure on Russia to permit transport of air- 
plane motors across Siberia to Japan but that Russia has agreed to 
permit motors that have a maximum horsepower of only 500 which 
presumably is of use only for non-military purposes. 

3. The trade relations with Germany have been going on with in- 
creasing difficulty and since the Balkan developments their trade with 
Germany has met with still additional obstacles and is still further 
diminishing. 


SUBCOMMITTEE NOTE.—Hand written signature undecipherable. 


(Book 332, pp. 40-A and 40-B) 
Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: November 27, 1940. 
To: Secretary Morgenthau. 
From: H. D. White. 


SHIPMENTS TO JAPAN 


1. Lubricating oil shipments are high: 248,000 bbl. in four weeks— 
equal to 50% of total 1939 exports to Japan. (24,000 bbl. were avia- 
tion lubricating oil). 

2. Gasoline shipments continue high: 375,000 bbl. in last four 
weeks—all of it high octane and licensed. (This quantity is more 
than one-third of total 1939 shipments). 

3. Crude Petroleum shipments in the last four weeks are below 
the preceding four week period, but are still high (1,000,000 barrels) 
and apparently rising. Half of the exports are high grade and 
licensed. 

4. Fuel and gas oil shipments are relatively high: 600,000 bbl. in 
four weeks—and are rising. 

5. No serap has been shipped in the last three weeks. 


Treasury DEPARTMENT Ixter-Orrice COMMUNICATION 


Date: November 27, 1940. 

To: Mr. White. 

From: Mr. Ullmann. 

Subject: Export Control—Shipments to Japan. 


1. In the four weeks ending November 25, we exported 375,000 bar- 
rels of gasoline to Japan—all of it high octane and licensed under ex- 
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port control. This quantity is equivalent to more than one-third of 
our total 1939 shipments of gasoline (all types) to Japan. 

In these four weeks, the highest shipments were in the last week 
reported. 

Total gasoline shipments since the President’s Proclamation of July 
26 have amounted to 1.6 million barrels—compared to 1.2 million bar- 
rels in the whole year 1939. 

2. In the four weeks ended November 25, we exported almost one 
million barrels of crude (all types). While this quantity is below 
shipments in the preceding four week period (1.5 million barrels), 
exports rose toward the end of the recent period. 

Of the one million barrels of crude shipped in the last four weeks, 
a half million consisted of high octane or blended crude, and was 
licensed for export. 342,000 barrels of the licensed crude were ship- 
ped in the last week of the period. 

3. In the four week period, we shipped to Japan approximately 
600,000 barrels of fuel and gas oils, which can be used without further 
processing. These exports, although at a slightly lower rate than 
in 1939, rose toward the end of the recent period. 

4. In the last four weeks, we shipped 248,000 barrels of lubricating 
oils—approximately one-half of our total lube oil shipments to Japan 
in 1939. This is supposed to be a product for which Japan is espe- 
cially dependent on imports. 2 

24,000 barrels of the recent shipments consisted of aviation-quality 
lubricating oil, all subject to license. 

5. In the week of October 19-26, 21,000 tons of scrap iron were 
Abed to Japan. No shipments have been made in the period since 
then. 


(Book 333, pp. 31-74) 


Re Loan to CHINA 
NOVEMBER 29, 19-10. 
11:30 a.m. 

Present : 

Mr. Foley 

Mr. Cochran 

Mr. White 

Mr. Bell 

Mr. Bernstein 

T.M. Jr: The President just called me up and told me in strictest 

confidence—and this is in strictest confidence—that he is sending part 
of the fleet to the southern part of the Philippines. He is worried 
about China and he is evidently worried about something going on 
between Wang and Chiang, and he wants me to make a stabilization 
loan of fifty million dollars to the Chinese in the next 24 hours, and 
I know Jones was sitting there, and he is telling Jones to make another 
fifty. It would be a hundred million dollar loan, and he says Cordell 
Hull insists that we put somebody in there to manage it. We lend them 
the money, but it would be under our direction, so he said I should get 
hold of the committee chairmen and notify them then that I am going 
to do this. 
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Bell: You mean the Congressional committee ? 

H.M. Jr.: Yes. 

White: Oh yes, I think the statements you made about countries 
being at war requires that. I think you made it also to the House com- 
mittee and to the Senate committee. 

Foley: George? 

H.M. Jr.: George? 

Foley: No, that was Foreign Relations. Wouldn’t it be Wagner? 

Bell: It would be the Wagner committee and the Somers committee 
in the House. Of course, at the time you made the statement you had 
a loan outstanding to China. 

White: Not from the stabilization fund. It was a collateralized 
loan. You said, “If at any time I buy foreign currency to stabilize 
a country at war, I will come to you,” and the Congressmen replied 
by asking you again—they said they were very glad to hear that and 
said that your word was as good as your bond, or something like that. 

Bell: That was Wolcott of Banking and Currency. 

H.M. Jr.: Where could we get this ? 

Bell: It isin my papers that I was giving you over the week-end to 
read on Argentina. 

White: Culled out all thestatements that you made. 

H.M. Jr.: Have you got that statement? (See attached copy.) 

White: Yes. 

H.M. Jr.: Isitin your room? 

Bell: It isin my room. I will get it. 

White: It is absolutely essential that you have an American in 
charge of that fund, because it could be so handled that it would 
flicker out without doing any good very quickly. 

Cochran: Did they specify or did they suggest it should be through 
the stabilization fund or is it in the central bank, or how? 

H.M. Jr.: I didn’t care. He wants to be able, evidently, to send 
word to Chiang Kai-shek that he will make that loan. 

White: We can tie that up so that they can use it only gradually 
and it will have considerable effect. I would be strongly opposed 
to, 1t seems to me, using any rate which would let them use it as quickly 
as they wantto. It won't serve the purpose. 

Bell: It has got to be announced at once? 

H.M. Jr: He says he doesn’t want to wait more than 24 hours, but 
I don’t know. Of course, he was talking there for Jones’ benefit. 

White: Here is one statement which bears on it. Shall I read it? 
This might be interpreted to be that we were at war, but there are 
others that are clearer. 

H. M. Jr: Whois Mr. Reed ? 

Bell: Reed is 

Bernstein: A Congressman. 

Foley: Reed comes from New York. He is a Republican. 

Bell: What is that, the Ways and Means? 

White: No, that is Banking and Coinage. 

Foley: Banking and Currency. 

Bell: Reed ison Coinage, Weights & Measures. 

H.M. Jr: This ison Coinage, Weights € Measures. 

Bell: [think that is a different Reed. 

H.M. Jr: In case of war. 
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Foley: Is China at war? 

H.M. Jr: Yes. 

White: It is not clear whether you meant we would be at war, but 
there are statements that are a little clearer. That is the thing you 
really had in mind at the time, was this European war. 

H.M. Jr: That is one. Where is the other thing? Here is the 
next one. Here it is again. Here I am saying to Townsend, “If 
there should be a war, I would certainly come before the proper com- 
mittee and ask them how we should conduct ourselves.” That is in 
connection with our being at war. 

White: The implication, I think, at the time was your being at 
war. 

H.M. Jr: Here, Townsend says, “Does the Treasury construe its 
authority under the stabilization fund to include the power to deal with 
wartime problems of international exchange precisely as with peace- 
time exchange without further instructions from the Congress? 

“Well, the best way I can answer that question is this: In the Treas- 
ury, nobody is thinking of war. 

“Townsend: Thinking of war? 

“Secretary Morgenthau : Of war. 

“Senator Glass: You had better be.” 

Townsend says, “Well, you are different from anybody else in the 
country, aren’t you? 

“Secretary Morgenthau: Well, I mean that in our operations we 
are not making any plans for war, in the Treasury. d if there 
should be a war, I would certainly come before the proper committees 
and ask them for direction as to how we should conduct ourselves.” 

White: That was war with the United States. The context was 
that you were speaking of the United States getting involved. 

H.H. Jr: No. But he was reading from the other statement. 

White: You will remember the discussion, in general, at the time 
was about whether you would help France and England and buy 
sterling if we became involved in the war. 

H.M. Jr: Here: “Secretary Morgenthau: Senators, if there is a war 
in any foreign country, before we would use the stabilization fund or 
any money in the Treasury to assist a country in prosecuting that 
war, I would come up before the proper committee and ask for guid- 
ance.” That is the statement. 

White: That is a clear-cut statement. 

H.M. Jr: I would ask for guidance. Now, I can’t do this thing. 

Bell: You were there before the war was declared between Eng- 
land and Germany, too. 

H.M. Jr: I can’t do this thing without coming up before the 

roper 
> White: I don’t think you have to go before Congress, but I think 
en to go before those committees, or at least before the heads 
of them. 

H.M. Jr: This is the statement. I mean, that certainly is clean-cut 
enough, isn’t it? 

Foley: Yes. Then the only other thing would be whether or not 
a state of war exists there. 

H.M. Jr: Well, that is pretty much begging the point. 

White: Except that when you made that statement there was 
fighting going on there. 
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Bell: And you did have the Chinese loan. 

White: No, but when you made that statement there was fighting 
going on, so therefore the implication might well be that what you 
were thinking of was not of the Chinese-Japanese fighting but of the 
European war. 

H.M. Jr: That doesn’t make any difference. 

White: I still think you ought to go before the committee, but I 
doubt in my mind whether you ought to go before Congress. 

Foley: Well, you can’t go before Congress. 

White: I thought the Secretary said he was going before Congress. 
Maybe I misunderstood him. 

Foley: Well, I think that he meant only the committees. 

H.M. Jr: Well,—“Townsend: Does the Treasury construe its au- 
thority under the stabilization fund to include the power to deal with 
wartime problems of international exchange precisely as with pones 
time exchange without further instructions from the Congress?” 

White: Yes, but you don’t say no. I think you dodge that ques- 
tion, and in any case you aren’t now dealing with it precisely as—— 

H.M. Jr: But this thing, you know I asked you once before. You 
looked through it before and you couldn’t find anything that time. 
You used to argue with me about this. 

White: I have said that there is never any reason why you should 
undertake stabilization operations with either China or Japan. 

Bell: Didn’t you look through it on South America? 

White: Chile was the question. 

Cochran: The twenty million dollar arrangement you have for 
purchasing yuan expires at the end of December. There might be 
some possibility of working in a new arrangement there. I suppose 
this would be one without collateral. 

White: Well, it would have—no, you might be able to work some- 
thing. 

H.M. Jr: Just a second, gentlemen. Let me just read this. Here 
is the final thing which just clinches this thing. There are two places 
here. Just reading it casually—I know when the President wants 
something, he wants it. Here is the one. It is in my letter to Van- 
denberg. (See attached copy.) 

White: Letter to Vandenberg? 

H.M. Jr: Yes. Vandenberg writes me, “I should like to inquire— 
if I am entitled to the information—whether the stabilization fund is 
now being used in connection with the stabilization of the British 
pound and the French franc; and whether there is any stabilization 
agreement under which we continue to operate in conjunction with 
England and France or any other foreign countries.” 

“When I appeared before the Senate Committee on Banking and 
Currency last March, Senator Taft raised the following question: 

“ ‘Suppose there is a foreign war and suppose you go out and do 
what you can to buy two billion dollars worth of pounds: Isn’t the 
eflect of that to give England the power to buy two billion dollars 
worth of goods in this country under the cash-and-carry provisions?’ ” 

Then I say, “I would like to reaffirm the position which I took at 
thattime. My reply was, and still is, as follows: 

“ ‘Senators, if there is a war in any foreign country, before we would 
use the stabilization fund or any money in the Treasury to assist any 
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country in prosecuting that war, I would come up before the proper 
committee and ask for guidance.’ ” 

White: Isay we are committed to that. 

H.M. Jr: That covers the whole thing. 

White: I think that one statement —— 

ILM. Jr: No use going through the whole thing. 

White: And that letter has better status, anyway, than oral state- 
ments before the committee, because it refers back to another reference. 

ILM. Jr: Speak out loud, Bernie, I can’t hear you. 

Bernstein: I didn’t think you said that in the letter. 

H.M. Jr: All this whispering—either talk so I can hear, or not. 

(Miss Chauncey entered the conference.) 

Get me these two letters, please: Morgenthau, dated October 24, to 
Honorable Arthur Vandenberg. That is 1939. Also Senator Van- 
denberg's letter to me, October 17, 1939. Get those two, will you? 
And hurry. 

What is it, Bernie? 

Bernstein: I thought the statements could be made orally. I don’t 

know whether it is much different whether it is oral or in writing. 
_ H.M. Jr: But this goes back to my conversation where I reaffirm 
it, Senator Taft asks me and I repeat in my answer. It is much 
better to have the two letters and show them to the President. I have 
got to ask to come up to this committee for guidance. 

White: I think there is no way out. Your honor is at stake on that 
matter of coming to them for guidance. It is not a legal question. It 
1s a question of a promise that you made, and you might not take their 
guidance. After you have presented it to them, you can act accord- 
ingly, but I think you are morally committed to come before those 
committees and state your case, as a personal matter. 

H.M. Jr: Ican’t doit any other way. 

Cochran: No, it issuch a departure from your practice with the fund 
that you should. 

White: And it is up to the President to get that committee to ac- 
quiesce, although you can act without their acquiescence. I don’t know 
that you are committed to taking this guidance. I don’t know what 
the status of that is, but you are certainly committed to talk to them 
about it. 

_ Bell: If you ask their guidance, are you going to ask it and then 
1gnore it ? 

White: It is quite possible. The responsibilities of the Secretary 
are not theirs. 

Aside from that one point, if there are any funds to be extended, 
there are ways of partially protecting it and there are other funds 
available which if, let us say, 50 million dollars were made here, that 
thing could be made to 100 million dollars or 150 million, using funds 
which they promise they would ship in, the Chinese banks. 

H.M. Jr: Well, look, I can’t do this in 24 hours. I can’t get—no 
committee is going—I can’t get this committee. 

Bell: They are not in town. They can’t get a full committee. You 
might get the chairmen. A lot of these people have gone home. 

White: Well, you might announce—this is a possibility. You might 
announce that you are going to undertake stabilization operations. 
Now, the terms and the conditions, which don’t have to be announced, 
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can be such that in effect there will be no risk unless and until the 
committee—so that you could get the effect. There is no sense— 
they don’t need the money right away, anyway, Mr. Secretary. 

H.M. Jr: Now, wait a minute. Why can’t Jones do this thing? 
Why does he sit there and tell the President, “Why don’t you call up 
Morgenthau and get him tochip in 50 million?” 

Bell: This is probably a fifty-fifty proposition with Jones, the same 
way as the Argentine. 

White: I think there is a substantial difference between the stabili- 
zation operation and their loan and I don’t think they serve the same 
purpose, and I think that particularly if they are going to chip in 
fifty I think that you can so arrange the stabilization that there is 
very little risk, very little risk, that the risk will be borne by him, 
not by the stabilization fund. 

Bernstein: Merle, were the original terms of the Chinese loan 50 
million, rather than 20 million, to which it is now reduced ? 

Cochran: I don’t recall. 

Bernstein: If it were 50 million, could you simply announce that 
you were prepared to extend that loan—the outstanding stabilization 
arrangement of 50 million dollars, and as Harry says, you don’t have 
to announce the terms, and then when you rearrange your terms per- 
haps you can eliminate the gold provision. 

White: You can either fix the terms so that you can be a substantial 
help, or you can fix the terms so that all it amounts to it publicity, 
without any actual content. It doesn’t require any action now. 

H.M. Jr: What you fellows are saying doesn’t make sense to me, 
because I don’t know what you are talking about. 

White: I mean you could make an announcement that you were 
going to extend the stabilization loan or undertake stabilization agree- 
ments. I wouldn’t say stabilization loan. And if you don’t mention 
the terms and the conditions now, but leave that for subsequent deci- 
sion on your part, you can later decide upon such terms and such con- 
ditions that will yield no risk or loss. 

H.M. Jr: Well, let me just—let me do a little questioning, will you, 
so I can get this thing in my own way? Isn’t that a 50 million dollar 
loan now ? 

Cochran: Itistwenty. They have borrowed twenty from us. 

H.M. Jr: [thought it was a 50 million dollar loan. 

White: It originally was more than that. They have paid part of 
that back. 

H.M. Jr: Wasn’t it a 50 million dollar loan? 

White: Itwasalmost. I think it was 47. 

Cochran: I will have to check up on that. 

Foley : Can't you reinstate that ? 

H.M. Jr: That is what Merle was saying. 

Foley: Let’s find out. 

Cochran: Let me find out. 

H.M. Jr: Go find out. 

Cochran: Because it expires, you see, and we have to fix it up by 
the 15th. 

H.M. Jr: Of what? 

Cochran: Of December. 

H.M. Jr: If that could just be extended. 
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Foley: It was outstanding at the time you appeared before the com- 
mittees, and this statement of yours could apply to future operations 
and not to operations that have been made before. 

White: If they collateralize that with gold and silver, they haven’t 
got that now, but they may have the other things that they may be 
able to collateralize the—— 

Bell: You can change the collateral. 

White: You can change the collateral, possibly, so if they have got 
20 million collateral that can go against the 50—but my point is that 
when it comes to the actual use of those funds, you can hedge it in so 
that you aren't taking any risk. 

H.M. Jr: No, but you have got this statement in this letter from 
Vandenberg. I have got to cross that thing and 1 am not going to go 
around the block aboutit. Ihave got to doit. 

(Miss Chauncey reentered the conference.) 

Look, Miss Chauncey 

Chauncey: Give you a copy of that? 

H.M. Jr: How long will it take you to give me a copy? Is that 
Vandenberg's letter to me? 

Chauncey: That is your letter to Vandenberg. Maybe I can get a 
copy from Mr. Foley’s office. 

Bell: Not that one, I don’t think. 

H.M. Jr: That isn’t the part I want. 

Chauncey: Here is the incoming. 

H.M. Jr: This isn’t the right letter. 

Bell: That isthe gold letter, isn’t it? 

H.M. Jr: This isn’t Miss Chauncey’s fault. The person who has 
done the reference is wrong. 

Bell: That is the gold letter. 

H.M. Jr: Letter from Secretary Morgenthau dated October 21. 
Well, whoever did this is wrong. I mean, they have done—whoever 
did this reference work here is 

White: Your (Bell’s) batch contains the letters. 

H.M. Jr: Who did this work ? i 

White: It is either the stenographer’s fault or the typist’s fault or 
the man who copied it, but I gave him the original batch of the letters 
so he can have the letter from which that was excerpted. 

H.M. Jr: It is the answer to this letter. 

Chauncey: That is right. ; 

H.M. Jr: Yes, but this is—where is the answer to it? 

Chauncey: This is your answer, right here. 

H.M. Jr: No. 

Chauncey: You are replying to Senator Vandenberg. 

H.M. Jr: Yes, but look, Miss Chauncey, then we go on here. This 
is an extract from it that has to do with the stabilization. 

Here it is; it is here. It is all right. I have got it. Now, what 
I want is a copy of my letter to Vandenberg and Vandenberg’s letter 
tome. I want thisand I want a copy—maybe it is here. 

What are they looking for now? pe -7 

Foley: They are getting the information in regard to the stabiliza- 
tion loan to China, when it was made and the terms. 4 

White: I think both committees might acquiesce, but if you are 
going to bring it before the committee, 1 would like to prepare the 
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kind of plan you are going to show them. There wouldn’t be a great 
deal of risk. 

H.M. Jr: That goes without saying. 

Foley: Well, if the chairman would assume the responsibility-—— 

White: Could he? 

Foley: Yes. 

White: Chairman of the minority [sic] committee? 

Foley: Yes. 

Cochran: Yes, that was up to 50 million dollars. Then they paid 
back some of it. They have reduced it down to 20 million. The orig- 
inal agreement was for 20, and then they increased it to 50, and now 
it is down to 20 again. 

H.M. Jr: Well, is the original for 50? 

Cochran: No, the original was for 20 and then they increased it to 
50 and they went up as high as 48, utilizing that. Now they have re- 
duced it down by repayments to 20. 

H.M. Jr: I mean, have they got, so to speak—have we got an agree- 
ment with them? Have we ever cancelled the 30 million outstanding? 

Cochran: I would have to look through this whole thing. 

Bernstein: The agreement is for 50 million and that has been ex- 
tended from time to time, but as Merle says, they only took up to 20 
of their present commitments 

H.M. Jr: Could they come in tomorrow and say, “We would like to 
have the balance of the 30”? 

Bernstein : Sure. 

White: They left the gold for collateral for that amount. 

H.M. Jr: Is the gold here? 

White: Twenty million of it. It is all covered. It really isn’t a 
loan. They have covered with gold for the value of the loan now. 
You described that operation specifically before the Senate committee. 
That operation was described in detail, that kind of operation. It 
isn’t quite the kind of operation which is contemplated now. 

Foley: It is a revolving fund, Mr. Secretary. It says the total 
amount purchased by them and standing to their credit on our books. 

Bell : It shall not exceed fifty. 

(Telephone conversation with Jesse Jones follows :) 


NOVEMBER 29, 1940. 
12:15 p.m. 


H.M. Jr: Are you just back from the White House? 

J:Justback. How are you? 

H.M. Jr: Pmall right. How are you? 

J: Oh, Pm pretty good. Been romped on a little bit. 

H.M. Jr: What? 

J:I got romped on a little bit. 

H.M. Jr: Romped on? 

J: Yeah. 

H.M. Jr: How much? 

J: I couldn't tell whether it was 10, or 25, or 50 or 100 or a billion. 
Different figures—different amounts. 

H.M. Jr: Well, I don’t know just—are you alone? 

J: Yeah. 
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H.M. Jr: Here's my situation. Of course, you were there when the 
President was talking to me. I've got a letter that I wrote to Arthur 
Vandenberg. See? In which I—I won’t read the whole letter—but 
I simply say this—I say: “Pd like to reaffirm the position that I took 
at that time”. That was before I appeared before Senator Taft. I 
say, “Senators, if there is a war in any foreign country, before we 
would use the Stabilization Fund or any money in the Treasury to as- 
sist any country in prosecuting that war, I would come up before the 
meget Committee and ask for guidance.” Now, that’s pretty plain 
isn’t it? 

J: Why don’t you do that? Whois your Committee, Henry? 

H.M. Jr: Well, it’s Banking and Currency in the Senate and 
Weights, Coinage, and Measures in the House. Now, I can’t make any 
commitment before—I’ve given my word Pl ask for guidance. You 
wouldn't, would you? 

J: No, I certainly wouldn’t, but I would go see the Committee. 

H.M. Jr: Oh, I’m perfectly willing. 

J: Yeah, Pd do that, 

H.M. Jr: But I can’t do that between now and tonight. 

J : Well, no, I don’t think you could possibly. 

H.M. Jr: Cant even locate Wagner. I’ve been trying to locate 
him ever since the President called me, but how are you fixed on your 
borrowing power. 

J: Well, what I have told Soong—— Cordell wanted us to get up a 
minimum of $100,000 

H.M. Jr: $100 million. 

J: $100 million, and I had Soong down and 1 told him I didn't see 
how we could go beyond another 25. That would be 100 total for 
the bank. 

I.M. Jr: You’ve already given them 50. 

J: We've already given them 75—70 maybe, and so I suppose we 
could work around and commit a little bigger crime and make it 50 
if that is absolutely necessary and it seems to be pretty necessary be- 
cause they’re saying they are going to send these ships and things all of 
which is a good big move and so— d a 

H.M. Jr: Well, I tell you, I’m certainly going to bring it up at 
Cabinet and I’m going to read this letter. PN cheerfully go before 
the Committee and ask for guidance and I’m perfectly willing to 
recommend it but I can’t do this until I get a chance to appear before 
the Committee. 

J: Well, I think you can get that Monday. 

H.M. Jr: Oh, sure, if they’]] come to town. 

J: Yeah. Ithink there ought to be enough of them come—I would 
think. 

H.M. Jr: Well, we need some Republicans. 

J: That's right. Poor John Townsend—he's always pretty cooper- 
ative and he’s just had a very serious—loss of his son. But any- 
way 

H.M. Jr: Well, I’m going to bring it up. 

J:O.K. Anything you want me to do you let me know. 

H.M. Jr: Yeah. But I don’t see that there is any—I told the Presi- 
dent I’d ask you to come—get together with you, me and Soong, but 
I don’t see any sense in it until I get before the Committee, do you? 
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J: No, I don’t think so. Anyway I saw Soong day before yester- 
day and he is coming back here about—I told him to see what he 
could work out on a basis of 25 and when he comes back why—that’ll 
be the first part of the week, I suppose, or it might be before. But 
paver tack you want me to take why let me know and [’ll try to 

oit. 

H.M. Jr: Well, that’s fair enough. Wel, I tell you, I’m going to 
try to get these Committees and I'll see you at 2. 

J: OK. 

H.M. Jr : Thank you. 

J: Thank you. 

[Staff conference resumed. ] 

H.M. Jr: Well, I think the thing to do, gentlemen, is this. 

(Telephone conversations with Tom K. Smith and Senator Wag- 
ner’s secretary :) 

[Surcomnmrrree Nore.—The transcript of the Smith conversation, 
pages 51 and 52 of the diary, was not pertinent to the subject under 
discussion and is not printed here.] 

NovexmbER 29, 1940. 
12:23 p.m. 

H.M. Jr: Hello. 

Sen. Wagner’s Secretary: Yes. 

H.M. Jr: Miss Ruppert, Henry Morgenthau. 

Miss Ruppert: Yes, Mr. Secretary. 

H.M. Jr: I wonder if you can help me out. The President has 
asked me to make a Stabilization loan to the Chinese Government. 
When I appeared before the Finance Committee—Banking and Cur- 
rency—during the course—I said to Senator Taft that before I would 
make any loan to any country that was at war, I would come up and 
ask for guidance. See? 

R: Come up and do what? 

H.M. Jr: Ask for guidance. Then I followed it up and confirmed 
that in a letter to Senator Vandenburg. 

R: Yeah. 

H.M. Jr: Now, inasmuch as this is up and the President wants 
action, I wondered if I can’t get possibly a joint meeting between 
both Banking and Currency and Weights, Comage and Measures in 
the House and let me appear before both of them or as many of them 
as can come on Monday. 

R: You want that meeting arranged Monday. 

H.M. Jr: Yeah. : 

R: You want to get a joint meeting of the Banking and Currency 
and Wages—— 

H.M. Jr: Weights, Coinage and Measures. 

R: and Coinages of the House. Did the Senator reach you? 

H.M. Jr: You mean in the last half hour? 

R: Yes, in the last half hour. 

H.M. Jr: No, I’ve been trying to—— 

R: Well, I gave him your message—District 2626. Now, he was 
just about to go into the Senate. I’m going to have him call you 
again. He probably tried to reach you but maybe your line was busy. 

H.M. Jr: No, no, no. 

R: He didn’t try? 
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H.M. Jr: No. 

R: Well, he's got the message and T1] call him back and see—but 
this is really what you want—you want a joint meeting and you want 
to appear before that meeting to present to them the plan for making 
a loan to the Chinese Government. 

H.M. Jr: That's right. Out of the Stabilization Fund. 

R: Yeah. All right. 1'l call you back as soon as I can reach him. 

H.M. Jr: Right. Hello. 

12:25 p.m. 
H.M. Jr: Hello, Miss Ruppert. 

R: Yes. 

H.M. Jr: If this is going to be held, I just wanted to tell you that I 
want it kept confidential. 

R: Yeah. Well, what I had intended to do—I’m trying to reach the 
Senator now—to get him and talk to him. 

H.M. Jr: Right, but I just—it was stupid of me not to say it in 
the first place, because this is a highly confidential matter. 

R. Well, Pm not mentioning it to anybody except the Senator and 
DU say to him that this is very confidential. 

H.M. Jr: Yeah, it’s dynamite. 

R: Right. 

H.M. Jr: T.N.T. 

R: I understand. 

H.M. Jr: O.K. 

R. Thank you. 


Novem Ber 29, 1940. 


12:55 p.m. 
H.M. Jr: Hello. 


Senator Wagner: Hello. 

H.M. Jr: Hello, Bob. 

W: Hello, Henry. 

H.M. Jr: It never rains but what it pours. 

W: What’s the trouble? 

H.M. Jr: Well, strictly in confidence, the President called me up 
this morning and he said it is very important that Jesse Jones and I 
together make a loan to the Chinese and he wants me to make a 
Stabilization loan out of the Stabilization Fund. 

W: Yeah. 

H.M. Jr: Well, in going through my correspondence I find that I 
wrote a letter to Speaker Bankhead and one to Arthur Vandenberg in 
which I said I would not make any loan out of this Fund to any 
country at war without coming before the Committees and asking for 
their guidance. 

W. Yes. J 

H.M. Jr: Now, China may not have declared war on Japan or vice 
versa, but she is certainly at war, isn’t she? b 

W. Oh, I suppose so. I don’t know as anybody would raise any 
question. . n y 

H.M. Jr: And the thing that I had in mind was that if you and 
Somers would call a meeting Monday I’d appear before them and 
ask them for guidance. 

W: Yeah, if I can get anybody here. You know there are only a 
few fellows here now but I’ll do it, Henry. 
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H.M. Jr: Well, you think in view 

W: Well, you wrote to Vandenberg—I don’t think the Committee 
would—you didn’t say anything that you would—oh, you said you 
would come before the Committee. 

H.M. Jr: Just a minute and 1] tell you exactly what I said. Ina 
letter I said, “I want to reaffirm * * *”—it was in answer to a question 
originally from Taft. You see ? 

W: Yeah. 

H.M. Jr: Isaid. “Senators, if there is a war in any foreign country, 
before we would use the Stabilization Fund or any money in the 
Treasury to assist any country in prosecuting that war, I would come 
up before the proper Committee and ask for guidance.” 

W: Yeah. Well, do you think you ought to try and have a meet- 
ing—call a meeting for Monday ? 

H.M. Jr: Well, Pd like it—the President wanted me to do it in 
twenty-four hours but I wanted 

W: Well, hell, I haven’t got anybody here. 

H.M. Jr: No, but I wanted to tell him that I could do it Monday 
morning or Monday afternoon. 

W: Yeah. 

H.M. Jr: Now, I got in touch with 

W: I tell you, Henry, what 1 could do—let me try in the next hour 
to find out how many members—I’m sure there aren't more than three 
or four out of the nineteen that are here. That wouldn’t be quite 
enough, do you think so? 

H.M. Jr: I don’t think so in view of 

W: And I can understand your position—having said that you've 
got to keep straight with Congress. 

H.M. Jr: Well, after all, the only thing I’ve got is my word 

W: Yeah, that’s right—— 

H.M. Jr: and that's the most valuable 

W: I think itis very important. 

H.M. Jr: And you see Taft asked me, then Vandenberg went after 
me and I made all of this correspondence. What Pve read to you 1 
gave out to the newspapers, at the time. 

W: Yeah. Well, must it be done so soon ? 

H.M. Jr: According to the President, yes. 

W: Well, I tell you what I shall try to do—today is Friday. Ican 
send some telegrams to the absent members and ask them to be at a 
Committee meeting on Monday morning to hear the Secretary of the 
Treasury. How would that be? 

H.M. Jr: On a confidential matter. 

W: Yeah, on a confidential matter, and see how much response I 
can get. 

H.M. Jr: Well, and Dll appear before whoever is there. 

W: Yeah. Tuesday, of course, would give them a little more time, 
but you think that would be too late. 

H.M. Jr: Well, the way the President is talking, I'd rather have it 
Monday. 

W: Oh, all right, Henry. 

H.M. Jr: And the way I feel about it is we've given them notice. 
You and 1 keep faith with them. If they don’t show up well 

W: Yeah. That’sallright, that isn’t your fault. 
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H.M. Jr: That isn't my fault. And Somers office is waiting to be 
advised by you what you'd like to do and he’ll do whatever you do. 

W: Well, Pll call a meeting for Monday. 

H.M. Jr: It’d be a joint meeting. 

W: Well, I don’t know about a joint meeting. 

H.M. Jr: Well, I don't want to appear twice—once before 

W: Yeah. 

H.M. Jr: Why can’t it be a joint meeting? 

W: Well, except that I—you know those boys over there are their 
own masters and 

H.M. Jr: Well, Somers is 

W: What Committee over there was it—Banking? 

H.M. Jr: No, it’s Weights, Coinage, and Measures, and Somers is 
willing to do it. 

W: Oh,Somers! The Judiciary, is it? 

H.M. Jr: No, Somers of Brooklyn. 

W: Oh, it was his Committee. Isee. Oh, yes. 

H.M. Jr: And he’s willing to come to any place that you designate. 

W: Allright. Well, that’s fine. 

H.M. Jr: No, it’s Somers of Brooklyn. 

W: Oh, I see, it’s that Committee. I was thinking of Banking and 
Currency. 

H.M. Jr: It’s not Steagall. 

W: All right. 

H.M. Jr: And Somers will come and call his meeting at any place 
that you say. Don't you think it’s easier than to have to do the damn 
thing twice? 

W: Oh, yes. Yes, well, I was thinking of Henry Steagall. 

H.M. Jr: No, no. 

W: Terrible man to handle. 

H.M. Jr: No, Somers is a nice fellow. 

W: Oh, yes. I know him very well. Yes, I can work with him. 

H.M. Jr: And his girl talked to him and said whatever you say, 
if you’ll let her know, his secretary, she'll get out the word— whatever 
Senator Wagner wants—time and place. 

W: All right. 

H.M. Jr: Of a joint meeting and simply say a confidential matter. 

W: Yeah. Allright. 

H.M. Jr: O.K. ? 

W: Allright, Henry. 

H.M. Jr: You saw the President? 

W: I saw him. Yeah. Say, the General came after me. My God, 
you know, a little bluffing, but I didn’t know how to get out of it. I 
said, oh, I was only fooling. 

H.M. Jr: Well, you saw him, didn’t you? 

W: But I was on the level—yes, I talked to him and now what he 
said—he said, go right on with it. Well, I told him I was kind of 
working with you on the thing. 

H.M. Jr: Good. 

W: But he said, I don't see any objection to going into these money 
questions—we've got to know something about them, and of course, 
he said one thing which was true—he said, you know neither you nor 
I know an awful lot about this. I said that’s true. (Laughs). All 
right. 
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H.M. Jr: Bob—— 

W : Finally the General apologized in every way and said I got in 
the house whenever I wanted and all that—you know. 

H.M. Jr: Yeah. 

W: Cheer up. Yeah. 

H.M. Jr: You'M let me know what time it will be. 

W: Tlltellyou now. It’ll be 10:30 on Monday. 

H.M. Jr: 10:30 Monday. 

W: And if I’m the only one there I can’t help it. 

H.M. Jr: I can’t either. 

W: Yeah. Allright. 

H.M. Jr: All right. 

W : Good-bye. 

[Staff conference resumed. ] 

H.M. Jr: I think that is the thing to do, don’t you ? 

Foley: Yes. 

H.M. Jr.: I am thinking when I go to Cabinet I will tell the Presi- 
dent I have asked for this now, and he will just have to be patient until 
Monday. 

Foley: “* * * shall not at one time exceed in the aggregate one 
hundred million dollars.” It does call for gold as collateral. 

H.M. Jr: Ed, I don’t want toseeit. I will tell you why in a minute. 

Suppose I worked out a way and said, “Well, we had an outstanding 
loan, and so forth. Vandenberg could just take it and tear me to pieces. 
Damn it, these fellows have given me this loan three times on the 
good faith in Henry Morgenthau, Jr. Even if I didn’t hold my word 
as the highest thing I have got, it would still be stupid to do it, because 
I have got to go up again in June and that is all these fellows would 
need to take it away from me. 

White: Each one of the years would be sufficient. 

Foley: Well, I am merely showing you what you have got. 

(Telephone conversation with Congressman Somers follows :) 


Novemper 29, 1940 
12:27 p.m. 

Operator: Miss Roche, Congressman Somers’ secretary. 

H.M. Jr: Hello. 

Miss Roche: Yes, Mr. Secretary. 

H.M. Jr: How-do-you-do. Miss Roche, I want to talk to you about 
a highly confidential matter which I’d like you to get to the Chairman. 

R: Yes. 

H.M. Jr: When I appeared before the Committee for the extension 
of the Stabilization Fund, I said before I would make any loan to any 
country which was at war, I would come up and ask for guidance. 

R: Yes. 

H.M. Jr: Now the President has asked us here to make a loan to 
the Chinese Government. T’d like to do it but I don’t want to do it 
without doing what I said I would do. You see? 

R: Yes. 

H.M. Jr: Now, I’ve spoken to Senator Wagner’s secretary and the 
suggestion I’ve made is that if possible Monday a joint meeting be 
held between Mr. Somers’ Committee and Senator Wagner’s Com- 
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mittee which I could appear before and explain what the loan is and 
carry out what I said I would—ask them for their guidance. 

R: Yes. 

H.M. Jr: Now do you suppose you could get that word to Mr. 
Somers? 

R: Yes, I shall call him right away. 

H.M. Jr: Will you? And have him get together with Senator Wag- 
ner on the possibility of arranging it, and possibly Monday. 

R: Yes. 

H.M. Jr: And will you also stress that this is terribly confidential 


because if by any chance it were turned down, I mean, it would be 
very harmful 


R: Yes. 

H.M. Jr: to our whole position in the Far East. 

R: Yes, I understand. 

H.M. Jr: And you'll let me know. 

R: Yes, Iwill. 

H.M. Jr: And if for any reason you get word and I should be at 
Cabinet, would you speak to Mr. Bell, the Undersecretary ? 

R: Yes, I will. 

H.M. Jr: Thank you. 

R: Allright. Thank you. 


NovexmbBER 29, 1940. 
12:50 p.m. 

H.M. Jr: Hello. 

Operator: Miss Roche. 

H.M. Jr: Hello, Miss Roche. 

Miss Roche: Mr. Secretary, I have just called Mr. Somers on long 
distance and given him your message and he has given me instructions 
to call the Committee members and have them ready for a Committee 
meeting—Executive Committee meeting Monday morning and has 
asked me to get in touch with Senator Wagner and have him decide the 
hour and the place and the meeting. However, I didn’t want to call 
the Senator’s office without advice from you as to whom you had spoken 
to over there. 

H.M. Jr: Yeah. Well, it’s Miss Ruppert. 

R: Miss Ruppert. 

H.M. Jr: I couldn’t locate the Senator. Miss Ruppert knows all 
about it. 

R: Well, then I shall get in touch with her and leave the plans 
of the meeting up to her. 

H.M. Jr: Do you know Miss Ruppert? 

R: Yes, I do. 

H.M. Jr: Good. Well, then if you'll talk to Miss Ruppert—I say, 
would you talk with Miss Ruppert. 


R: Yes. Only? l 
H.M. Jr: Only. 
R: Yes. 


H.M. Jr: Thank you. 

R: Allright, sir. 

[Staff Conference resumed. | 

White: Ed doesn’t disagree with that. 

Foley: I don’t disagree with that at all. I just wanted him to know 
all the tools that he has. 


258 MORGENTHAU DIARY 


H.M. Jr: Well now 

White: You speak of it as a loan, Mr. Secretary. I wonder in the 
light of what—if you may do it later, in the realities of the case any- 
how, if you could refer to it as stabilization operations? It is not really 
wrong. We get yuan for it. If you are going to meet them Monday, 
I think we will have to reconcentrate on getting as comprehensive and 
specific and clear-cut a proposal between now and then as we can. 

H.M. Jr: She has got this thing mimeographed. 

White: Yes, we released the letters. 

Bernstein: You also have a letter to the Speaker. (She attached 
copy.) 

H.M. Jr: Havel? 

Bernstein: Yes. 

H.M. Jr: What does it say ? 

Bernstein: Same thing. You quote from your letters to the Senate. 

H.M. Jr: What do I say to the Speaker? 

Bernstein: You say—it is right here. On top of that is a letter to 
Congressman Somers. 

H.M. Jr: A letter to the Speaker would be ample. I can’t keep 
getting—Harry, you and I argued about this once and you kept saying 
I never said I wouldn’t make a loan. 

Bell: I think it was on South America. 

W bitos That was Chile. You said, and I said, it wouldn’t apply 
to Chile. 

H.M. Jr: Well, it doesn’t apply to South American countries. 

White: It doesn’t apply to any country that is not at war. And 
you remember when the China case was up before, Mr. Secretary, and 
I recommended the loan, I said I also recommended that you first go 
before the committees. 

H.M. Jr: I don’t remember that, but I will take your word for it. 

White: That would be a necessary step in the process if you thought 
you wanted to do that. 

H.M. Jr: Miss Chauncey, if I could have this by five minutes of 
two. This is from Bernstein’s files. You may be able to find it in our 
own. This is my letter from Speaker Bankhead. I want that copied. 

This is a nice job I have as Secretary of the Treasury ! 

White: 24-hour policy. 

H.M. Jr: Why does anybody want it ? 

Foley: Plenty do. 

H.M. Jr: As I told Fleet—— 

White: There is a waiting line from here up to Johnny Hanes. 

H.M. Jr: Major Fleet was in, thanking me for everything, and 
so forth, and I said, “Major, I am sore at you.” “Why?” I said, 
“Because everybody you meet in the Treasury you have offered a job 
to, except me.” He had no answer, did he? 

Foley: No. 

White: He was pretty nice to the Commandant out there. Maybe 
he was offering him a job. 

H.M. Jr: He offered Foley $30,000 a year, didn’t he? 

I am not going to help anybody get any commissions (referring 
to an earlier telephone conversation.) 4 

White: He can get a commission on his own merit. Is that what he 
wanted, or to get put in the Ordnance? 
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I.M. Jr: Put in the Ordnance. 

White: Then he has no commission. 

ILM. Jr: He has applied for a second lieutenancy. He has been 
drafted, you see. 

White: Maybe you can get him a commission in the infantry. 

Foley : This was a New York Times headline last time. 

H.M. Jr: Who said that? 

Foley: You did. 

H.M. Jr: What did 1 say? 

Foley: It is right here (indicating newspaper clipping). (Laugh- 
ter.) That is what I say, who is at war? 
go Mr. Secretary, you didn’t tell him to tell that to Knox, did 
you? 

H.M. Jr: What? 

White: What you just said about that commission? I mean, for 
Smith. 

H.M. Jr: Oh, no. 

White: I was afraid for a moment you sent the message back that 
way. Excuse me. 

H.M. Jr: I don’t see what else there is we can do right now. I will 
simply go to Cabinet with these two documents, that is all, and simply 
say to the President, “I have gotten busy and I have asked them for 
a chance to appear before them and J have got to carry this thing out.” 

Foley: Don’t you think we could go ahead and set this up the best 
way we can? 

ILM. Jr: Oh, sure. 

Bell: It may be that when we find that you have got to go to Con- 
gress—when the President finds that, that he would rather get it 
through some other means. You don’t think there is a chance? 

H.M. Jr: What? 

White: It is the committee, not Congress. 

H.M. Jr: I had a dream about it. 

Bell: Is this another dream come true? 

H.M. Jr: No, I said I had a dream about this. If I have to go to 
Congress, maybe we could put the screws on Jesse Jones. When we 
go up, I am going to ask Mr. Hull to go with me, or send somebody 
with me, to explain the necessity asa foreign policy. 

Cochran : Let them decide whether they want the fund to be used 
for a political loan. 

H.M. Jr: Let who? 

Cochran : The committee up there. 

White: We have been following their price movements. They are 
getting very bad and there are good economic reasons if there are no 
political reasons. . ; ont 

H.M. Jr: It is a loan of expediency. Look, if I hadn’t, in order to 
get this thing through, tied myself up this way, if you said to me, 
Mr. Morgenthau, do you think it is worth a hundred million dollars 
to keep Chiang Kai-shek fighting?” You don’t have to ask me that. 
Who the hell got through the first loan? I got through the first loan 
and I couldn't get it until Hull was out of the way down to Lima. 
There is no question of how I feel about the thing, but these fellows up 
in Congress believe me, and when I sny that I won’t make this kind 
of a loan without asking them for their guidance, they take me at my 
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word and that is what my whole standing in town is based on and 
I am not going to dodge around that. I don’t think any of you would 
recommend it. 

White: There is no reluctance on your part to go before the com- 
mittees ? 

Pad Jr: None whatsoever. 1 never had any reluctance on this 

ing. 
_ Bernstein: If Mr. Hull insists that there is no state of war existing 
in any sense and is prepared to take the responsibility for the state- 
ment that no war exists, they will put the question to you under those 
circumstances, and you still feel committed to go up to the Hill? 
Supposing that question was put to you in Cabinet ? 

-M. Jr: That what? 

pony : That there is not a war. 
H.M. Jr: I still feel I have to go up. 

White: You do? 

H.M. Jr: Sure. 

Bell: There is a lot of fighting going on. 

White: Sure. 

H.M. Jr: I mean that again is a technicality and I am going to say, 
“Leave everything else aside, Mr. President. If you want this thing 
extended and—don’t ask me to do this thing without appearing, and 
the dieis cast. Ihaveasked for the meetings anyway.” 

White: I think you are committed to it. I think you should. You 
can’t slide out of it. And I think they will give it. They will give 
you guidance. 

ELM. Jr: Well, there is nobody here who has the slightest doubt 
art a should go up before Congress and carry out what 1 said, is 
there? 

Bell: No, sir. 

White : Before the committees. 

H.M. Jr: Yes. And I have asked for it jointly. Don't you think 
that is the way to do it? 

White: I think so, because Congress will talk less than would the 
Senators probably. 

H.M. Jr: Well, itsaves time. Whatisthe use of doing it twice? 

Foley : Itis a matter of expediency if you can doit all at once. 

White: They will have to communicate that by telephone to the 
various Congressmen. If that doesn’t leak out and probably—it will 
be very difficult. I don’t know what the effect will be if it does leak 
out. 

H.M. Jr: Well, if it leaks out, itis all right. I personally would say 
that the chances are three out of four I can get it. 

White: I think so. 

Foley: Well, I wouldn’t put it on that basis. I would say, “Gentle- 
men, this is what I propose todo. And when I was here I said before 
that if I had anything of that kind I would come down and lay the 
matter before the committee.” 

H.M. Jr: Now—— 

Foley: “And I want you to know what I am doing.” : 

H.M. Jr: Now, what I think a good way to do 1t when we go up 1s 
to say, “Gentlemen, this is the position. We have got an outstanding 
commitment of 50 million dollars and they have got 20 million of col- 
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lateral up. Now, what I am proposing to do is lend them another 50 
million, but we will keep the 20 million against the whole 70, plus the 
yuan, whatever they put up. 

White: Or you will agree to undertake those operations over a 
period of time. Don’t you think it would be helpful, Mr. Secretary, 
if before you went up there you had at least explained the matters 
and got the leaders to support you there, so they will understand it 
before you go there? 

H.M. Jr: Oh, yes. I have got to understand it myself and I want 
to get the one that sounds the best. 

hite: We will have that. 

H.M. Jr: Jesse Jones—Export-Import has already loaned them 75. 

White : Seven of which—yes. 30,25 and 20. 

H.M. Jr: And the 25 which you heard about from Soong is—— 

White : This last 25 that he is talking about. 

H.M. Jr: Yes. 

White: Well now, that could protect—that is why I say you can 
so arrange this loan that if you use the 20 million in gold and if you let 
the Export-Import Bank take the impact the thing can be undertaken 
at little risk. 

H.M. Jr: My loan is going to be the Central Bank of China, 
anyway, isn’t it? 

White: Guaranteed by the Government, and it will be an arrange- 
ment to buy yuan if and when and as needed, so it is not alone and 
they may not get any of it. Besides, if you make any such arrange- 
ment, they will be able to put up anywhere from 25 to 40 million of 
their own, so you can make—the sum can look like a very large amount 
before it comes to you. 

H. M. Jr: Well, you fellows who work on this better get busy. 

White: Yes. Fortunately, we did a lot of work on it a couple of 
months ago, so it won’t take us very long. 

What I would like to do is get together with the boys and prepare 
a plan and have it—today is Thursday. 

Foley: Friday. 

Bell: You have lost a day, Harry, some place. 

H. M. Jr: Well, I guess that is all for now. 


(Book 333, pp. 228-250) 


Re CHINESE Loan 
Novemser 30, 1940. 
10:20 a.m. 
Present: 
Mr. Bell 
Mr. Gaston 
Mr. White 
Mr. Cochran 
Mr. Bernstein 
Mr. Soong 
Mrs. Klotz 
Mr. Haas 
H. M. Jr: Let me tell you in strict confidence what has happened 
since I have seen you all. We were over there last night for supper, 
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as you know, on this tax matter, and there were about—oh, maybe ten 
outsiders there. In the middle of the supper the President says, 
“Let me tell you what happened in Cabinet. I said, ‘I want some 
money,’ and I thought I would have a lot of trouble with Jesse Jones 
and it would be very easy to get it from Henry.” Then he went on 
and told the story about how nice Jones was and how he gave him 
$50,000,000 and what a mean cuss I was. So I won’t tell my answer, 
but I gave him an answer, so then after supper evidently he had ar- 
ranged to speak to Wagner and to Somers. And to Wagner, evi- 
dently, he said, “Tomorrow Cordell and I want to get out a statement 
that we want to do this and we will get out a statement.” Then he 
called up Somers. I couldn’t hear the conversation, but I gathered 
that Somers was giving him an argument. I just got through talking 
to Somers. He said, “You know what I said?” I said, “No.” He 
said, “Well, I’ll tell you.” He says, “I told him that you had given 
your word that you wouldn’t do this without consulting us and I think 
it would be a great mistake for any announcement to come out before 
Monday, that it would make it very difficult to get the extension of 
the Stabilization Fund, and I thought it should wait.” He said, “I 
couldn't press it too much, but I did tell the President and 1 don’t 
think the President liked it,” but he says, “as your friend, I hope that 
they won't do ituntil Monday. Your honor is at stake.” 

I am having the thing typed, what he said. 

He said, “You told us three times that you wouldn’t make this and 
if you do do it, I don’t think there is any chance of getting an 
extension.” 

Now, I haven't heard from Hull. Full is supposed to be drafting 
this thing. 1 gave Hull last night at Cabinet a copy of this memo- 
randum. I thought that was the best. Don’t you think that is the 
best one? 

Gaston: It includes the testimony. 

H.M. Jr: And then I said—have you seen what the Wall Street 
Journal said this morning, Harry ? 

White: Well, just the statement that the committee was meeting 
but it might be for Argentine. 

H.M. Jr: No, no. But now you are having a joint meeting and 
for the President and Mr. Hull to come out and make the statement— 

Bell: I think Mike Flynn had the story. He called Ed last night 
just before he caught the train, and Ed called me and he said that 
Wagner's office had told him the whole story in confidence and he 
said, “I can’t use it unless I can get something from the Treasury.” 

H.M. Jr: Sure he knew it. 

Bell: And Miss McGuire told him Ed was on his way to New York 
and he couldn’t get him, so Ed called me and told me the story. 

H.M. Jr: The thing is, that Congressman Somers, this little insig- 
nificant Congressman from Brooklyn, stood up before the President 
but Wagner just ducked it. Mrs. Morgenthau said she heard that the 
bill was going through. She was in the Senate galleries. She re- 
members it distinctly. 

White: I think what she has reference to is Senator Wagner's de- 
fense of vour handling of the Stabilization Fund, but not any state- 
ment. We have combed the Senate once and we can’t find it and I am 
having him go over it again to make sure, but so far we haven’t found 
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it, but if it was said while she was there, that would simplify our task, 
because I know when she was there. 

H.M. Jr: It was while she was right there. 

White: You were there, too, Bernie. 

Bernstein: They are sending my file up on the extension of the 
Stabilization Fund. 

White: Do you remember any statement? 

Bernstein: I remember that strong statement he made which im- 
pressed everybody. 

H.M. Jr: Who made it? 

Bernstein: Senator Wagner. It was a statement in defense of your 
handling the Stabilization Fund. You recall at the time he had 
talked to you about it. 

H.M. Jr: Have you got that? 

White: Yes. 

Bernstein: That isin the record. We will get that. 

White: I just read that. 

H.M. Jr: But there is nothing about 

White: Nothing about the fact that you had guaranteed that you 
would not use the fund for such and such in that place. But we will 
recomb that. That narrows it down to one day’s discussion. 

H.M. Jr: Well now, supposing I just look at all the things while 
We are waiting to hear from Mr. Hull. Supposing they draft the 
statement and I fix it up the way I want it so that they say they are 
going to announce the 50 million loan from the Export-Import Bank 
and the Secretary of the Treasury will present to the Joint Committee 
on Monday his proposal to also Joan 50 million ? 

White: That would be all right. 

H.M. Jr: But supposing the President when it comes over there 
changes it, you see, and makes it look as though there is a firm com- 
mittment. 

White: Well, the President can’t do it without you, Mr. Secretary. 

H.M. Jr: I know. Now, wait a minute. I have done nothing but 
think. He changes the statement to make a firm commitment and it 
goes out to the newspapers that the President makes a firm commit- 
ment. I know that he can’t do it without me or nobody else. But 
here is the President of the United States saying we are going to loan 
a hundred million and makes it firm. What do I do between now and 
Monday? I want to hear Gaston first. 

Gaston: What do you do between now and Monday ? 

H.M. Jr: Yes. 

Gaston: You are not consulted about issuing this statement? 

H.M. Jr: Iam consulted. The statement goes over the way I want 
it. It is the way I want it. Then the President changes it. 

Gaston: Without further consulting you? 

H.M. Jr: Without further consulting me. 

Gaston: You can’t give out a statement saying that that isn’t true. 
You can’t give out a public statement saying that is not true. You 
certainly would protest to the President about it. 

H.M. Jr.: I won't argue. Say I don’t, then I go before the com- 
mittee. 

Haas: Of course, they have made it more difficult for you to get 
the committee’s consent. 
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H.M. Jr: But supposing I go before the committee. Do I say—well, 
the President said so, but I haven’t agreed to it. 

White: There is a way out. 

Cochran: If we could get China to agree over the week-end or at 
once to the extension of this $50,000,000 arrangement which expires 
today, or which expires at the end of December, and which is renewable 
today or rather tomorrow, and then you give out something like this, 
“Secretary Morgenthau announces that he is extending for a further 
period beyond December 31, 1940, the arrangement made public on 
July 9, 1937, under which the Central Bank of China is enabled under 
conditions which safeguard the interests of both countries, to obtain 
from the Stabilization Fund of the United States $50,000,000 at dollar 
exchange for currency stabilization purposes.” That could be given 
out any time if we get China’s agreement. Or we could say, “we are 
offering to extend,” you see, and that gives you a stop gap if you don’t 
get through the other. 

White: That is right. Then you can go before the committee and 
say that this arrangement is with gold collateral. “What I am ask- 
ing you gentlemen for is the privilege to do what I said I would, 
to make an extension of this kind without a gold collateral. That is 
just window dressing which we have done before and is not the thing 
J am coming to you for. It is of no use to China, to speak of.” If 
you are put in that position, I don’t think you should 

Gaston: Then it would be a question of what kind of collateral. 

White: And in the statement, you have also said this, which paves 
the way for that. In your statement and discussion of the loan that 
you—the Stabilization Fund operation which you took with China, 
you described the operation, which would be the same kind of opera- 
tion, and then you went on to say, “There has been placed adequate 
collateral consisting of gold and silver to cover the risks,” and now 
you can say that, “Therefore, that operation was done without you 
and that is not the kind of operation you would disagree with because 
that is nothing new and doesn’t help China. The kind of operation 
which I am coming to you for is one which they would not put up 
gold for and I will not commit myself to that until I get your con- 
sent,” so that even if the President does make the statement I think 
there is a way out without trouble. 

H.M. Jr: Let me just think. How would it be if he is hell bent to 
make a statement that the statement be written something like this, 
that the agreement with the Central Bank of China for $50,000,000, 
a stabilization loan, expires today. 

Cochran: Expires December 31, but it is renewable. Notice is to 
be given on the first. 

Bell: Renewable 30 days in advance. 

H.M. Jr: And is renewable 30 days in advance and that Mr. Mor- 
genthau is appearing before the joint committee on Monday to advise 
them that he is proposing to renew this extension. Now, I needn’t 
put in a public statement that the 30 million dollars will not be col- 
lateralized. Thatis what it amounts to. A 

White: Well, it would be collateralized, if you want to call yuan 
collateral. 

H.M. Jr: Won’t have gold? 
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White: Won't have gold collateral. 

Cochran: Of course, the agreement calls for it and you couldn't 
have the amendment made in that time. 

H.M. Jr: I want to say, China hasn’t got the gold. “I would like 
to have your approval that we extend this 50 million dollars. In other 
words, they can borrow 30 million more without putting up the gold, 
just putting up the yuan.” 

Cochran: That is right. 

White: If the President wants to make the statement to influence 
China, then he can inform Soong that he cannot give him final word 
until after the committee hearing. Soong understands that anyway 
very well. I have explained that to him when he was here last sum- 
mer, that there were certain commitments made and they would have to 
be cleared before any stabilization—so it would be nothing new to him 
and if on the other hand the President is doing it for public effect, 
the public wouldn’t know the difference and it will get the full effect, 
so that that could be a happy compromise if you want to make a state- 
ment today. 

Gaston: Why couldn’t the statement be something like this, that 
they announced the loan from the Export-Import Bank. In addition, 
Secretary Morgenthau is renewing the $50,000,000 commitment. to 
China. This commitment calls for gold collateral for advances. The 
Secretary will discuss with Congressional committees on Monday the 
substitution of other forms of collateral for a part of the — 

White: Thatistoo honest. That would defeat the purpose. 

H.M. Jr: I think this: If he wants to announce the 50 million 
Export-Import, okay, and Mr. Morgenthau is going to appear before 
the committees to recommend that this 50 million dollar Stabilization 
loan be renewed. 

Cochran: Or to explain the circumstances under which he proposes? 

H.M. Jr: No. ¿ 

White: Ought to be renewed under conditions appropriate to the 
occasion. 

H.M. Jr: I would just simply say be renewed. 4 

White: In renewing it, you are asking for something more than 
the renewal, because the terms of that particular agreement call for 
gold collateral. 

H.M. Jr: Renew it under existing circumstances. 

White: Some such qualifying phrase. There is another advantage 
from that even in the President's point of view and your point of 
view. If you can separate the Export-Import loan from Stabiliza- 
tion, because the proposal that we are developing which 1 think will 
meet with agreement, if anything is going to be done, we want to pro- 
tect the funds in the Stabilization Fund and separate the Export- 
Import Bank loan which they will have to use first, provide sort of 
velvet against the Stabilization Fund, and that is easier done if it is 
an Export-Import Bank loan and not known as a Stabilization loan 
but merely as an Export-Import Bank loan to give China additional 
funds with which to carry on. Then when the Stabilization Fund 
comes along, we can so protect it that it is much less risky by using 
those funds as the velvet and then your operations will be Stabiliza- 
tion operations as distinct from Export-Import Bank loans, so that 
there is, I believe, some advantage in not mixing the two up. And we 
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can make the Stabilization Fund loan look like a hundred million 
dollar fund anyway, operations, in ways which are so—it can sound 
very big without understanding the risks that you would undertake 
if it were the other way. 

H.M. Jr: Let me just see. The first part would come the Export- 
Import announcement, do you see, and then this would go something 
like this. “The Secretary of the Treasury will appear before the 
Senate——” 

Bell: Appropriate committees of the House and Senate. 

H.M. Jr: I think you might name them. “The Secretary of the 
ey will appear Monday forenoon before the Senate,” and so 

orth. 

Bell: In joint session. Isthat the way you wanted it? 

H.M. Jr: In joint session. Would you say anything about carry- 
ing out his pledge? 

Gaston: No. 

H.M. Jr: Okay. 

Gaston : The proposed renewal. 

H.M. Jr: “At this time he will bring to their attention the proposed 
renewal of the $50,000,000 Stabilization loan.” 

White: I don’t like the word “loan.” Stabilization operations. 

H.M. Jr: Stabilization what? 

White: Operations. 

H.M. Jr: Operation with the Central Bank of China which expires 
on December 31. Now let me just see. 

“The Secretary of the Treasury will appear Monday forenoon before 
the Senate, etc., and House in joint session. At this time he will 
bring to their attention the proposed renewal of the $50,000,000 Stabil- 
ization operation through the Central Bank of China which expires 
on December 31.” 

White: Something of that character. Would this be helpful, Mr. 
Secretary, if we withdrew quickly and prepared a draft of the kind of 
statement that the President could issue in which he will make an 
announcement about the Export-Import Bank and 

ELM. Jr: Let's do it right here, right now. It takes too damned— 
excuse me, it takes too long. I want to call up Hull. Don’t worry 
about the Export-Import. 

White: Well, they go well together. 

Bernstein: I wondered if I might offer a suggestion on tentative 
lines so you can have it in mind. The President would announce the 
Secretary of the Treasury had extended the existing Stabilization 
arrangements with China, calling for the purchase of $50,000,000 
worth of Chinese yuan against full security. The Secretary of the 
Treasury is also to appear before a joint meeting of the Senate Bank- 
ing Committee and of the House Coinage, Weights and Measures Com- 
mittee, to discuss further Stabilization arrangements with China. 

H.M. Jr: No, because you are putting it in the past tense. You say, 
“Has extended.” 

Bernstein: That is right. Iam saying you can do two things. You 
can extend the existing arrangement without reference to the 

H.M. Jr: I don’t like your suggestion. 

Bell : That is one question I have. j j 

Cochran: You would have to agree with China before it is extended. 

H.M. Jr: Well, the Secretary of the Treasury will appear Monday 
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forenoon before the joint session and at this time he will bring to 
their attention the proposed renewal. Extension? 

White: Proposed extension, because renewal would be the same— 
extension might mean: 

H.M. Jr: Renewal will be exactly the same. 

White: Proposed extension of what was to follow it? Couldn’t 
we merely say proposed extension of Stabilization arrangements— 

H.M. Jr: The President wants the $50,000,000 in there because he 
wants to say he has made it a hundred, you see. 

White: Let’s not say it, then. Proposed extension of a $50,000,000 
operation. 

H.M. Jr: Of a $50,000,000 Stabilization—— 

White: Operation. 

H.M. Jr: In conjunction with the Central Bank of China. 

White: I don’t know about that “in conjunction”. 

H.M. Jr: It has to be in conjunction. 

White: With 

H.M. Jr: Just with? 

White: With. 

Gaston: Stabilization arrangement with 

White: With, yes. 

H.M. Jr: Instead of Stabilization operation? 

Gaston: Yes. 

H.M. Jr: Stabilization arrangement. 

Cochran: Do you want the date of the original ? 

White: I wouldn’t be inclined to refer to the original one at all, 
Pee the public statement one could leave that vague and you get 
the ful 

H.M. Jr: He will bring it to their attention—the proposed exten- 
sion of the $50,000,000 Stabilization operation—the arrangement with 
the Central Bank of China which expires. P 

White: Then that doesn’t seem to leave any way for changing the 
arrangement. It seems a little misleading. | 

H.M. Jr: Why? Would you say, “Which expires on December 
31?” 

White: It weakens the effect. 

H.M. Jr: Proposed extension. krt 

White: That is right. Then an extension may be an extension in 
that direction. : 

H.M. Jr: I am willing to go that far. Proposed extension of the 
oO Stabilization arrangement with the Central Bank of 

hina. 

Gaston: Or you could say you would come before the committee to 
discuss with them terms for the extension of 

White: That might be another way. 1 don't know which sounds 
better. 

H.M. Jr: I think this is all right, gentlemen. The Secretary of the 
Treasury will appear Monday forenoon before the Senate and House 
in joint session. At this time he will bring to their attention the pro- 
posed extension of the $50,000,000 Stabilization arrangement with the 
Central Bank of China. , s 

Cochran: We have never announced, as far as I can find it, that it 
was a $50,000,000 operation. 
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White: Well, that is what 1 

H.M. Jr: Now, you take this thing—the Secretary of the Treasury 
will appear Monday forenoon before the Senate Committee—— 

Bell: Committee on Banking and Currency. 

H.M. Jr: The Senate Committee on Banking and Currency—will 
appear Monday forenoon before a joint session of the Committee on 
Banking and Currency and the House Committee on Coinage, Weights 
and Measures. At this time—would you say at this time he proposes 
to bring or at this time he will bring? 

Bell: Why not just go on with that sentence and say he is going 
to appear in order to bring their attention to the proposed 
arrangement. 

Gaston: Or in order to propose an extension. 

White: No. 

H.M. Jr: No, I think that is all right. At this time he will bring 
to their attention the proposed extension of a $50,000,000 Stabiliza- 
nim arrangement with the Central Bank of China. I don’t object 
to that. 

Gaston: That is right, but the final thing is 

H.M. Jr: After all, I have got to be honest with myself. Now, I 
don’t want them to say we have made this loan. This committee is 
there and I am going up to bring this thing to their attention, proposed. 

White: The only thought in my mind is now that I think it over, 
do you need the word “extension”? Since you are going to do that, 
why can’t you say, “proposed $50,000,000 Stabilization arrangement ?” 

Bernstein: But the word “extension” has two meanings. It means 
renewal and it also means giving them a new line of credit. 

H.M. Jr: That extension is beautiful. It can be an extension or a 
renewal. 

White: Either an extension in point of time or an extension in point 
of renewal of amount of terms. 

Bell: Will the President be satisfied with an additional $30,000,000 
or does he want a full $50,000,000 in addition to the twenty ? 

H.M. Jr: He has got $100,000,000 in his mind, but he knows that 
this is an out for him as of today. If he wants to wait until Monday, 
he can get $50,000,000 on top of this, but if he wants it today, I think 
he will take it and like it. 

Bell: Supposing you go up on this and the committee says no? I 
mean, they say, “We can’t go along with you.” Does that mean, first, 
you can’t make the $50,000,000 extension, and second, that you can’t 
make the additional 20 that is already on the books? Are your hands 
tied then? 

H.M. Jr: If the committee says no, my hands are tied. 

White: You will meet that difficulty when you get there. 

H.M. Jr: I don’t think they will say no on the 20. 

Cochran: We have been renewing it every six months. 

White: It depends upon what you mean by “guidance” at that point. 
But you don’t have to decide that now. 

H.M. Jr: It is very interesting. I don’t know whether I told you 
people, but at the Cabinet the President said, “Well, I will tell you 
what I am going to do. I am going to make this announcement, but 
I want your word, Henry, that if I make the announcement, even 


MORGENTHAU DIARY 269 


ee ae turns you down on Monday, you will go through 
with it. 

Now, wait a minute. Before I could say anything, Harold Ickes 
spoke up and he was the only man in Cabinet who came to my rescue. 
“Well, that is unfair, Mr. President, because how can Henry go up 
and ask for guidance if he has promised to go through with it if they 
turn him down?” And Ickes was the only fellow that came—that 
had the guts to stand up there alongside of me. 

Cochran: Is the State Department helping with the recommenda- 
tion, Mr. Secretary, as to the political reasons? 

H.M. Jr: Well, I asked Mr. Hull to go up with me and Jesse Jones 
said he should go. Jones says, “He has put all the heat on me, let Hull 
go up with you.” Hull won't do it. 

Cochran: He won't do it? 

H.M. Jr: At least he wouldn't as of yesterday. But the President's 
announcement is going to say Mr. Hull and I. The President said, 
“It is a matter of life and death.” He says, “If you don’t do it today, 
it may mean war in the Far East.” I couldn’t say to Mr. Hull, “Do 
you agree with that?” 

Now, Somers said over the phone, he said, “In the first place I don’t 
see any hurry and in the second place I don’t think the loan would 
make any difference anyway.” 

What they were talking about was this fellow Wang Ching-wei. 
That is in the Times today. They made their peace with Wang. It 
is out today. The story reads that Chiang Kai-shek isn’t going to 
recognize Wang Ching-wel. 

White: I think they are putting the screws on unnecessarily. 
Soong’s man came down to see me and I was trying to get something 
out of him and he wasn’t specific, but I am not sure that they are not 
exploiting the opportunity. 

H.M. Jr: Who? 

White: China. I mean, that they are not making the situation ap- 
pear a little worse than it actually is. 

H.M. Jr: Well, Harry, I am used to having you put pressure on me 
to rob my Stabilization Fund, but who outside of the Treasury is 
doing this? 

White: I think it is coming right from Chiang Kai-shek now. In 
fact, I know it is. j 

H.M. Jr: What is this message that Soong had for me? 

White: I think it relates to that. 

H.M. Jr: I should have seen him, shouldn’t I? 

White: Did he call up? 

H.M. Jr: No, I haven’t seen him. 

White: He is available. 

H.M. Jr: Why don’t I get him down? 

White: When his man yesterday spoke to me about it, he said that 
Soong was planning to go to New York. I said, “Of course, I don’t 
know what is doing, but I think that——” 

H.M. Jr: (To Commander McKay) See if T. V. Soong is avail- 
able, and if he is, ask him to come down at once. 

White: I thought this was a good time for him to be close to Wash- 
ington. 

Cochran : Because they have this story in the press of another loan 
of a hundred million dollars. That has been in while you have been 
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away. The fact is, they can’t use a hundred million dollars. They 
can’t get goods in and the currency is fairly stable right now. 

White: Getting goods isn’t their problem. If what they are saying 
is the truth, and I don’t know whether it is, but even if it isn’t, it is an 
exaggeration and even with an exaggeration it is still true that the 
domestic situation is getting a little out of hand. Prices are rising 
very rapidly in Chungking, and I think they are taking advantage 
of what they think is an appropriate time when they feel they can say 
to this country, “Well, you are either going to tell us you are going 
to help us in a real big way or we will have to come to terms with the 
other fellow.” Whether they actually mean bey are going to come 
to terms with the other fellow, I am a little bit skeptical, but I think 
they are using the opportunity. Certainly that should be the State 
Department's business to find out whether their threat is a real one 
or not. 

H.M. Jr: Well, the thing I don’t understand, evidently Mr. Hull 
told the President that he wants us to put our own man in to operate 
this fund. 

White: I wouldn’t think of lending them much money without 
doing it, Mr. Secretary, because there are a million ways of drawing 
that stuff out so it will dribble right out to the advantage of a good 
many bankers, as did the first Stabilization Fund that was set up. 

McKay : He will be down just as soon as he can. He is coming from 
the Chinese Embassy. He said he will be down in five or ten minutes. 

H.M. Jr: All right. 

I am all right, you see, because Hull hasn’t called me yet, so I’m not 
holding up the President. I don’t know why I didn’t think of that 
earlier, to call up Soong. When you saw his man, who do you mean? 

White: He was an adviser. 

H.M. Jr: Oh, you mean that Pole? 

White: Yes, he is a Pole. 

H.M. Jr: Polish doctor. 

White: Polish physician who is a financial adviser to the Chinese. 
He is a smooth boy, but 1 don't know whether to trust him around the 
corner. 

H.M. Jr: I certainly wouldn't. 

Cochran: Is Young still adviser? 

White: Oh yes. Young doesn’t come in. 

H.M. Jr: Youareseeing this Pole? Whatis his name, Doctor 

White: Rajchman. Soong sends him when he wants to—uses him 
sort of as a messenger boy. I don’t mean he uses him actually that 
way, but in his contacts with me he has been sent to find out—— 

H.M. Jr: If they ask me why I have seen Soong, Soong has asked 
to see me and he has a message for me, doesn’t he? 

White: He has a message. 

H.M. Jr: From Chiang Kai-shek? 

White: Yes. 1don't know whether it is for you or not. 

ILM. Jr: But didn’t he ask to see me? 

White: He asked to see you and he has a message. 

H.M. Jr: (To Commander McKay) Did Dr. Soong call up yester- 
day toask for an appointment? 

McKay: Yes, sir. 

H.M. Jr: What time? 
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McKay: I didn’t talk to him until, I would say, about ten o’clock. 

H.M. Jr: Hecalled you? 

McKay: He talked to the operator first and then he called later on 
and I told him I wouldn’t let him know until Monday. 

H.M. Jr: All right. 

Now look, Gents, while we are waiting, I think if we go up there we 
ought to be prepared to talk about the Argentinian thing too. 

White: That isa very good idea. 

H.M. Jr: Because certainly if I get the joint committee together 
and then three days later announce a 50 million dollar loan to Argen- 
tine, they will say, “Well, that is a piece of slippery footwork.” 

White: Not only that, I think it is also good because it will—it is a 
loan of a different character and it is well to clear them both off. They 
are liable to approve the Argentine one and not the Chinese one. 

Bell: He can say while it doesn’t come within his promise, he wants 
to bring it to their attention. 

Gaston: You want to call attention to the fact that you don’t 
promise to consult them on any such thing as that. You only dealt 
with countries at war. 

White: But I still think he can inform them that he has been doing 
it and that there are several other Latin American loans that he may 
be considering and then that will give you a clear way if you do want 
to grant something that they have heard about and haven’t opposed. 

H.M. Jr: Are you fellows going to be ready on the formula? 

White: For China? 

H.M. Jr: No, no, for Monday morning, Argentine. 

Bell: Yes. 

White: Yes. 

H.M. Jr: When are you going to be ready ? 

White: I think we are ready. 

Bell: What do you mean, Mr. Secretary, formula? Do you mean an 
agreement and everything drawn up? 

H.M. Jr: I want to know what it is all about. 

Bell: We have got that information. 

White: We gave you a proposal, written out. - 

Bernstein: When you come to discuss it with them, are you going 
to try to get their approval on anything like specific terms, because 
you may be tying your hands, because if you are just in the beginning 
stages of these negotiations, you may want to shift your position or 
adopt a different approach. Do you need tell them more than just the 
general proposition ' i 

H.M. Jr: Well, Bernie, I can’t discuss it because I don’t know what 
it is all about. . . 

White: After knowing it, he can pick the general points. l 

Gaston: Yes, you can generalize it after you see something definite. 

H.M. Jr: I think we can say we will meet at four o’clock tomorrow 
at the house. n : 

White: Do you want both the Argentine and the Chinese plan? 

H.M. Jr: Definitely. Ican’t handle more than one crisis a day. 

Bell: You can’t get out of this committee, I don’t believe, any 
definite approval. They have no authority, legislatively, to approve 
anything. I think they might say that they are not going to object 
toit. 
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White: That is right, and thank him for the fact that he has come 
to them to tell them and they will express individually, not as a com- 
mittee, but they will probably express individually their approval or 
objection. There will be some who will object—— 

Gaston: You aretalking about China or Argentine? 

White: China. I doubt whether any will object to Argentine. 

Cochran: But on Argentine you will decide tomorrow how you feel. 

H.M. Jr: Yes. I want to go to school on that, and hear the whole 
story. I would like all of you to be there, if you would, at four o’clock 
tomorrow. 

Bernstein : Ed will be back for that meeting. 

H.M. Jr: Good. We will put him to work. 

ee We have been talking to Ed this morning about the 
thing. 

HM. Jr: Between the financial writers and the football game—— 

Bernstein: I don’t think he went to the financial writers. He stayed 
about here last night. 

H.M. Jr: What happened? 

Bell: I think he left on a nine o’clock train. 

Bernstein: I know he was leaving late, although I do notice that he 
got referred to by the financial writers as the author of the legislation 
that Wall Street doesn’t like. 

White: I have got his train seat, so that he can be here in a few 
hours, and his seat at the game. Wecan get him. 

H.M. Jr: Are you sitting next to him? 

Bernstein. Yes, I think we can get that, 

Cochran: May 1 mention one thing now about Sir Frederick Phil- 
lips? Pinsent wanted to be informed this morning whether we ap- 
proved that communique. 1 will show it to you. Because Phillips 
may leave—— 

H.M. Jr: What communique? 

Cochran: Just that one line in the center there, because Phillips 
may arrive on Monday in New York. 

H.M. Jr: Incidentally, I will read you the letter when it comes in. 
Layton comes in and he dumps on my desk—I mean, I have been gone 
over three weeks and just when I come back here is two billion dollars 
worth of orders, 700 million dollars worth of capital assistance. Well, 
Stimson brings up the ordnance orders at Cabinet yesterday and gives 
himself a wonderful sendoff, what a wonderful job he and the Army 
have done, and they don’t mention anything about money. 

White: Two billion seven ? 

H.M. Jr: Two billion and seventy. So in the humor the President 
was in and in the humor I was in, I wasn’t going to start a discussion 
there yesterday as to whether they should or shouldn’t place it. I 
though Stimson would say something. So I asked Layton this morn- 
ing, so he said Stimson wouldn’t touch the financial thing. So I have 
written a letter, which I will show you, to the President, sending him 
a copy of this memorandum from Layton and saying, “My dear Mr. 
President, here itis. Please advise me what to do with it.” 

White: That is two billion in addition to what they have told us. 

H.M. Jr: Yes. 

White: And they need another billion to meet what they have 


told us? 
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H.M. Jr: Then I say something about, “In view of what Ambassa- 
dor Lothian has said, please advise me how you wish me to proceed.” 
I am certainly not going to tell Knudsen or anybody else that the 
money is in the bank. I said to Layton—I am just killing time— 
“Have they taken the 650 over in Canada?” “No,” he said. You see, 
it is a question of this is Central Bank money and Canada doesn’t 
know whether it can take it and then under their Trading With The 
Enemy Act, they haven’t yet, I think, declared their war with France. 
So I said, “Listen, do you fellows want to win this war or don’t you 
want to win this war? When you make up your mind, let me know, 
will you?” 

Klotz: You said protocol or something like that. 

H.M. Jr: I said, “Are you fellows going to stand on protocol and 
etiquette on 600 million dollars?” de each “You let this gold slip 
through your fingers in Canada and go down to Martinique and the 

lanes, because you didn’t know whether to send a shot across their 

ow.” Imagine if we did something like that. It was in Halifax 
Harbor, you know. 

White: No,I didn’t. 

Klotz: What was it he said and you said something about turned 
sour? Do you use that in England? He said no, but they under- 
stood what 1t means. They don't use that in England. 

H.M. Jr: I told him I didn’t know what happened while I was gone 
but certainly the attitude in Washington toward England had turned 
sour. But imagine, they are going to stand on protocol as to whether 
they should take this gold or not. 

White: And they are losing the gold in Dakar because the report 
is they are beginning to take it out by plane. 

H.M. Jr: I knew that would happen. Is that what the Consul 
is sending ? 

White: There is one cable that a plane is reported to have left with 
a substantial amount. 

H.M. Jr: They flew it all down, they can fly it all away, can’t they? 

Cochran: No, they didn’t fly it all down. It went down by vessel. 

White: Didn’t the Polish go? 

Cochran: No, it went on a ship. 

White: Well, it flew from the Poles, anyway. 

Mr. Secretary, we have drafted a plan that I thought we would 
have time to clear around and discuss that I think will meet this 
British situation. 
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Re CHINESE Loan 
November 30, 1940. 


11:05 a.m. 
Present: 


Mr. White 

Mr. Cochran 
Mr. T. V. Soong 
Mrs. Klotz 


H.M. Jr: I was sorry I couldn’t get to you earlier, but I have been 


away and I understand that you had some message that you wanted 
to give me. 
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Soong: Yes. General Chiang wanted to send the statement to the 
President requesting the urgency of financial assistance in view of 
the urgent situation. It is getting, as we expected, quite out of hand. 
I wish to speak to you on that matter. 

H.M. Jr: Well, would you do it now? 

Soong: Although the foreign exchange rates in Shanghai have 
been fairly steady, the internal prices have gone up very rapidly, 
especially noticeably in the last few weeks, and therefore it seems that 
unless a very substantial assistance could be given, the situation will 
get out of hand. 

H.M. Jr: Well now, let me ask you, how much money have you 
in mind ? 

Soong: Well, General Chiang asked for between two and three 
hundred million dollars, that is what he asked for. 

H.M. Jr: What will you take? 

Soong: Well, we are not choosers, Mr. Secretary. 

H.M. Jr: I see. But as to take care of the immediate situation, 
say for six months 

Soong: [should imagine a hundred million dollars. 

H.M. Jr: I see. Well now, let me ask you this, if you will tell me 
this. Who else in Washington have you told this to, I mean officially ? 

Soong: Of course, I saw the Secretary of State. 

H.M. Jr: Isee. This week ? 

Soong: This week. I handed him a memorandum to be presented 
to the President. 

H.M. Jr: Oh. Well, I haven't seen that, so I don’t know what it is. 

Soong: May I give you a copy ? 

H.M. Jr: I wish you would. Have you a copy? 

Soong: Yes. Ican get it, but not here. 

H.M. Jr: I would like to see a copy of that. Would you want to 
use my phone? You can talk in Chinese and then I won’t know 

Soong: Well, I have to go—I have locked the door. 

H.M. Jr: Isee. Butyou have a very good memory. Approximately 
whatisin it? 

Soong: Well, just two things in it. One is for airplanes and the 
second is for stabilization. 

H.M. Jr: Well now, was there any time factor in there, that the 
thing had to be done today or tomorrow? I mean, is it a matter of 24 
hours or does a week make any difference ? 

Soong: It is very urgent because of the Japanese recognition of 
Wang Ching-wei, of the puppet government in Nanking, and at this 
time any assistance given now would have very good effect, both 
politically and psychologically. 

H.M. Jr: But one or two days, would that make any difference? 

Soong: Well, I think if we could follow it up immediately, that 
would have the most desired effect. 

H.M. Jr: Well now, let's see. You gave that to Mr. Hull on what 
day? 

con g: Igaveitto him day before yesterday. 

H.M. Jr: That would be Thursday. 

Soong: Yes. ; ' 

H.M. Jr: You gaveit to him Thursday? 

Soong: Yes. 
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H.M. Jr: But I mean if you knew by Monday or Tuesday, would 
that be quick enough ? 

Soong: Well, if it at all could be made today, that would be most 
desirable. 

H.M. Jr: Why? 

Soong: Because the Japanese have recognized Wang Ching-wei 
and have been expecting to see what the reaction of the rest of the 
world will be, particularly that of the United States. 

H.M. Jr: I see. Well, things like this have happened before and 
you didn’t expect the United States to—what shall I say—act as 
quickly as that. 

Soong: You remember after the Japanese aggression, a loan for 
25 million was announced immediately after the fall of Canton. 

H. M. Jr: Well, that was a happy coincidence. 

Soong: The last loan from the Export-Import Bank came just at 
a time when the Japanese were announcing further steps. 

White: What is likely to happen within a few days? Supposing 

eople in China and the rest of the world don’t know what the United 
States is going to do within a few days? What would you envisage 
might happen, if anything? 

oong: Well, even without the Japanese action, the situation is very, 
very grave. I don’t want to be an alarmist, but the situation is very 
grave. I have been repeatedly saying it but before it was not im- 
pending. Now with this Japanese move, the pressure becomes doubly 
great. 

H. M. Jr: Has England offered to do anything for you? 

Soong: England indicated—I was also negotiating with England. 
Our Ambassador indicated that the British are considering it rather 
favorably and wanted me to go to England. I told him it is out of 
the question now because I am still negotiating in Washington. 

H. M. Jr: How much do you think they will lend you? 

Soong: Well, I should say between five million pounds and maybe 
some additional sum for purchases in the British Empire. 

White: They have asked for ten, five for stabilization and five for 
other purposes. 

H. M. Jr: Now, as I understand it, the Export-Import Bank has 
loaned you so far five million. 

Soong: Since I came, 25 million. Before that, 20 and 25. 45, 70 
million. 

H. M. Jr.: 70 million. And how much of that have you used ? 

Soong: Well, the first two loans, 20 or 25, are all used. They actu- 
ally have not been paid to the manufacturers, but it is all assigned, 
so it is all used up. 

White: Allocated. 

H. M. Jr: That is 45? 

Soong: Yes. As to the rest of the 25, we have only just got it about 
a week ago and for our purposes it may seem ungrateful to say so, 
but to meet such an emergency it isnot sufficient. It is not big enough. 

H. M. Jr: Well, the terms that you have, are they reaching China? 

Soong: They are reaching China. The Burma Road has been 
bombed constantly but as constantly it is being repaired and ferries 
made to ferry things over. 

H. M. Jr.: And these purchases, do any of these recent purchases 
go through the Universal Corporation ? 
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Soong: All purchases, as far as I know, have gone through the 
Universal. 

H.M.Jr:Isee. Are you using K. C. Lee? 

Soong: We are not using K. C. Lee. 

H.M. Jr: You mean the Government ? 

Soong: I am not, in my negotiations. 

H.M. Jr: Do you use him for purchasing? 

Soong: Iam not using him for purchasing. 

H.M. Jr: Why do you say “I”? 

Soong: I mean there may be small purchases that don’t amount to 
very much, but as far as the money that I have secured, I haven’t used 


munitions through them. 

H.M. Jr: Well, do you think I have covered the field ? 

White: Yes, I think so. The 25 million dollars which they have 
just got hasn't been touched yet, and all of the loan previous to that 
has been allocated in the sense that they are placing orders but it 
hasn't been spent. The only question that I think of raising is that 
Iam not quite clear why a couple of days 

H.M. Jr: Well, would you mind giving me a copy of that memo- 
randum ? 

Soong: Immediately. I will go back and get it. 

H.M. Jr: And if I should be occupied or not here, if you will give 
it to Mr. Cochran. 

Soong: Yes. I may say that this memorandum is only following 
up negotiations that General Chiang had with the American and Brit- 
ish Ambassadors in which he asked for the sum of two to three hundred 
million dollars. In the latest memorandum I presented to Secretary 
Hull, the emphasis was—although both messages were touched—the 
emphasis was on airplanes. 

H.M. Jr: I see. Well, I am not familiar with it so 1 would like to 
have it. 

Soong: Yes. 

uae: Jr: Iam supposed to participate in this. Well, you be avail- 
able 

Soong: All the time. 

H.M. Jr: today and tomorrow, because I am working on this 
very hard, trying to find a way to do it. 

Thank you for coming down. i 

Soong: Should I give it to Mr. White? 

H.M.Jr: Either gentleman. Thank you. 

Soong: May I also say that I have just received a telegram from 
General Chiang. The Export-Import Bank promised to make some 
further loans and his telegram to me was that—he said, “If you sign 
this agreement, do not publish it, because it will have a very bad effect.” 

H.M. Jr: Now, wait a minute. Let's get this. This is important. 

White: Do you mind repeating that? 


H.M. Jr: Yes, please. 
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Soong: I just got a telegram from General Chiang, because I wired 
him the other day that the Import-Export Bank will probably Jend 
us some more money and he said, “Well, if you make this agreement, 
do not have it published, because immediately following the Japanese 
we are expecting substantial support from the United States.” If a 
sum of, say 25 million is published, that will be worse than nothing at 
all, and therefore he asked me not to publish it. 

White: The thought is that the 25 million dollar announcement will 
look to the public as though that is all the assistance they are going to 
get, and it being so small, it wouldn’t help the situation. You would 
rather let the situation seem uncertain, as though the United States 
was still going to do something? 

Soong: No, his idea is that even if we get 25, see, the announcement 
should be “a very substantial sum.” We would announce it as a sub- 
stantial sum. 

H.M. Jr: What would you call a minimum that would be helpful ? 

Soong: I should say a hundred million. 

H.M. Jr: Okay. 


(Book 333, pp. 259-285) 


Re Cuinese Loan 
November 30, 1940. 
11 :20 a.m. 
Present: 
Mr. White 
Mr. Cochran 
Mrs. Klotz 
Mr. Bell 
Mr. Gaston 
Mr. Bernstein 
Mr. Welles 

White: That is apparently what Soong wanted to see you about. 

HM. Jr: Evidently. And his story checks with what the President 
TE other than I don’t see that Monday isn’t just as good as 

unday. 

White: He didn’t make that clear and I get the feeling he doesn’t 
either, but at least he wasn’t convincing on that one. But apparently 
he wanted to see the Secretary of State and you, because that is when 
he spoke to me about seeing you. What are the ethics of showing 
Cabinet members a message that he has for the President? 

Cochran: It should go through the Cabinet members, or Mr. Hull. 

HM, Jr: But I mean his position is sort of a peculiar one. If 
Chiang Kai-shek has a message, he should give it to his Ambassador 
and the Ambassador gives it to Mr. Hull. 

White: His Ambassador is nothing. 

(Telephone conversation with Sumner Welles follows :) 


November 30, 1940. 
11:20 a.m. 
H.M. Jr: Hello. 
Operator: Mr. Welles. 
Sumner Welles: Good morning, Henry. 
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H.M. Jr: How are you Sumner? 

W: Fine. Henry, I wanted to take up with you the question of this 
suggested statement for the President to make with regard to assist- 
ance to China. 

H.M. Jr: What did they do, dump it in your lap? 

W: Well, as usual, I’m trying to be helpful and I thought I’d read 
you this brief statement and then send you over the text if you wanted 
to have it in writing. 

H.M. Jr: Right. 

W: Will you let me have your reaction ? 

H.M. Jr: Surely. 

W: “Discussions between financial representatives of the American 
and Chinese Governments are progressing satisfactorily. New credits 
to the Chinese Government of $100 million are contemplated, of which 
$50 million will be through the Export-Import Bank against pur- 
chases by the Metals Reserve Company of critical and strategic ma- 
terials in our defense program, and $50 million through the Treasury 
for monetary assistance and management as between American and 
Chinese currencies.” That's all there is to it. 

H.M. Jr: Now, Sumner, this is terribly important, and I’d appreci- 
ate it if you would bring it over yourself. I’ve been sitting here all 
morning waiting to hear from Mr. Hull. 

W: Well, I’ve been trying to get you myself, Henry, for about ten 
or fifteen minutes. 

H.M. Jr: Well, they told me at ten minutes past eleven that you 
called. That's the first time 1 had gotten it. 

W: Well, I can’t come over myself because I have people waiting 
here, but I’ll send somebody over. 

H.M. Jr: Well, that’s no good. 

W: Well, Dll come over myself then. 

H.M. Jr: Yeah, because this is—did you read my memorandum 
to the Speaker? 

W: No, I haven’t seen it. 

H.M. Jr: That's the whole thing, you see. I gave that to Mr. Hull. 

W: Well, 111 bring over all the papers I have. I'll come over right 
ey Are you free now ? 

.M. Jr: I’ve done nothing—I’ve just sat here all morning wait- 
ing to hear from Mr. Hull. 

W: Allright. Dl be right over. 

H.M. Jr: Thank you. 

W: All right, Henry. 

[Staff meeting resumed.] 

White: I think your statement, with one slight change there, could 
just be added right on to that. That is perfect, as I got it. The two 
statements taken together, I think, would just fill the bill. It wouldn’t 
commit you. Itsays “contemplated.” 

Cochran: Where it says “new credits,” that is 

White: Some slight change could be made there. It is funny, a 50 
million dollar loan against the metal reserves. They have already bor- 
rowed for 10 or 15 years in advance. 

H.M. Jr: Welles is on his way over here and he has never seen this 
thing I have written to the Speaker. Hull didn’t show it to him. | 

White: If we could get a copy of that other and see whether this 
could be added, you could confront him with that proposition. 
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H.M. Jr: I can’t in front of Welles show him I have a copy of that. 
He will be here in two minutes. Soong told us on Thursday he was 
in to see Hull with a message from Chiang Kai-shek that they wanted 
to go the day after this fellow Wang was set up, and when we pressed 
him as to what would happen if they didn’t have it for a day or two, 
he had noexplanation. Here isthe statement. 

“Discussions between financial representatives of the American and 
Chinese Governments are progressing satisfactorily. New credits to 
the Chinese Government of 100 million dollars are contemplated, of 
which 50 million dollars will be through the Export-Import Bank 
against purchases by the metal reserves company of critical and 
strategic materials in our defense program, and 50 million dollars 
through the Treasury for monetary assistance and management as 
between American and Chinese currencies.” 

White: Credits are contemplated, but contemplated to me would be 
that they are being proposed. Iam not sure of that. 

H.M. Jr: If he added my statement to that, I would be satisfied. 

White: Could you read that again, Mr. Secretary? Just the last 
two sentences. 

H.M. Jr: “* * * and 50 million through the Treasury for monetary 
assistance and management as between American and Chinese cur- 
rencies.” 

Gaston: It is being thought about. 

White: Thought about; and then your statement added to that 
will give force to the word “contemplated,” and show what is meant 
by contemplated. 

Cochran: Could you say, “and management between the curren- 
cies”? They say 50 million through the Treasury for monetary 
assistance. 

H.M. Jr: Currency stabilization. me aig 

White: Currency stabilization would fit the stabilization fund and 
state a legal objective. 

H.M. Jr: For what? 

White: Currency stabilization. ne J 0-7 

Klotz: Well, he dictated it and we have been sitting here taking it 
down. 

H.M. Jr: It is easier just to wait until he comes and he will give us 
acopy. And then let this follow ? 

Vhite : I should think so. There certainly wouldn't be many changes 
and I am sure the President would be satisfied and it would have all 
the effect that they want, because they will get 50 million anyway, 
and the other 50 million 

Bell: They would get the other 50 from the Export-Import Bank 
if they didn’t get it from the stabilization fund. They might get 
the full 100 million under that without touching the stabilization fund. 

White: You mean they would get the 50 anyway, and the only 
question remains about the other 50 in the public’s mind? 

Bell: Yes. 

White: That is why I think it will fill the bill. 

Bell: A hundred million contemplated could be contemplated from 
any place. 

White: Does that mean you are planning to, going to? 
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Gaston: Contemplate means looking into it, thinking about it. 

White: I don’t know whether he used the word advisedly, but if 
he didn’t, it isa fortunate word. 

Bernstein: It is probably intended to mean, “This is what we are 
going to do.” That is what they will want the public to construe 
the word to mean. 

White: It is one of those words that, defined in various languages, 
can mean any one of a number of things. 

Gaston: It isa very weasel word. 

(Mr. Welles entered the conference.) 

H.M. Jr: Sumner, I wish you would read this, my letter to the 
Speaker, which he asked for, because he couldn’t get this legislation 
through with all of this fear, you see, and he asked me to write him 
a letter. T also had to write a letter to Vandenberg, but this is the best 
letter. If you will read that you will get something—I am not taking 
this very lightly. That gives it to you. (See attachment to meeting 
re Chinese loan, November 29, 11 :30 a.m.) 

Welles: That is it. 

H.M. Jr: You can keep that. I want to tell you from that point. 
When the President called me yesterday—I mean, I take it that Mr. 
Hull hasn’t given you the whole history. I may go over it twice, 
but I would rather take the time to give you the whole story. 

He called me between 11:00 and 12:00, and Jesse Jones was there 
with him, and he said that he would like me to do this thing and I 
explained the circumstances and he said, “Well, get hold of Wagner 
and the others,” which 1 proceeded to do. Wagner was in town and 
everybody else was out of town, and Somers who is the Chairman of 
this, was up in New York. The best they could do was get a meeting 
for Monday morning, which has been called for 10:30, a joint com- 
mittee, to hear me on this question. 

This is the press clipping (handing press clipping to Mr. Welles). 
You can add this to your exhibit. 

Last night while I was there, the President talked to Wagner and 
Somers and said he wanted to make the statement that this had to be 
done today, and I don’t know what either of them said except that 
Somers called me up this morning and he said, “You know, 1 tried 
to argue with the President and tell him I thought it was a great mis- 
take for any public announcement to be made before Monday be- 
cause,” he said, “if he does it, I have grave doubts whether I can get 
this fund renewed. It has to come up again this June, you see, and 
in view of the fact of what you told us three times—” He said, “Your 
honor is at stake. You assured us three times you would not make 
just this kind of loan without coming up for guidance,” and he says, 
«I can’t see why Monday wouldn't be as well, but if the President 
does make a statement I told him this, that he is going to make it that 
much more difficult.” He said, “It would make it very difficult to get 
this fund renewed and I hope very sincerely he won’t.” He said he 
told him that last night. 

I thanked him very much and told him that as far as I was con- 
cerned, in view of what I had said, that I would not make any com- 
mitment before Monday. . 

Now, to give you the whole picture, I needn’t tell you that I am 
interested in helping the Chinese, because it is rather laughable. You 
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and I got the thing through, originally, when Mr. Hull was on the 
water to Lima. 

Welles: I remember well. 

H.M. Jr.: You remember the trouble we had in getting the thing 
through. 

Welles: Very well. 

LM, Jr.: Now, T. V. Soong asked to see me Thursday and I saw 
him this morning and I asked him what the circumstances were and 
he said that they wanted a couple of hundred million dollars and 
the day after Wang Ching-wei was recognized—I said, “Well, what 
will you take?” He laughed and said, “Well, we can’t be choosers, 
but I am in a mood of a hundred,” and I pressed him pretty hard as 
to if the announcement was early next week, what difference would it 
make or what would happen and he couldn’t tell me what would 
happen. There was no threat or indication of threat that they would 
make peace or anything lke that, you see, and he simply said that 
they are very, very anxious, and then he said they had another mes- 
sage, I think he said as of today, from Chiang that if it was only 25 
million not to announce it, but I couldn’t get out of him anything. 

Now, while we were waiting, we drew up a suggestion and it is 
based on this. This arrangement which we have is a 50 million dol- 
lar stabilization arrangement with these people, which expires on 
December 31st of this year. We are supposed to notify them today, 
30 days in advance, whether we are going to renew it or not. They 
have borrowed 20 million dollars from us against gold collateral. 
They thought we could tie this thing up. I take it what the Presi- 
dent and Mr. Hull want is the figure, 100 million, and I drew up, with 
the help of these gentlemen, a statement which I thought would fill 
in—I mean, I just can't break my word; it is impossible. 

Have you got your statement there? Well, the one that you read 
to me, I just wonder if this one couldn’t follow, and would that make 
everybody happy. Ñ 

Welles: So far as I am concerned. This is the original form, which 
T think covers your idea. 

H.M. Jr: “Discussions between American and Chinese authorities 
are progressing satisfactorily. New credits to the Chinese Govern- 
ment of 100 million dollars are contemplated, of which 50 million 
dollars will be through the Export-Import Bank against purchases 
by the metal reserves company of critical and strategic materials in 
our defense program, and 50 million dollars through the Treasury for 
monetary assistance and management as between American and Chin- 
ese currencies.” 

Well, would that doit? 

Welles: And then 1 would add right to that this additional state- 
ment of yours. 

White: That is different than—— 

Bell: Yes. 

Welles: Let me give you the background of this. This is what we 
ourselves—what you have in your hand is what the State Depart- 
ment thought was the wise thing to do, in view of your situation. 
Then Jesse Jones made the counter suggestion, which is the one we 
were speaking of, and so far as we are concerned in the State Depart- 
ment, our original draft is entirely satisfactory and we will be happy 
toadd this to it. 
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Bell: I am not sure it ties in exactly, does it? 
ene That could be added to either draft and have the same 
effect. 

H.M. Jr: I think that would be perfect. 

White: There is a certain amount of duplication. 

H.M. Jr: That is all right. 

Gaston: There are some advantages in not having any statement 
made at all today, and I think it would be distinctly better if the state- 
ment were not made until Monday, for two reasons I am thinking 
of. One is the attitude of the committee and our future relations with 
the committee, and the other is the advertising the fact so widely that 
you are going to hold this meeting with the committee on Monday and 
what it is going to be about, so as to give an opportunity for an opposi- 
tion to be built up, if there is to be a real opposition. 

H.M. Jr: I would say Amen to that, but I don’t think the President 
will listen to it. I think Herbert is absolutely right. 

Welles: Well, the situation, I think, is a little more critical than 
T. V. Soong gave you to understand. 

H.M. Jr: I see. 

Welles: The Germans have made secret proposals to Chiang for 
peace terms and there is a danger of a real psychological moral lapse 
as a result of this recognition of the one regime, and our hope is, of 
course, that this will act as an immediate counteractive. 1f you wait 
for two or three days, the effect might be too long delayed. 

H.M. Jr: You are arguing about a world foreign affairs situation, 
which is your business. I can only state my position as to what I can 
do with the stabilization fund, which 1 thought Congress had given 
to the President and he gave it to me, but Congress gives the fund to 
me. He has veto power, but it is the fund that they gave to me, and 
in order to get itthrough, 1 had to make that kind of a statement. 

Welles: 1 understand fully. 

H.M. Jr: It is a trust which I feel terribly deeply that I just can- 
not 

Welles: With every reason, and I understand your situation. 

r H.M. Jr: I cannot break a trust like that and look myself in the 
ace. 

Welles: Exactly. 

H.M. Jr: As I am constituted, it is just impossible. 

Gaston: With that statement that has been outlined here, you will 
be keeping complete faith, and you are perfectly in the clear. It is 
just a question of the effect on the committee. As to that, I think with 
what Mr. Welles has said of the urgent critical situation, that can be 
explained to the committee and will go a long way to offset it. 

White: I presume Mr. Hull or Mr. Welles will be up there with the 
Secretary ? 

Welles: I think Secretary Hull had better go with you. 

H.M. Jr: I think one or the other of you 

Welles: Right. 

H.M. Jr: It is 10:30. 

Welles: 10:30 Monday morning? 

H.M. Jr: It is Room 301. 

White: Now, a statement of that kind, if you could see fit to make 

it, you see, would just 
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H.M. Jr: Now look, if the State Department will take this, the first 
one, plus what I have added, I am entirely satisfied. 

Welles: That, then, will be our position. I will try to arrange it 
directly with Jesse so he will agree with it. 

ILM. Jr: Well, I am not worrying about Jesse. 

Welles: No, he has nothing to say about what you have here, but I 
mean with regard to what relates to him it is slightly different than 
what he indicated. 

H.M. Jr: Could we leave it this way? If I don’t hear from you 
again, and I will never be more than 15 minutes off from my tele- 
phone, until I do hear from you it is clear? 

Welles: Your understanding with me is that this that you have in 
your hand, plus your statement, is what you and I agree on? 

H.M. Jr: Right. And if it is to be anything else, you let me know. 

Welles: I will let you know immediately. 

— Jr: And for my peace of mind, when it is clear, will you let me 
znow? 

Welles: I will be glad to do that also. 

H.M. Jr: We feel, in view of the fact that we have to get on the 
Argentinian thing immediately, that 1 ought to describe to this com- 
mittee what I have to do, telling them that I don’t feel, under any- 
thing I said to get this legislation, that I am honor bound to do it. 

Welles: Because it is not a belligerent government. 

H.M. Jr: Exactly. But in view of the fact that it is going to come 
up—otherwise, they will say, “You had this in your mind and three 
days later you announced the thing and you appeared before this com- 
mittee and you didn’t tell us.” Don’t you think so? 

Welles: I think you have every reason to do it, yes. 

H.M. Jr: So we are meeting Sunday afternoon and I am posting 
myself on the Argentinian thing so I will be in a position to recom- 
mend it to the committee Monday morning. 

Welles: Splendid. 

H.M. Jr: AndI don’t think I will have any trouble. 

Welles: That is encouraging. 

H.M. Jr: On that, at least. I don’t know about this, but I don’t 
think I will on this, either, because—now, mind you, so that you have 
it a hundred percent what we are doing, talking about, it is an exten- 
sion of this 50 million dollar agreement, of which they already have 
20, so it really only gives them 30. You appreciate that? 

Welles: Yes. In so far as the effect is concerned, it sounds like a 
hundred. 

H.M. Jr: You have got it. The President called me at our meeting 
yesterday, and I want to live up to it. 

White: Mr. Secretary, I have just one thought. Mr. Jones might 
have had in mind writing in his draft that he wanted to say there 
is a phrase there about his giving them this money in anticipation of 
buying the metallic reserve. If he wants to include that in there, 
there is no objection, is there, because after all, the Export-Import 
Bank might have something like that. 

H.M. Jr: Well, let’sj ust leave it the way it is. 

Bell: Dr. White’s question raises this point. Jesse is writing a letter 
to the President, which can be made public, with regard to the details 
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ue the Export-Import Bank operation, so I think that will take care 
of 1t. 

H.M. Jr: We understand each other. IfI don’t hear from you, it is 
your statement plus mine? 

Welles: Our understanding is broader than that. You are going 
to hear from me anyhow. 

(Mr. Welles left the conference. ) 

White: The darkest hour is before the dawn. 

H.M. Jr: Now, wait a minute. Don’t let's whoop it up yet. Mr. 
Roosevelt hasn’t accepted yet. 

Gaston: I don’t think it makes a great deal of difference which 
of those statements is used. 

H.M. Jr: Notif they use mine. 

White: I thought the Export-Import Bank statement of yours 
would have been better. 

Gaston: With either one, you were safe if they use yours. 

White: Yes. You see, that is what the President might not like. 
The first part is a little less certain than Jones’ first part, whereas 
your second part is clear. 

H.M. Jr: They won’t give him two pieces. I mean, they are going 
to give him a finished statement, you see. They are not going to 
send over one from Jones, one from State, and one from me. I don’t 
know yet. I mean, this is all very nice, Mr. Welles saying that this 
is a matter of honor with me and all that, but I will let you all know, 
anyway. You might as well sit in on this other thing. Then I 
will go home. 

Gaston: I think even if they issue this, you are not bound to any- 
thing more than a Chinese agreement—I don’t think you will be bound 
to anything more than an extension to the Chinese agreement as it 
fi now written, and you can still talk to the committees about modi- 

ng it. 

H.M. Jr: I told what’s-his-name to get here. I told Welles—I 
mean, I made it perfectly plain there is only 30 million of fresh money 
in there. 

Bernstein: Mr. Secretary, may I mention one point. You keep 
referring to the fact in connection with your extension of the stabil- 
ization—you originally made the statement in connection with the 
extension of the stabilization. That is in those hearings. Then the 
question came up again last fall in connection with the Neutrality 
Act when they wanted to insert an amendment which would have 
specifically limited the use of the stabilization fund in this kind of 
a situation, and it was at that time that you wrote these two letters 
referring back to your earlier testimony and we kicked the thing out 
of the bill on the basis of those two letters, one to the Senate and one 
to the house. 

H.M. Jr: Won’t you all wait until Young comes in, please ? 

Bell: Shall we send something up to the house this evening on 
Argentina that you can look at before the 4:00 o’clock conference 
tomorrow ? ; 

H.M. Jr: Why is it when I come back things always pop? 

Bell: We would like to know. 

H.M. Jr: I would like to tell you something, young fellow. Do you 
know what the President said when I said this at the Cabinet yes- 
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terday? He said, “Did Bell know this?” I said, “Yes.” He said, 
“Well, why didn’t he say something about it?” 

Bell: About what? 

H.M. Jr: About my personal honor, et cetera, et cetera. 

Bell: In connection with what? 

H.M. Jr: When I said I couldn't do this because I promised the 
committee. The President said, “Well, does Bell know all about 
this? Why didn’t he say something?” 

Bell: In what connection? I had no reason for bringing it up. I 
knew nothing about China until you told me. 

H.M. Jr: I knew that. 

Bell: He would have heard about it, too, I’m telling you. 

H.M. Jr: What? 

Bell: He would have heard about it if he had asked me. 

H.M. Jr: These things come to my mind. I felt like saying it was 
like he told me the other thing in Cabinet. He said, “To show you 
how much Henry knows, he said, ‘We are building a base at Port 
Royal,’ and actually it is 20 miles away from there.” Now, I didn’t 
say that to the Tribune. I said we were rebuilding the docks at Port 
Royal and that the base was 20 miles away. And then he said, “Well, 
the money is mine; 1 can do what 1 want with it,” and 1 said, “Well, 
that is nothing new, Mr. President.” We had a good time yesterday. 

White: We knew that, because you didn't call us in afterward. 

H.M. Jr: Do you know when I got out of there? 5:00 o’clock. 
And then Kintner and Alsop were here waiting with two articles on 
Lothian. 

Gaston: You had better baw] out the Secret Service for not letting 
Dan know about this Chinese thing. 

H.M. Jr: I can't understand that. He knew about it all the time. 

Bell: I don't have these dreams. I sleep pretty soundly. I don’t 
dream. (Laughter.) 

H.M. Jr: That is 1940, third term. You dream it. 

Yes, let Foley come around tomorrow afternoon. 

White: I don’t think he will enjoy the game, if you ask me. 

H.M. Jr: Why? Wehaven't told him. 

White: He has got one leg here and one leg there. 

Bernstein: We told him to listen to the loudspeaker and we were 
going to have it stated that Mr. Edward Foley, Jr.’s number had 
come up and he was to report for duty at once. 

H.M. Jr: It isn’t over yet, but if it is, itis a narrow squeak. And I 
will never forget, Harold Ickes was the only fellow that came to my 
rescue. 

White: Did they all havea chance to read the letter? ti: 

H.M. Jr: I am not going to read this all the way through. This is 
a history. I will read this at home. y 

I will let you all know if the flag at the House of Morgenthau is 
still flying. I am glad you told me that was the Neutrality Act. 

Bernstein: The first paragraph tells that. 

White: I though there was something wrong. 

Bernstein: There was a very heated argument on the floor of the 
Senate that we—at the same time that we were adopting legislation 
prohibiting loans to the belligerent countries, that here was the stabili- 
zation func 
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White: That gives it added effect, because not only is the stabiliza- 
tion fund involved, but there is a certain moral commitment on the 
Neutrality act. 

H.M. Jr: Well, it shows that in the first instance, I mean, that they 
did the drafting and they kept me waiting here while they had Jesse 
Jones go over it. 


(Dictated by the Secretary 11 a.m. Nov. 30/40.) 


The Secretary of the Treasury will appear Monday forenoon before 
a joint session of the Senate Committee on Banking and Currency and 
the House Committee on Coinage, Weights and Measures. At this 
time, he will bring to their attention the proposed extension of a 
$50,000,000 stabilization arrangement with the Central Bank of China. 

(Page 279 is a rough draft of above.) 

(Mr. Wells brought this over when he came to see the Secretary 
at 11:30 Nov. 30/40.) 

The discussions between the American and the Chinese authorities 
in the field of financial cooperation have progressed. There is contem- 
plated a credit to the Chinese Government of $100,000,000. Of this, 
a credit for general purposes to the amount of $50,000,000 has been 
decided upon by this Government. Arrangements for early alloca- 
tion of the balance, namely, $50,000,000, for purposes of monetary pro- 
tection and management as between American and Chinese currencies 
are now in process in consultation with the appropriate Committees 
of the Congress. 

(P. 281 is a transcription of the above as read by Mr. Wells over the 
telephone at 11 :20 the same day.) 


(For the press, immediate release November 30, 1940) 


STATEMENT BY THE PRESIDENT 


The discussions between the American and the Chinese authorities 
in the field of financial cooperation have progressed. There iscontem- 
plated a credit to the Chinese Government of $100,000,000. Of this, 
a credit for general purposes to the amount of $50,000,000 has been 
decided upon by this Government. Arrangements for early allocation 
of the balance, namely, $50,000,000, for purposes of monetary protec- 
tion and management as between American and Chinese currencies 
are now in process in consultation with the appropriate Committees 
of the Congress. 

The Secretary of the Treasury will appear Monday forenoon before 
a joint session of the Senate Committee on Banking and Currency 
and the House Committee on Coinage, Weights and Measures. At 
this time, he will bring to their attention the proposed extension of a 
$50,000,000 stabilization arrangement with the Central Bank of China. 


The following is the text of a letter addressed ito the President under 
date of November 80, 1940 by the Federal Loan Administrator: 


“Dear Mr. Presipenr: In connection with the purchase of critical 
and strategic materials in our national defense program, the Metals 
Reserve Company, a subsidiary of the RIC, is arranging for addi- 
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tional purchases of wolframite, antimony and tin from the National 
Resources Commission of China to the value of $60,000,000, to be de- 
livered during the next few years at prices commensurate with market 
conditions as the metals are delivered. 

To assist China in meeting her present financial problems, the 
Export-Import Bank has agreed to lend the Government of China an 
additional $50,000,000, the loans to be guaranteed by the Centra] Bank 
of China and retired through deliveries in this country of the metals 
covered by the above referred to contracts. 

It is contemplated that disbursements on the loan will be made in 
cooperation with a representative of the Secretary of the Treasury in 
connection with further assistance to China by the Treasury of a like 
amount, thus providing China with additional credits in this country 
at this time of $100,000,000. 

You will be interested to know that China is up to her schedule in 
deliveries of wood oil and tin to the United States through which 
method she is making payments on previous loans made against her 
commitment to sell us these essential materials. 

Sincerely yours, 
Jesse H. Jones.” 


(Book 334, pp. 4-26) 


Re Cuiwvese Loan 
Sunpay, Decemper 1, 1940. 
4:00 p.m. 
(At Secretary’s Home.) 
Present: 
Mr. Gaston 
Mr. Bell 
Mr. Foley 
Mr. White 
Mr. Bernstein 
Mr. Cochran 

H.M. Jr: White and Young and I went down to see the President 
about whether or not we should let the English place any more orders, 
and the President read my memorandum on what the assets were and 
he said that I had said right along that they had lots of money. He 
said, “I want additional facilities built and let the Army order the 
stuff and let the English have it.” I got him to try to write something 
for me, and this is what he writes: “Use United States RFC funds for 
plant capital on United States orders.” Ships two thirds class A, one 
third class B. He doesn’t sign it. So I say this doesn’t say it is for 
the English. So he says, “Let them use their imagination.” You see, 
the President—and there is my authority, after ten minutes with him, 
to go ahead and let the English place another two million dollars 
worth of orders. 

Gaston: More speed, less tonnage. That is another matter. I think 
that is all right. I think the right way to do this is for United States 
to build all the facilities and place the orders and then sell the—let 
the British pay for what they get when they get it. 
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H.M. Jr: That is what he says. 

Gaston: I think that is right. 

H.M. Jr: Yes, but—— 

Gaston: Butitisa good charter. Keep them simple. 

H.M. Jr: Yes, that is what he says, but what's Knudsen and the 
rest of them going to say ? 

Gaston: I don't know. Thisis general orders. 

H.M. Jr: I am going to let it cook until Tuesday. Well, they got 
out the statement we wanted and I called up Jesse Jones last night and 
I said, “Why didn’t you show me that letter of yours?” You people 
saw it, didn’t you? He said, “Oh, I thought you saw it.” I said, 
“No, I didn’t see it.” “Well,” he says, “I was pretty busy.” I said, 
“Well, I see you want me to look after your funds.” He says, “That is 
what the President wanted.” He says, “I was awful busy.” So he 
says, “I ask you now, to look after money that I give.” Isaid, “I think 
you might have asked me.” “Well, I was awful busy,” he says. 

Bell: That third paragraph is just what we tried to get out of the 
other one. 

H.M. Jr: Well, what Jesse Jones writes the President doesn’t com- 
mit me, because I have no doubt that they cooked it up between them 
and—but I got what I wanted so I have no kick coming. I can’t com- 
plain. I can go before the committee tomorrow and say I have no 
commitment. 

Bell: I wonder if Welles had a copy of that letter when we were 
talking to him. 

H.M. Jr: Well, what Welles said, he said, “I understand.” 

Foley: That assumes the thing has been done. 

H.M. Jr: Welles says, “I understand there is a letter between Jones 
and the President.” Isn’t that what he said? 

White: He referred to a letter. I don’t remember the terms. 

Bell: I don’t know how hesaid it now. 

i Bernstein: I thought he said Jones was writing a letter to the Presi- 
ent. 

H.M. Jr: Something like that. Anyway, they pulled a fast one, 
but I am all right. don’t care. The President got his headlines. 
It will have the effect I hope they want. As far as I am concerned, 
ethically and morally, I am all in the clear. I can go before the com- 
mittee and say I made no commitment and I am here to ask for guid- 
ance. 

Gaston: This is a mere contemplation. This doesn’t bind anybody. 
It says they have agreed to lend 50 million and it is contemplated that 
the Treasury will give further assistance. 

H.M. Jr: Does he use the word ”contemplated” ? 

Gaston: Yes. “It is contemplated that disbursements on the loan 
will be made in cooperation with a representative of the Secretary of 
the Treasury in connection with further assistance to China by the 
Treasury of a like amount.” They have agreed to make a loan in con- 
templation of an arrangement with the Treasury—there are two 
things. They have agreed to make a loan. They contemplate a joint 
supervision. a A 

H.M. Jr: It says, “contemplated that disbursements of the loan will 
be made in cooperation with a representative of the Secretary of the 
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Treasury in connection with further assistance to China by the Treas- 
ury of a like amount.” The contemplation isin the disbursement. 

Gaston : I know, but that doesn’t bind us or doesn’t say the Treasury 
is going to advance anything. 

1.M. Jr: But Herbert, how can he bind me by writing the Presi- 
dent of the United States? 

Bernstein: The only disadvantage I see of it is it sounds as though 
there is the real deal there and it is all prearranged. 

H.M. Jr: That is what they wanted. You don’t think that is an 
accident ? 

White: But in your relationships between the committee and your- 
self, that is the important thing. 

Foley : Thisis the only sour note, here. 

H.M. Jr: What? 

White: The relationship between you and the committee is the only 
thing at stake. 

H.M. Jr: Yes. 

White: Then you are in the clear. You didn’t even see that letter. 
They might take umbrage at the fact that you came down and by the 
time they came there you were already committed. 

H.M. Jr: In the first place, I talked to Hull last night and said, “Are 
you going to go up?” and he said, “Yes.” So Hull is going up and I 
am a great believer in precedent, so I am going to let him talk first. So 
Hull is going up himself. 

Bell: Stand on protocol ? 

H.M. Jr: Yes. Thisisa piece of slick book work. You know that. 

Gaston : Yes. 

Foley : Sure. 

H.M. Jr: But that is all right. Now look. I have not had my 
siesta today, so I am kind of —] am not in very good shape, having been 
down to see the President. I had a few minutes to talk with Harry. 
We have got Soong coming here at 8:30 tonight. Harry made the 
suggestion he thought the time to make a deal with Soong was before 
the thing was accomplished, you know and we are thinking of saying 
to Soong tonight, “Now look, how much money can you get the private 
banks to put in and how much money can you put in yourself,” and 
say to him, “Now all of these monies will be used first before the 
United States Stabilization Fund money is used,” see. 

White: Before the American money is used, including the Export- 
Import bank money. 

H.M. Jr: The Chinese money goes first. 

White: Only the Stabilization money first. Then the Chinese pri- 
vate banks, then the Export-Import Bank funds and by then you have 
got about a hundred million dollars before you come to the Stabiliza- 
tion Fund. 

Bell: What do you mean, dollar credits owned by Chinese banks? 

White: They have about ten million dollars, or at least they did have. 
I don’t know what they have got now. They had about ten million 
dollars. It wasn’t sterling but at that time it was in free sterling 
and I assume it is the same now. It is equivalent to dollars but we 
will have to find that out, which they will put into this and they—a 
couple of months ago he said that the private Chinese banks were pre- 
pared to contribute—participate to the extent—I think it was ten or 
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twelve million dollars and if they put that in, that will be, let us say, 
twenty million dollars, and they will use that first. If they need any 
dollars, they will resort to those first. Then the Export-Import bank, 
they have got 70 million dollars which they haven’t yet used. Now, the 
arrangement could be that they will not resort to the United States 
Stabilization Fund money for any funds that could be appropriately 
met with the Export-Import Bank funds, so that if it isa case, for exam- 
ple, there is a demand for dollars because of the imports, we will say, 
“Well, the place to get that is out of the Export-Import Bank Funds,” 
so that you might end up with not using the Stabilization Fund for a 
long time. You might use a little of it because it may not fall in 
that second category, but you certainly wouldn’t use it very soon. 

Cochran : You said they hadn’t used any of their 70, Harry. 

White: No, they have promised 50 and they have just got 25. 

Cochran: You mean this new 50? 

White: Yes, and the new 25. So if they use those funds and if the 
fund is properly controlled, I think that the dollars will be good for 
some time. If there is peace—you get a lot of velvet, in other 
words—— 

H.M. Jr: What do you think of putting it up to them, Dan? 

Bell: I think it is fine, putting 1t up to them. He might say, “All 
right with me,” but I don’t know whether you would get the Export- 
Import Bank to agree. 

H.M. Jr: Hell, Jess has told me that I am to be controller of his 
funds. 

White: And, Dan, they can’t take any other position because they 
certainly shouldn’t use those funds for inappropriate purposes and the 
appropriate purposes are for exports. The only purposes for which 
they should use capital movements, and those should be restricted— 
the only kind of capital movements that should take place should be 
very few—should be the Stabilization Fund and for that they use the 
Chinese funds first and then the American Stabilization. 

H.M. Jr: Jones said to me and he has put it out in the press now, 
that is going to cost him about 50 million dollars, that statement, and 
he said I am going to look after his money and by God I am going to 
look after it good. (Laughter.) 

Bell: You will look after yours first. 

H.M. Jr: Yes. 

Bell: I think that is fine. 

H.M. Jr: I asked who wants to go to China and look after it and 
Harry jumped so he almost knocked me off my feet. I have turned 
him down, though. He was serious. 

Cochran: Harry recommended me, Mr. Secretary. 

White: You weren’t here when I recommended myself. I recom- 
mended you when you were around. 

H.M. Jr: Say, listen, if anybody is going to get out from under the 
yoke, it is going to be me. We will all stick and die together. Se- 
riously, who j 

White: “I don’t know of a better man,” said he modestly, “but if I 
can’t go, we will try to think of somebody else.” 

H.M. Jr: There are four different kinds of Chinese currency and he 
wanted to make it look as difficult as possible. 
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Bernstein: We will see if we can’t work out something about it. 

White: There are a few more angles about it. 

Foley: We will fix you. 

White: Think of a hundred fifty million slipping through your 
fingers that way. 

ell: There is a fellow here in town, or I think he is in town, who 
was formerly Auditor General for the Philippines for several years, 
and then he went to China and went in business and was there about 
20 some years and, of course, his business blew up and he is just back 
here. He was over to see me not very long ago. Mack sent him over. 
He wanted a job. 

Gaston: That is Murphy’s man. 

H.M. Jr: He is the fellow that tried to get a job with me. 

Gaston: Yes. I can’t think of his name. That is the same man. 

A Jr: He taught accounting in Indiana or Michigan or some 
ace. 
p Bell: You’re not thinking of French? 

H.M. Jr: The fellow that I mean, two years ago was the Minister 
of Finance for the Philippines. 

Bell: Jones? 

H.M. Jr: Yes. 

Bell: He is over in the Budget, Head of the Fiscal Division. 

H.M. Jr: That isthe fellow I mean, Jones. 

Bell: No, this isanother fellow. I have got his file down there. 

H.M. Jr: Is Jones with the Budget? 

Bell: Yes, he has gone over, I understand, to be in charge of the 
Fiscal Division. 

Gaston: How good a man is this Martin Nicholson that we have in 
Shanghai? 

H.M. Jr: Ohno. 

White: This is a pretty technical job. 

H.M. Jr: Heis 

Gaston : Just a Customs man ? 

H.M. Jr: I wouldn’t say that, but he is too mixed up with too many 
people. Whenit comes to sitting on 150 million dollars 

Foley : How about Shirley, Dan? 

Bell: He wouldn't do bad, would he? 

H.M. Jr: No. 

White: Don't you think you could insist on K. P. Chen as being 
one of the group? 

H.M. Jr: I would rather send Dean Bates. 

White: That certainly is a good comeback. 

H.M. Jr: He must be a lawyer. Isthat okay? 

Bell: That is okay. 

White: K. P. Chen could be among the group. That would be help- 
ful because I don’t think they will pick them unless something of 
that kind is done. 

H.M. Jr: Well, wecan think about it. 

Gaston: How about Archie? 

H.M. Jr: [thought about that. 

Bell: Archie is tied up for three more years, isn’t he? 

H.M. Jr: Let him stay on his payroll and go over and I will use him. 
We couldn’t get anybody better. 
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Gaston: He ought to have that job. He doesn’t need to stay here 
and sell Tung oil. 

White: That would be all right. Next to me, he would be the best 
man. (Laughter.) 

Bell: I can’t imagine anybody wanting to go. 

Cochran: I think Archie would like a trip out there. He has never 
been out there, you see. 

H.M. Jr: Well now, look, is this thing—how are we going to ex- 
plain this thing tomorrow when we go before the committee? 

White: Well, I should think the less detail the better. Merely that 
it is the same arrangement such as you had except that you are modi- 
fying the collateral position. You are no longer going to ask for dollar 
for dollar for gold. It is going to be something less. How much 
depends upon what the situation is. There might be 20 million and 
there might be 10 million. 

H.M. Jr: What are they going to use this for, Mr. White? 

White: They are going to use it to meet demands for dollar ex- 
change that need to be met in order to stabilize the dollar you want to 
exchange. 

H.M. Jr: Would they meet this only in so-called free Shanghai or 
would they meet it in Shanghai? 

White: They will have to meet it in Shanghai because unless and 
until they change their monetary system they are trying to maintain 
their national government currency in many of the areas which theo- 
retically are controlled by the Japanese but actually are not. They are 
only the lines of communication but all the forces—the people on the 
interior still use Chinese currency and many of the banks—Chinese 
banks still use currency. The moment they don’t use national cur- 
agi in Shanghai and in the interior, then they have suffered a severe 

ow. 

Cochran: Would this facilitate the Japanese any in getting foreign 
exchange? 

White: Sure, but that is one of the things they have to take care of. 
It is one of the ways the Japanese had of getting foreign exchange 
formerly, and that is how they lost a good deal of the early Stabiliza- 
tion Funds, but they haven’t lost much recently; but that is one of the 
big leaks. 

Bernstein: They must have a man on the scene. 

White: Oh, you have to have a first rate man. This is the really 
most difficult monetary job there is in the world, because it is the only 
country which has so many currencies operating in areas over which 
it doesn't have complete control. 

H.M. Jr: Did the English give them any money? 

White: Yes. The English got a good deal out of the first batch, 
first Stabilization Fund. Now, there is another thing. We might 
put up to them—maybe the English ought to give money and let 
them share part for part. They asked the English and they might 
give it tothem. Phillips is coming here in a couple of days. Those 
can be some of the details that can be worked out. 

H.M. Jr: Which is the more important for the English, to give 
them 25 million dollars to help China stabilize or to give United States 
25 million to buy airplanes here? 
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White: The second. 

Foley: Airplanes here? 

H.M. Jr: I was thinking in terms of what they have on order, 
Herbert, the English. 

_Gaston: I was just thinking you couldn't afford to do it for more 
airplanes for the British. 

H.M. Jr: There is a scheme on foot on that now which isn’t so bad. 
The scheme is this. They find that Curtis can turn out, over and 
above their present orders, when the present orders are through, a 
hundred and ninety-four Curtis P-40’s. I mean, they have got the 
stuff to do it and everything, you see, at the end of the run and while 
they are getting under way on whatever their next ship is. So we 
will divide that hundred and ninety-four among these various coun- 
tries. Thatis the thought. 

White: I think before the committee, if you are asked the question, 
and you may be, the answer is rather clear. If they ask, “Is this stuff 
risky ?” I think the answer is, “It sure is.” 

H.M. Jr: Oh yes. 

Bell: Have you read the statement? 

H.M. Jr: Which statement? 

Bell: The one I gave you. 

H.M. Jr: [had better get Ed to read it. 

White: It is risky, but that doesn't mean that you can lose it all. 
Even if there is peace between China and Japan, as a matter of fact, 
you will probably recover—I don't know whether the Export-Import 
Bank will recover but—you will still have your yuan. 

Gaston: Yes. We are asking them for a hundred percent margin. 
Thirty or forty percent margin might be sufficient to cover this bet. 

White: It might. I don’t know about that. As long as you didn’t 
try tosell all of that. 

Gaston: Merle thinks it is ample. 

White: Itisall right as long as you hold it. 

Bell: You can’t sell assets as long as you keep it in the bank. 

Foley: In view of what has happened, I think it is terribly im- 
portant that we don’t make this committee feel tomorrow that we 
are asking them for approval of anything or that we are asking for 
any kind of guidance. I think what we want—— 

White: Do you think the statement does? 

Foley : No, I don’t. 

White: Just repeat that when the Secretary is in here, because he is 
apt to finish that statement by saying now 

Foley: That is what I wanted to say to you fellows, It would be 
a great mistake in the first place and in the second place I think the 
chairmen of the two committees are going to wonder why—what the 
purpose of this is, unless you tell them the purpose is to inform them, 
to tell them what is going on and what you propose todo. I think 
they may feel that you are trying to duck the responsibility and pass 
it off on them. I think that would be my reaction if I were in their 
place. I was just saying, Mr. Secretary, I think it is terribly impor- 
tant in the presentation of this to the two committees that we don’t 
give them the impression that we are asking for approval or we are 
asking for any definitive action on their part either way. I think we 
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ought to make it perfectly clear that we are merely coming before the 
fact and not after the fact. 

H.M. Jr: Let me see, “I asked Chairman Wagner,” and so forth. 
Incidentally, I heard the end of what you said. Somers doesn’t agree 
with you. Somers said he hoped if he could adjourn to meet sep- 
arately with his committee to pass a resolution endorsing what I was 
preparing to do. E 

Foley: Well, supposing, Mr. Secretary, they don’t. That is what 
I am afraid of. What good does it do us to have their approval? 

H.M. Jr: Well, what are you going to say now, “Gentlemen, I said 
I would come up here for guidance:” That is the language I used. 

Foley : Well, you are telling them: 

H.M. Jr: Now give me some guidance. 

Foley: I think it would be a mistake to ask them for guidance. 
I think that—— 

H.M. Jr: Isaid I would. 

White: But this statement gets out of it, I don’t know whether it is 
a lie or not. 

Foley: This is not the kind of situation you had in mind when you 
said you would ask for guidance. 

H.M. Jr: What do you mean? 

Foley: The state of war between China and Japan has never been 
recognized to exist. The neutrality act hasn't been invoked. It isn’t 
the situation between France and England, which was the situation 
that we had in mind when we made the statement. 

H.M. Jr: You mean the neutrality act hasn’t been invoked against 
China and Japan? 

Foley : That is right. 

White: I think you could avoid that by avoiding the use of the word 
“suidance” after the statement, and it is avoided here, by merely say- 
ing, “Now, I wanted to put this before you.” 

Foley: “Put it before you. Here I am and I haven’t taken that 
action and I propose to doit.” 

Bell: Four of us worked on it yesterday afternoon. 

H.M. Jr: Are you in on this, Herbert? 

Bell: Five of us. I like that, “Accused of quibbling where my 
word is concerned.” 

Foley: That is good. 

H.M. Jr: That is very good. Well, I think that is an excellent 
statement. I know enough about the Chinese thing that I wouldn’t 
argue about this, you see. I think it is an excellent statement. No 
one yet has explained to me what Argentine wants. 

Gaston: It 1s the same type of transaction exactly as the Argentine, 
as I understand it. 

White: We thought it would be better if you would make that 
orally. 

H.M. Jr: But I have got to sometime know what this Argentine 
thing is. 

White: Whenever you areready—— 

H.M. Jr: Right now. 

Bell: I also sent you a folder on that. 

Cochran: May I mention one part on China, Mr. Secretary? 

White: I can describe it orally, Mr. Secretary, very quickly. 
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Foley: Here is a copy of it. You want it before you while he is 
describing it. 

Bell: I think Harry could, however, explain it to you. 

H.M. Jr: Isthat the same thing you have got? 

Foley: I think so. 

Bell: No. 

White: That is the second page. 

Bell: It is part of the second part, yes. That is what the Argen- 
tines submitted. 

H.M. Jr: Oh, Harry, save my eyes and talk to me. 

White: I think I can tell you very briefly. Itisa 

Foley: I just thought he might want to have it in front of him 
while you are talking. It is easier to explain it. 

White: He has it, Ed. 

H.M. Jr: Goahead. Hehas got such a lovely voice. 

White: My wife thinks so. 

Foley: Is that what she likes, Harry ? 

White: Yes—no—I will begin all over again. You almost had me 
there, Ed. They are going to get a hundred—they are asking for 

H.M. Jr: We won't let him go to any more football games. 

White: The proposal is to let them have 100 million dollars; 50 
million dollars the Export-Import Bank is going to extend, the usual 
credit to them. 

Gaston: Up to this point the same as China. The Export-Import 
Bank lends them 50 million. 

(The Secretary leaves room to take telephone call.) 

H.M. Jr: Stimson was calling me. He wanted to tell me all his 
troubles, which he did. He didn’t know that I had called him. So 
he is agreeable, too, see. He said he thinks it is a terrible way to do 
things. He says he thinks we have just got to decide what we are 
going to do for England. He says doing it this way is not doing 
anything. 

Cochran: Phillips didn’t leave Lisbon today. They think they 
will leave tomorrow now. 

H.M. Jr: What? f 

Cochran: Phillips’ plane did not leave Lisbon today so it may be 
tomorrow. 

H.M. Jr: Now, I am sorry. Where were we? 

White: We said the first 50 million dollars that the Export-Im- 
port Bank contemplates letting the Argentine have is exactly, as 
Herbert says, like the 50 million that the Export is letting China 
have. The terms and the conditions have not yet been discussed. 
The second 50 million would presumably be made available from the 
Stabilization Fund and they would buy Argentine pesos either during 
the next six months or it can be arranged that you can buy them 
thereafter. Bernie has a plan in which it could extend beyond that. 
And the—there were three ways of securing it and Dan thought, and 
I think the rest of us agree with him, thought the best security, best 
way of those available is to arrange that they will always keep gold on 
earmark with the Federal Reserve Bank of New York to an amount 
equal to whatever Argentine pesos you buy, plus ten percent. It 
will not be pledged, because they cannot pledge it. 

H.M. Jr: Somebody told me that. 

Bell: I told you that. 
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White: And in that way, since they need permission from the Treas- 
ury to take such gold out anyway, you would always have dollar for 
dollar collateral. They have got about 400 million dollars worth of 
gold. They have to have by law a hundred million dollars against 
the outstanding liabilities, so there is a 300 million balance, so they can 
easily keep 50 or 60 on deposit. They have 70 on deposit now. They 
could easily keep that. So that really under this arrangement, the 
Stabilization Fund takes practically no risk for the first year. 

Gaston: They can still show it on their books as part of their un- 
segregated reserves. 

Bell: If they pledge it they have to take a dollar balance. 

White: Yes, they won’t—— 

H.M. Jr: Well, up to now what you have told me is nothing new 
because Bell had told me this, but what I asked Bell to find out was 
about Chile. Now, in the case of Chile we bought 300,000 tons of 
nitrate from them and some copper and 1 don't know what else. 

White: No, the nitrate, 300,000 tons, for which they probably will 
get about 7 million dollars, they won't get much out of that because 
the intention is what they will have to pay some of the piled up—the 
arrears, which amounts to almost that. The copper hasn't been settled 
yet. Itis still being discussed. Ifthey do go through with it and the 
Council of Defense—Metal Reserves does buy it, it will amount to over 
20 million dollars, of which Chile will get probably half, a little more 
than half, possibly, in foreign exchange, so it will help them out very 
considerably plus a 5 million dollar extension which the Export-Im- 
port Bank, I think, is thinking of letting them have. They also have 
12 million dollars allocated to them by the Export-Import Bank sep- 
arately. And that 12 million dollars is being kept for special projects, 
each one of which has to be approved by the Export-Import Bank, 
long run projects. So far they have only approved 2 million. So 
that there has been no Stabilization operations suggested to them yet. 

Bell: Then the purchases haven’t been large, of strategic materials. 

White: From them? 

Bell: Yes. 

White: No. The one which has just been decided is the 300,000 tons 
of nitrate which is going into a stockpile. It will yield them about 
50 or 60 million because freight is extremely heavy. Copper has not 
gone through. 

Cochran: Copper has not? 

White: Copper has not gone through. I think that nitrate 
thing 

H.M. Jr: Isn’t there something comparable in the Argentine which 
we can buy? 

White: There are some things we are trying to arrange, some wool, 
and there are some other items. Now, the thought that we have was 
insofar as they buy anything of that character, it will mean that they 
will use the proceeds to repay any pesos you have, so that if they export 
more than they are reckoning on, as ‘a consequence of any such per- 
cent that we may make, it means you will have to buy less pesos. 

H.M. Jr: Now just look. You see this is a matter—I am just one 
human being. Tomorrow morning is Monday. That will be gone 
testifying. Monday afternoon I have got a press conference and 
Lothian coming in at 4:30. I have got to do a little mail so that is 
gone. 1 have got to do Tuesday afternoon this Argentine thing. 


MORGENTHAU DIARY 297 


No, Tuesday afternoon I am going to have the English. Now, Wed- 
nesday we have got to do—talk about our financing, Wednesday 
morning. 

Bell: At 10:30, up to 12:00, anyhow. 

H.M. Jr: Do you think we could get started talking to the Argen- 
tinians Tuesday morning, maybe? 

White: I think so, if you wanted to—— 

H.M. Jr: So we don’t have them sitting around. 

White: If they are willing to agree to that arrangement, and I 
imagine they would. 

H.M. Jr: Should I have Jones sit in with me or talk to the Argen- 
tinians alone first ? 

Bell: I think Jones would like to have a joint conference first on 
whether or not you are willing to go along. 

White: Without the Argentines? 

Bell: Yes. 

White: He is waiting for that. 

Foley: That will be all right. I think you ought to see him first. 

H.M. Jr: Tuesday morning. 

White: Not only Jones, but I think there is also Welles, 2 com- 
mittee. 

Foley: And see the Argentinians afterward. 

H.M. Jv: I will call up Hull and ask him who he wants to sit in 
with me Tuesday morning. 

White: Do you think you ought to see the Argentines first? 

Foley: Before Jones? No, I think he ought to talk to Jones but 
ĮI think he ought not to have Jones there when he talks to the Argen- 
tinians if there is time, but Jones can bring him up to date as to his 
talks. 

H.M. Jr: I will talk to Jones first and somebody from the State 
Department. 

White: Yes. After all, when Jones talks Export-Import Bank 
with them he doesn’t call you in. But—— 

Bell: You see, if you say to Jones, “We are willing to take the 
Stabilization Fund—the Stabilization Fund is willing to take this 
50 million dollars, we understand the Export-Import Bank will take 
50 million,” and then the negotiations can sort of split off. They can 
go ahead with the Export-Import Bank and the Treasury can go 
ahead with them on the other side. But Harry, I think you ought 
to tell the Secretary what is behind this whole thing, give him some 
statistics. That all grows out of a trade balance debt. 

H.M. Jr: I tell you what I am going to try to do. I am going to 
try to read this thing tomorrow. 

Bell: You will get it then. 

White: It is all summarized in the first page. Just the first two 
memos, note there is but 

Bell. There are three memos that summarize it. Harry’s sum- 
marization of his statistics, and then he has a proposal at the end 
which is summarized. 

H.M. Jr: I will try to do that. 

Cochran: Then will you mention the Argentine tomorrow to the 
committee? 

H.M. Jr: Oh yes. 
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White: This Argentine thing, the first year, the trouble is at the 
end of the first year they may not be in a better position so that a 
similar arrangement the second year won't be nearly—will have the 
risk, but the first year doesn’t have any risk and the problem of 
whether or not what you are undertaking can extend beyond the 6 
months and how is something that Bernie has worked out. It is pos- 
sible either way. 

Cochran: Would they be obliged to call that gold encumbered, 
Bernie? 

Bernstein: Beg your pardon? } 

Cochran: Is that gold under an arrangement so that it must be 
encumbered ? 

Bernstein: No, it is simply the usual control we have over all gold 
here and we simply give instructions to the Federal that they are not 
to let any of that out without letting us know. 

Cochran: If the other people undertake to leave it here, are they 
thereby encumbering it? The reason I ask is 

White: Are they encumbering it so far as their reserves? 

Cochran: Yes, because their statutes oblige them not to do that, I 
understand. 

Bernstein: That will be a problem they will have to decide for them- 
selves as to whether under their law they can leave the gold up here 
on earmark. 

H.M. Jr: Well now, I will tell you. I think I have gone about as 
far as I can go. Soong is coming tonight at 8:30. Do some or all of 
you gentlemen want to come tonight? 

Bell: Do you want anybody present? 

H.M. Jr: Oh yes. 

Bell: Well, whoever you want. Harry is the one that has got the 
story. 

White. Well, I am not going to give him the story, just ask him some 
questions. 

Bell: We were going to meet at three o’clock to try to draw up a 
memorandum. 

H.M. Jr: Well, Harry was with me. 

Bell: Yes, I know, so he is the only one that has got the data. 

H.M. Jr: Well, I hate to have you all come back. Can you (White) 
come back? 

White: Yes, I can come back. There is no harm in having them all 
come back. It lends more—— 

H.M. Jr: Well, I am delighted to have you all. You fellows can 
be honest, if somebody has got something: 

Foley: I have nothing to do. I don’t know what I can contribute, 
but I will be glad to come. 

Gaston: Same here. 1 don’t know what use I can be, but I will be 
very glad to come. 

White: Well, I think Dan ought to be here anyway to get more 
familiar with it. e 

Bell: I will be glad to come. 

H.M. Jr: I think Merle ought to be here. 

Cochran: I shall. 

White: And I think that one of the lawyers ought to be here. 

H.M. Jr: Well, why don’t you all come? Are you busy, Herbert? 


Be honest. 
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Gaston : No, I am not busy. 

H.M. Jr: How about you? 

Foley : Nothing to do. 

H.M. Jr: Father? 

Bernstein : I am just working here. 

H.M. Jr: We won't stay very long. I will try to keep it down to 
half an hour. 

White: Are you clear on tomorrow’s discussion? We didn’t really 
end that. I don’t think we ended it, as to what you are going to—in 
addition to your statement. 

H.M. Jr: I am going to read this thing and then I will go up early 
and ask Wagner and Somers to see me and I will say, “Now here is my 
statement, how should I conduct myself, you tell me.” Ask their 
advice. When I get through, should I ask for a vote of confidence 
or should I simply say, “Now, gentlemen, unless you tell me not to do 
it, I am going to doit.” 

Foley: I wouldn’t ask them. I think we ought to tell them we don’t 
want a vote of confidence. 

Caston: You are not asking their opinion, you are just telling them. 

Foley : We are just informing them, in conformity with the working 
arrangement with the two committees as to full and complete dis- 
closure. There are no secrets. “This is what we are doing. We want 
you to know about it before we do it,” and not ask for any vote of con- 
fidence at all because the risk is too great. You just can’t afford to 
take that risk. 

Bernstein: The risk isn’t simply they will pass a resolution against 
you, but—— 

Foley: Danaher and those fellows will want a lot of information, 
pe to go into it more, want to talk with the Chinese, anything to 

elay. 

HM. Jr: I am not sure that you are right. I will sleep on it, 
though, but I am certainly going to ask Wagner and Somers what 
they think. 

Bernstein: Could you ask them what they think after you suggest 
the way you ought to do it because their first reaction may be, stem- 
ming from the conversations and guidance and so on, well, maybe we 
will then ask for a vote or something like that. 

Bell: A vote has no legal effect at all. 

Foley: No, it isn’t their responsibility. 

Bell: I think if they say, “What do you want us to do,” just tell 
them we don’t want them to do anything, we realize they are limited 
legally, and all we want to do is work with them and keep them 
informed. ( 

Foley: “I am not ducking any responsibility. I am willing to 
assume the responsibility for my action but I want you to know what 
I propose to do before I do it and I am willing to answer any 
questions.” 

H.M. Jr: Don’t you give me that baby stare. You can save that for 
those fellows tomorrow. (Laughter) It doesn’t convince me of any- 
thing. 

Foley: That is what I was afraid of. 

Bell: Eight o’clock? 

H.M. Jr: Eight thirty. 

Bell: Okay. 
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(Book 334, pp. 29-80) 
Rp Cuinese Loan 


Sundar, December 1, 1940. 
8:30 p.m. 
(Conference held at home of Secretary) 
Present: 
Mr. Gaston 
Mr. Bell 
Mr. Foley 
Mr. White 
Mr. Bernstein 
Mr. Soong 

H.M. Jr: I am sorry I had to change my appointment, but the 
President changed his on me. We always seem to do things here in 
Washington in a hurry, once we get started. We are a little slow 
in getting started. 

You know all the gentlemen present, don’t you? Mr. Bernstein 
you will know better because he is the kind of lawyer that puts in all 
the extra words. 

Soong: I first want to express the thanks of my government, and 
that I cannot put in words. 

H.H. Jr: Well, what I wanted to tell you was this, you see. I have 
to appear before these committees tomorrow and explain what I am 
proposing to do, you see, because when we got this stabilization fund 
through Congress, they asked me very, very closely whether we would 
use this fund to finance any nation which was at war, and I said no, 
unless I first came up and explained it to them. So, having to go up 
tomorrow to explain, I wanted to have some kind of an understanding 
with you before as to the method that we had in mind. 

This is the plan that we had in mind. You see, this loan to your 
government that we have now of 50 million dollars expires on Decem- 
ber 31st. 

Soong: But that was really not a loan, was it? 

H.M. Jr: Well, we don’t call it a loan. 

Soong: I understand at that time the Chinese Minister of Finance 
wanted some window dressing and that is what it was and it has been 
so regarded by our people and by everybody in China, you see, so if 
you are going to make it as a continuation of that, it might be misun- 
derstood, you see. 

H.M. Jr: Well, possibly, but also I have to get it by Congress and 
in the proposal for the extension of this, naturally we are not going 
to ask you to put up gold for the balance because we know you haven’t 
got it, so it will not be window dressing this time. It is quite differ- 
ent. I mean, we are not going to ask you to put up gold for the money 
that we advance you against yuan, you see. That would be the first 
and basic difference. f 

Soong: I suggest that in the future in case there is an announce- 
ment, that point be borne in mind when the statement is made public. 
Is it possible to do that? 

H.M. Jr: Well, I hoped there would be no more announcements. 
The papers jumped to the conclusion. One said a hundred million 
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dollar loan and another said 160 million dollar loan. Well, what you 
wanted was the effect all over the world. 

Soong: Of course, it is very important that it shall not be regarded 
as window dressing. 

H.M. Jr: Well, let's say that when I go before Congress tomor- 
row—Mr. Hull is going also at 10:30—and they say, “This is all 
right; you go ahead. As far as we are concerned, there is no reason 
for any more announcements.” Do you see any reason, Dan? 

Bell: Not except at the time you actually conclude the agreement, 
you might sa 

H.M. Jr: Well, I mean, we can if the Chinese Government wishes 
to, but it isn’t necessary. 

Bell: No, it isn’t necessary, but now, after having announced it, 
you probably will have the newspaper people on your neck all the 
time. 

ILM. Jr: As a matter of fact, at the request of your government, 
we have never said how much that loan was. 

Soong: You mean the first time? 

H.M. Jr: The 50 million. It has never been public property. 

White: There may be much to be gained by not making a public 
statement, but if they press you in your ordinary press statements to 
say that negotiations have been completed or the details are being ar- 
ranged, or something of that character, so that it will appear that af- 
firmative results—if affirmative results do resolve— 

H.M. Jr: Dr. Soong, what we are trying to do is to be helpful to 
your government. Anything that I can do, as I have proven many 
times, to be helpful, I am ready to do. See? Because the whole idea 
is to help you win. Is that right? 

Soong: Surely. 

H.M. Jr: We want you to win. Now, as long as I can doit legally 
and not have my head cut off, as Mr. Chen once told me—he didn’t 
want to be a politician, he wanted to be a banker because he said all 
bankers live to a ripe old age, so I want to stay as a banker and not as 
a politician. He said in China all politicians Aig young. 

Soong: They are inclined to. 

But we are deeply appreciative, because you have to make some 
special efforts to help us. 

H.M. Jr: Well, this is very difficult. 

Soong: I know that. 

H.M. Jr: We are doing something that I refused to do consistently, 
and this going before these committees tomorrow is not a pleasant ex- 
perience. 

Soong: I know full well, and my government also knows. 

H.M. Jr: We have several things in mind that we would like to ask 
that you do, because we would like you to meet us halfway. And 
Harry, supposing you outline those things that we want. 

White: Well, one of the aspects of the problem that we are inter- 
ested in is, do you feel that this announcement will have the effect of 
increasing the confidence in the yuan and might even have resulted in 
your ability to pick up a little more foreign exchange? 

Soong: I believe so. 

White: With your stabilization funds? 

Soong: Yes. 
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White: How much were in the stabilization funds before the 
announcement? 

Soong: You mean at present, today ? 

White: Yes. 

Soong: It is about—it is in two items. One is two million seven 
hundred fifty thousand pounds. 

White: Pounds sterling? 

Soong: Pounds sterling. 

White: What kind of sterling is that? 

Soong: It is free sterling. 

White: It is not blocked ? 

Soong: No. It can be converted readily into U.S. dollars. And 
an equivalent of three million pounds in gold dollars. 

White: That is seven altogether as of before the effect of this news. 

Soong: Yes. 

White: How much do you anticipate that this news will give it? 

Soong: Five. 

Foley : One is dollars and the other is pounds? 

White: 5.7 million pounds, that is it. 

Soong: Yes. 

White: How much do you think you will pick up, just as a guess? 

Soong: I can’t really estimate. 

White: Then on these funds “A” and “B”, I take it that in line 
with your previous memorandum that those funds will become part 
of the new stabilization fund ? 

Soong: Well, the fund “A” and “B”, we are under agreement with 
Great Britain on. It is an Anglo-Chinese fund. Of course, we are 
willing to have it that way, but we have to consult Britain. 

White: How much of an interest does she have in that? 

Soong: Well, the first fund she has half-and-half interest. In the 
second fund, the interest is smaller because they have already gone 
to war. It should be two to one, our two million to their one million 
pounds. 

White: In your earlier memorandum, if I remember correctly, you 
already felt that you could put that in the new fund. Had you 
already had the word of the British Government on that? 

Soong: I thought it might be negotiated in a different way; that 
is to say, have those funds go first, and act as a first cushion to any 
possible loss that we might sustain; but of course as you well know 
we have dropped the matter of discussion of the stabilization fund 
because we learned that it was very difficult to put it through Con- 

ressional committees, the Senate committee, and therefore no formal 
non has ever been made with them. 

White: With the British? 

Soong: With the British. 

White: Then you are saying that will be first, and then you will 
have, as far as you know, 5.7 million pounds plus whatever you pick 
up as a consequence of the recent good news? 

Soong: Yes. But as I said, one would normally pick up a good 
deal, but coming after the announcement of the recognition of the 
public government by the Japanese, which creates a good deal of con- 
fusion, normally we would be losing a good deal, you know. Normally, 
we would expect it to go down. 
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H.M. Jr: What fund do you pay the 100,000 you want out of if 
you get the head of Mr. Wang. What fund does that come out of? 
(Laughter.) 

Soong: I think there will be no contribution. 
cee Jr: I just wondered whether that was fund “C” or “D” or 

White: That would be fund “W”. 

Soong: You see, we have two counteracting forces and it is any- 
body’s guess what the net result will be. 

White: Well, I think we would be very interested to get current 
reports on that as the thing progresses, and if you can ask for some 
information on that—— 

Soong: I will give you day-to-day reports on that. 

H.M. Jr: On this fund with the British, do they have a man who 
sort of sits there with you and looks after it? 

Soong: Yes, there 1s a man from the Bank of England, a Mr. Cyril 
Rogers, who was with the Leith-Ross Commission in China and he 
was recommended by Sir Frederick tostay there. 

H.M. Jr: How much control does he have? 

Soong: He is the chairman of the Anglo-Chinese committee, which 
consists of five members. One is from the Bank of China, one from 
the Bank of Communications and one from the Hong Kong Bank and 
one from the Chartered Bank. The two British banks presented the 
fund. The Englishmen are recommended to the Chinese Government 
and appointed by the Chinese Government as chairmen of the 
committee. 

H.M. Jr: And that is this Englishman? 

Soong: Yes. 

H.M. Jr: Because one thing both the President and Mr. Hull have 
insisted on in this fund is that an American will be there to supervise 
the fund. 

Soong: We are very anxious to have an American. 

H.M. Jr: Isee. 

Soong: I mean, giving us so much help, we feel that it is only due to 
you that you should know all the transactions, and more than that 
we would like to get your—the advice of your man daily, not after a 
long time, daily consultation. I may say that this afternoon I called 
on Dr. White. In the conversations between General Chiang Kai- 
shek and Mr. Johnson, I do not know whether it was separated by the 
Cabinet or not. I took it—I didn’t give it to you. May I say all this 
to youinconfidence? General Chiang asked for assistance from Great 
eet and the United States for two to three hundred million 
dollars 

H.M. Jr: Excuse me. Have we ever seen this? 

Cochran: No, sir. 

Soong: I will translate for you. 
two or three hundred million dollars for the sole purpose of 
support of the currency and in addition we ask for assistance in our 
air force. Finally, he asked that you would send experts on finance 
and economics, and certainly an expert on transportation to help us 
in devising means for the situation. 

H.M. Jr: No, I have never seen that. Maybe that is what the 
President had in mind. 
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Soong: Yes. Now, I ventured to ask Dr. White if there was any 
hope that he could come on invitation of the Chinese Government, 
because we feel that not only on this particular matter but on other 
matters we would like to get some expert assistance. 

H. M. Jr: Well, I think it is a very nice compliment to Dr. White, 
but unfortunately I need his expert assistance also, and I just 
couldn’t spare him at this time, but on this thing, for instance, if we 
could at it out to represent the Treasury, I would be more than 
satisfied if an arrangement could be made to have Mr. Archie Loch- 
head go out, who is working now for your government, you see. I 
mean, if he would go out on this fund. He would be entirely ac- 
copie to me if he would be to you, you see. You know hin, don’t 
you? 

Soong: Yes, I met him. 

H. M. Jr: And I think that on account of my old association on this 
committee, if on this committee could also be Mr. KX. P. Chen, it would 
bet voy pleasing to me. But if those two gentlemen besides your- 
se 

Soong: I am not a member of the committee, of any of the com- 
mittees. 

H. M. Jr: But you could be, couldn’t you? 

Soong: Well, it depends on what my government orders me to do. 

H. M. Jr: But I mean if I asked for you and Mr. Chen and Mr. 
Lochhead. 

Soong: Well, I have to— you see, the government desires me to 
handle not only financial matters but also other matters. Of course, I 
appreciate very much the compliment of your asking that I be a mem- 
ber of the committee, but I do not know whether the government wants 
me to. 

H. M. Jr: Well, I can ask, and then the government can decide. 

Soong: Of course, it would be a compliment to me. 

H. M. Jr: But I would like it if you and Mr. Chen and Mr. Loch- 
head were on. Then I wouldn’t worry. 

And then what Mr. Jones has done, he has asked that whoever we 
put on also look after his money, you see. 

Soong: That is something that I do not very well understand. As 
far as the Export-Import Bank loan, the previous loan was made 
free of any encumbrances. That is to say, the Chinese Government 
could do with it what it chose. I had no idea that this loan, coming 
loan of 50 million from the Export-Import Bank, would be a super- 
vised loan, and I do not know what is the nature of this position. 

H. M. Jr: All I know is that in a telephone conversation which I 
had with Mr. Jones late yesterday, he said, “Now, whoever you decide 
that you want, in response to what the President and Mr. Hull 
have asked, whoever you decide, I want you to consider the money 
from the Export-Import just as though it was the same as the Treasury 
money because,” he said, “it is the same.” 

Soong: Well, if we were to buy things with that, you see, it is not 
like a committee sitting on it and saying that you should buy airplanes 
and you should not buy gasoline, see. It is something really which 
is—— 

White: Mr. Soong, I think that the kind of supervision which the 
Secretary has in mind, or at least which 
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I. M. Jr.: Say the Administration. 

White: I think the kind of supervision which the Administration 
has in mind would be of a character that would be quite in accord 
with what your general expectations are for its use. It would be a 
supervision which would be designed to insure an appropriate use 
for the funds, and I am sure that you will find out more about it. 
I doubt whether there will be any kind of strings that would in any 
way interfere with your most efficient use of those funds. 

Soong: Well, this is something to me quite new, but I could analyze 
the situation to you in a manner which I should think ought to be sat- 
isfactory. 

There are only two ways by which we will use money, either in pur- 
cases or else in support of our currency. In support of our currency, 
we will —we have some people on the committee already. As far as 
purchases are concerned, I personally have not the slightest objection— 
ın fact, I would urge for you that all purchases should be made 
through the Universal Trading Company. In fact, I believe the Chi- 
nese Government should channelize all its purchases through a single 
institution, one that has a good deal of esteem everywhere. If such is 
done, then I do not see why any more supervision—I suppose it is a 
harsh word. I know that America is very anxious that we win the 
war, for everybody concerned. All that America would desire to see is 
that the money is well spent and not wasted, and now I have pointed 
out to you ways by which that is perfectly assured. 

H.M. Jr: Well, I don’t—this seems to be a thing which is very much 
in the minds of these other gentlemen and I imagine that the reason is 
that they feel that if we can tell Congress truthfully that a representa- 
tive or representatives of the Treasury are supervising the expendi- 
ture of this money, that it will possibly satisfy some of the fears of 
some of the members of Congress. I imagine that that is what they 
have in mind. 

You see, after all, itis a lot of money. You now have a commitment 
from the Export-Import Bank of 70 million, isn’t it? 

Soong: No, 75 million. 

H.M. Jr: And here comes another 50 million from the Export-Im- 
port Bank, and on top of that, this arrangement which I hope to con- 
vince Congress of tomorrow. 2 

Harry, you were only half through your story. I wish you would 
continue it. 

White: The next item is the participation by the private banks, Chi- 
nese banks. What would you propose with respect to that? How 
much will that be? 

Soong: I suggested that the Chinese banks would contribute 121% 
millions. 

H.M. Jr: Pounds? 

Soong: No, dollars. 

Cochran: How much? 

Soong: 1214. That was in my memorandum. Well, then today, of 
course, our situation is very much more difficult, and we intend to use 
all this money, of course, for purchases in this country, but if you desire 
it, I think I would put it up again to them, and I have no doubt that 
they will—I believe that they will agree to it. 

White: The fact that the yuan has been made stronger by virtue of 
these new arrangements, if they do go through, it seems to me would 
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encourage those banks to even put more in, and I think it is highly de- 
sirable for them to have a substantial stake in it because a good deal 
of the success of the control is going to depend on the degree of coop- 
eration that you receive from the various banks. 

Soong: Well, I might say that this sum is all from the Chinese Gov- 
ernment banks which are under control anyhow. 

White: Oh, I see. 

Soong: And which would cooperate anyhow. 

White: Then there were none of the Chinese private banks that were 
participating? 

Soong: We did not contemplate asking them to do that. 

White: Do you think it would be a desirable thing to have them par- 
ticipate in it? 

Soong: Well, I have never explored the subject with them. As 
you know, the situation of our country is quite different from that of 
Great Britain or any other country at war. Most of the industries 
are smashed or seized by the Japanese, or else bombed, if they are in 
the interior, so much so that I feel reluctant in asking them to put 
up anything because that represents practically the only real capital 
that the Chinese have today, but of course I have not sounded them 
and I am not in a good position to sound them because most of them 
are in Shanghai anyway. 

White: Well, Mr. Secretary, there are numerous other things, but 
they bear on technical details. 

H.M. Jr: Well, the thing—one of the things I want to ask is whether 
the English fund would be used first. 

White: I take it that he indicated that those funds would be the 
first to be used. 

H.M. Jr: I didn’t get that. 

Soong: No. 

White: The “A” and “B” funds. 

Soong: I said I would propose that to the English, you see. Well, 
there is not such identity of interest between this country and the 
East that 1 hope they will consider it in a broad light. 

H.M. Jr: They will, or we will. 

Soong: They will consider it in a broad light, and 1 hope that they 
will see that we are quite willing to absorb— 

White: And then the amounts which your government banks would 
contribute would be the second reserve, so to speak ? 

Soong: Yes, anything that we ourselves contribute. 

H.M. Jr: Let's get it, because I have got to tell the story tomorrow, 
you see. Could 1 say this, that we have asked that this “A” and “B” 
fund which amounts to— 

White: About 20 million dollars, roughly. 

H.M. Jr: More than that, isn't it? 

Bernstein: About 23, Harry. a a 

Soong: Not with free sterling. You know free sterling is—it is 
about 3.68 or 3.70. 

White: Around 20. 

Bell: It is free sterling, worth less than four dollars, and it is about 
20 million, roughly. $ 

White: They might have a little more, depending upon what comes 
in. 
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H.M. Jr: We will be on the conservative side. We will say we 
have asked that the first cushion be the 20 million dollars. Then is 
there anything else? 

White: Then the next cushion is the figure of 1214, which he has 
just mentioned and which the government banks will contribute, in 
addition to— 

H.M. Jr: I though he said that was their only capital. 

White: When I asked him whether there were additional funds 
that might be contributed by private banks, he said the difficulty of 
getting it from the private banks would be that such capital is the 
only capital they have to work with. 

H.M. Jr: But the government banks have 1214 million ? 

White: Yes. 

Cochran: That is in dollars now, or is part of it in sterling? 

Soong: U.S. dollars. 

H.M. Jr: And then 

White: That is 3214. 

H.M. Jr: And then this would come—— 

White: And then, I take it, the 50 million dollar Export-Import 
would be used for purposes appropriate to that fund, which is distinct 
from stabilization operations. 

H.M. Jr: Yes, it 1s for the purchases of materials. 

White: And such exchange as arises out of that purchase. 

Soong: Of course, purchases of materials here must mean foreign 
exchange. 

H.M. Jr: No, if the money they use there is spent here—— 

White: Well, it might not all be spent here. I don’t know that— 
that may or may not be a condition. That hasn't been worked out. 

H.M. Jr: But anyway, that goes for 

White: Foreign exchange purposes. 

H.M. Jr: For material? 

Soong: Materials, yes. 

H.M. Jr: Export-Import Bank? 

White: Then the United States stabilization fund operations would 
come next. 

H.M. Jr: Well, that is the way 1 would like to tell the story tomor- 
row. This is the time to talk about it. 

Soong: Well, it would have to mean that we discuss it with the 
British, because after all, we have made an arrangement with them 
for certain things, and as far as we are concerned, we are quite ready 
to do that here. 

White: You mean so far as they are represented in the “A” and 
“B” fund, in which the “A” fund you say almost half, and the “B” 
fund very little, belongs to them, you cannot commit yourself as to 
their portion of the fund? 

Soong: Quite. 

H.M. Jr: Well, talking for your half, though. 

Soong: Well, talking for our half, yes. But this is—what do you 
say in America ? 

H.M. Jr: Joint? 

Soong: No, I am groping for the word. Well, it is omelette. 

H.M. Jr: Scrambled ? 

Bell: Mixed. 
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Gaston: That was the Secretary’s idea. It is not two separate ideas, 
but a joint operation. 

White: Combined fund. 

H.M. Jr: Well, the negotiations we have with the British may make 
hon glad to agree to this, some of the negotiations which I have with 
them. 

Soong: They are under so much obligation to this country that I 
personally feel they ought to do something on it. 

H.M. Jr: I think so. And after all, Sir Frederick Phillips is due 
here any day now from the British Treasury. They are keeping it a 
secret until he gets here. They don’t want him shot down. But he is 
due here any day. Do you know him? 

Soong: I have heard of him. 

H.M. Jr: Well, he will be here. 

Now, Dan, what can you think of? I mean, what can you think of 
the things they are going to ask me tomorrow that I ought to be pre- 
paring to answer ? 

Bell: Well, they are certainly going to ask you what is going to be 
done with this money, how is it going to be spent, I mean the purposes. 

White: The stabilization fund or the Export-Import ? 

Bell: I think all of it. They will want to know if ìt is going to 
be spent in this country. 

H.M. Jr: Well, I couldn’t explain how the Chinese are going to— 
how would you answer that question? They say to me, “How 1s this 
money going to be spent?” 

Soong: Well 

H.M. Jr: I mean not the Export-Import. 

Soong: Well, in general support of the Chinese currency. 

Bell: They might ask you who will get the dollars in support of 
that. 

H.M. Jr: Where will the dollars be deposited? 

Bell: No, where will the dollars go in support of that currency? 
Will they go into Japan or some other country ? 

H.M. Jr: If Dr. Soong doesn’t mind, ask him a a few questions as 
though he were on the Hill and you were a Senator and he was Secre- 
tray of the Treasury. Ask him a couple of questions. 

Bell: The Senators will ask where these dollars are going to go in 
support of this exchange; what countries are going to get them. 

oong: Well, I take it the fear is that it might get into Japanese 
hands, but as far as our records go, the records of the Chinese Govern- 
ment go, the Japanese have not acquired any substantial foreign ex- 
change, although they were supporting their currency for three years 
and a half, so one would think that it would go to the purchase of 
such materials as China needs, the Chinese people need, not the pur- 
chases by the government. 

Bell: Do you think eventually it might find its way back into this 
country so either your own business interests or 

Soong: Well, to date, it seems the European countries are prac- 
tically excluded. It will probably be largely to America. 

H.M. Jr: How about to Russia? 

Soong: Well, we do not pay Russia in American dollars. We have 
credit from them, you see. 

H.M. Jr: Isee. 
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White: Well, it is inevitable—isn’t there a great danger that some 
of the foreign exchange may well find its way into Japanese hands 
through the kind of channels which characterized the operations in 
the last couple of years, Japanese getting hold of national currency 
and selling it through Shanghai, through some purchases in the 
occupied territory ? 

Soong: Well, our experience has been that the Japanese when they 
get hold of our national currency are obliged to use it to support their 
army in China, the army, in Chinese money. 

White: Don’t they depend upon their military scrip and yen? 

Soong: It is because of the action of the guerrillas that the yen can 
only be used in very few spots and on a limited scale. Ifthe Japanese 
wanted to purchase goods in the country, they would have to use the 
Chinese yen. Therefore, the fact that Japan gets value out of China 
does not come through Chinese Government’s supporting its own 
currency but because of the fact the Japanese could levy taxes anyway 
on Chinese residents in the areas that they control, and the records of 
the Chinese Government banks so far have been to show that the 
Japanese have acquired very little exchange, foreign exchange, from 
the Chinese stabilization fund. 

White: I take it you think it will have to be one of the duties of this 
committee to see that there is a minimum of funds going in that direc- 
tion, smuggling of goods from Japan and Manchuria. 

Soong: Surely. Weare not there to help the Japanese. 

H.M. Jr: I have a question which, if I could get a good answer, it 
would be helpful. You say that there are 5.7 million pounds left. 

Soong: Yes. 

H.M. Jr: How much was that fund when it started ? 

Song: When it was started, it was in the first place ten million 
pounds, out of which half was given by the Chinese Government 
banks and half by the two British banks. Of that, about 2,700,000 
pounds are in existence. Because of the fact that at one period the 
fund was almost down to nothing, the Hong Kong bank and the two 
Chinese banks again put up some money to the extent of about 3 
million pounds, so this 5.7 million pounds is the balance of 10 million 
pounds, plus 3 million, 13 million pounds. 

H.M. Jr: I see. Over how long a period has that been; when did 
that fund first—— 

Soong: It started in the spring of 1938. 

H.M. Jr: A year and a half 

White: They have lost 

Bernstein : two and half years. 

White: If they wanted to close the books and see what they have 
lost in this period by virtue of the yuan 

H.M. Jr: About half. 

White: Not quite half, but I should think pretty nearly half. 

Soong: About 4,700,000 pounds. 

White: No, I say how much have you lost, the present value of this 
sterling and the yuan, as compared with the value there? In other 
words, ina year and a half 

Bernstein: Two and half years, Harry. 

White: Two and a half, but they have lost more rapidly at certain 
points. 
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H.M. Jr: About two anda half years. 

Bell: They have actually lost that much and got nothing for it? 

White: They have the yuan, but the yuan now is worth about five 
cents, whereas when they bought them they were worth anywhere from 
19, 16, 14, to 12. 

H.M. Jr: What is the yuan worth now ? 

White: It has been pretty stable at 5 cents, 5 and 17/32nds. 

H.M. Jr: For how many months has it been stable? 

Soong: Since the spring of the year. 

H.M. Jr: And how about your cost of living ? 

Soong: The cost of living has gone up very much. 

White: The figures show that prices are about five times what they 
were when the war broke out. It varies greatly from district to 
district. 

Gaston: In terms of yuan. 

White: In terms of purchasing power of the local inhabitants. 

Bell: Are they liable to get into the fiscal setup there ? 

White: They are in a very bad fiscal situation right now. 

Bell: Are we liable to be asked about the budget and the debt ? 

White: I think they might ask something about the deficit and 
I think if you have the figures it would be well. They might ask you 
how their budget picture looks. I can give it to you or Soong can 
give it to you. 

H.M. Jr: I would rather not hear it tonight. 

White: Itis bad, anyway. 

Bell: It might be better to just say it is bad. 

White: That characterizes it. I take it, Mr. Soong, you would 
agree with that ? 

Soong: I would say after three and a half years of war, it is bad. 
If any country has been in our situation three years and a half, I 
don’t think it could be much better. 

H.M. Jr: And if they ask me how is the financial situation of the 
Japanese, I would say it was bad also. 

Gaston: You could also say it was surprisingly good after three and 
one-half years, couldn’t you ? 

: Soong: Surprising in that financially we have been able to last as 
ong. 

H.M. Jr: Herbert, do you think of something that might come up 
tomorrow ? 

Gaston: No, I don’t. I think they will ask something about the 
financial condition of China. 

White: If they want to go into details, we will have a man there. 

H.M. Jr: Merle? 

Cochran: Does this one committee control both these parts of the 
fund, of the “A” and “B” funds for the stabilization? Is it the same 
committee? 

Soong: Yes. 

Cochran: And have we worked out far enough to know what our 
man would do? Would he sit on that committee or would it be their 
committee? 

H.M. Jr.: I haven't had time. After all, we only—after I saw Dr. 
Soong, we only agreed to the thing right after he left, so I haven’t 


had 
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Soong: May I say that there are certain possibilities. One, of 
course, would be that he would sit on the committee. The other would 
be to form an American committee and have a joint committee of the 
two funds, together. 

H.M. Jr: Yes, something like that. 

White: With reference to our fund, the fellow might be different 
than with regard to that. There are all sorts of possibilities. 

H.M. Jr: Oh, yes. 

What else, Merle? 

Cochran: That is all I have, sir. 

H.M. Jr: Ed? 

Foley: Well, I think they may ask the relative differences between 
the use of the Export-Import Bank money and the stabilization 
fund money, and I haven’t been in on all these discussions so it isn’t 
clear in my mind just what shadations there are of difference between 
the use of the funds. 

H.M. Jr: You can ask Professor White. 

Foley: Iam looking athim. [Laughter.] 

White: Well, the Export-Import Bank funds would be used presum- 
ably for special purchases. They would be able to say if they bring— 
and if they are not required to spend all the money here, and that has 
to be gone into, they might say it would be used for special purchases 
either here or there. The stabilization funds are used to meet the de- 
mands on foreign exchange that arise from a large number of sources, 
some from the imports of private Chinese, some from possible move- 
ments of capital over which they may or may not have control—it de- 
pends on their policy—some from smuggling, some from Japanese op- 
erations and some from the usual governmental operations between 
countries, so that you cannot always segregate what the money is to 
be used for. All you know is that you are called upon to supply ex- 
change from these various sources. 

H.M. Jr: You don’t think they could earmark all the various funds 
from smuggling to be paid back to us, do you? 

White: It would make a sizable fund. 

Foley : Will the Import-Export Bank be used for war supplies, air- 
planes? 

White: Well, the conditions of that fund 

Soong: They cannot be used for airplanes. I believe there are re- 
strictions on the Import-Export Bank itself. 

White: Have those been imposed on this new fund ? 

Soong: I gather that it was not so much imposed by them 

H.M. Jr: I thought this last time they said they were not going to 
ask any questions. 

White: Oh, the 25? 

H.M. Jr: Am I right? 

White: That is what I understood, that there were to be no strings 
on it. 

Soong: No strings whatever. 

White: So you could spend it for any purpose that was legal in a 
particular country ? 

Soong: No, not for purchase of war supplies. 

H.M. Jr: Is that in the charter of the Export-Import Bank? 

Foley : It is policy. 
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Bell: It doesn’t apply here, does it? 

Foley: No. 

H.M. Jr: You (White) are a director of the Export-Import Bank. 

White: We haven’t decided yet what the conditions are. 

Foley: That condition was imposed, as I remember, Harry, in so far 
as that belonged to the Universal Trading Corporation. 

White: But not this last 25 million. My understanding was there 
was no condition. However, with respect to this 50 million, I don’t 
know whether there has been any discussion yet of the terms and con- 
ditions, so that I think the question would have to be answered in 
general that it would probably be used the way—probably so far as 
you know will be used the way the funds of the Export-Import Bank 
are generally used. That is Mr. Jones’ problem. 

Cochran: Congressman Smith might ask if these funds from the 
stabilization fund could be used for military purposes. 

H.M. Jr: No. 

White: Well, if he does, if he is smart enough to ask that question, 
I think that we could answer it by saying that you cannot say for what 
purposes the funds will be used. All you know is that you have a lot 
of exchange coming to you which you have to meet in order to prevent 
the yuan from dropping, and you cannot say that this dollar was used 
for that purpose or this dollar was used to provide the Embassy here 
with funds with which to conduct their business. 

Bernstein: I don’t know whether you have answered the question, 
but supposing they ask what are the principles that underlie the ex- 
penditures of the funds heretofore out of the stabilization fund, the 
Anglo-Chinese fund. 

White: It has been the necessity to meet the demands for foreign 
exchange in order to prevent the yuan from depreciating. 

Bernstein: Well, they would say that any demand for foreign ex- 
change would be treated the same way. 

White: Well, they have exchange controls and they don't permit a 
number of things to be imported, because they feel the country can- 
not afford it. They don’t permit capital movements of certain char- 
acters. The new committee may be—exercise a more stringent meas- 
ure. It may develop new techniques. It may increase restrictions on 
capital outflow or imports, but the effort will be to permit China to 
conduct a war and to prevent the yuan from dropping, and as between 
those two objectives which have to be reconciled, there are all sorts of 
possibilities. 

Bernstein : Well, in the question of dropping it, I take it it did drop, 
and you always have a question of judgment at what point you want 
to stabilize, how you want to see it drop. Do you want to maintain 
it at the current price or what will happen. 

White: I think it will be made clear that stabilization doesn’t neces- 
sarily mean keeping it at a point, that much depends on what happens 
to the price level and the circumstances. The appropriate use of the 
fund may well be at some time to permit the exchange to drop when 
it costs too much to keep it where it is. That is what has happened 
before and it may even go up as it has before. It rose one period 
from six to eight cents and remained there for a long time. 

H.M. Jr: ad they ask me, are there any more crises coming 
along in China that will cost another hundred million dollars. 


MORGENTHAU DIARY 313 


White: Mr. Soong will answer that. 

DA Jr: You don’t expect anything in the next couple months, do 
you: 

Soong: Well, a general question like this you would have to answer, 
I suppose, that in case it comes it is for the American Government to 
decide whether it would or would not help. 

H.M. Jr: One thing I wanted to ask is this: I don’t expect to be 
asked this tomorrow, but do you consider that the Government of 
Siam today is friendly or not friendly to China? 
ent PS I think it is distinctly—I would consider it unfriendly to 

nina. 

H.M. Jr: Unfriendly to China? 

Soong: Yes, because it is cooperating with Japan. 

H.M. Jr: I see. 

Soong: I think the Siamese are taking the French—are engaging 
the French to give the Japanese opportunities. For the peace of the 
Far East, they must occupy Thailand. They must occupy the naval 
base at Kam Ran. 

H.M. Jr: Where is that? 

Soong: North of Saigon. 

H.M. Jr: You mean Siam is going in there? 

Soong: No, the Japanese are instigating fighting between the Sia- 
mese and the French Government, so that they have an excuse to step 
in. After stepping in, they would link up with Siam and make fur- 
ther moves toward Singapore and the Dutch East Indies. 

H.M. Jr: Through Siam? 

Soong: Probably through Siam. 

H.M. Jr: But Siam is friendly to Japan ? 

Soong: The Japanese have a lot of interests in Siam, particularly 
with the military clique which it is fostering. Japan has sold some 
credit, a lot of munitions, anti-aircraft guns, artillery, and also a 
number of Coastal 

Gaston: Coastal batteries. 

Soong: Not Coastal batteries, but you would call them monitors 
for shallow water operations but with heavy guns. 

Gaston: Coastal patrol boats. 

H.M. Jr: The Japanese get so many from Siam and they intend 
to use it in Singapore some day. You know the last three weeks here 
our records show that Japan has stopped buying scrap iron. Where 
would you suppose that she is getting her scrap iron? 

Soong: Japan, before the final embargo was put in, had bought 
very large quantities, much greater than her needs, and I think she is 
leaning on that. In addition, she is getting all the iron ore from 
Indo-China. 

H.M. Jr: Indo-China? 

Soong: Yes. 

H.M.Jr: That is where they are getting it now? 

Soong: Yes. Of course, that is not a very great quantity, but it is 
quite useful. 

H.M. Jr: I see. 

Did you (White) check up on how much she is getting from the 
Philippines? 

White: Scrap iron? 
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H.M. Jr: No, iron ore? 

White: I don’t remember. 

_H.M. Jr: Make a note of it, because there is iron in the Philip- 

ines. 

k White: Yes, there is, and she is very likely getting some iron ore 
from there, because her trade over there has been fostered. 

H.M. Jr: You might get some cables off. 

White: I will find out. Of course, there is no prohibition of any 
kind to keep them from it. 

H.M. Jr: I know, but it would be interesting to get the tonnage. 

What port would the iron ore come out of from Indo-China? 

Soong: As a guess, a port called Qui-Mohn. In addition, some 
goes to Haiphong. 

White: There is one question, Mr. Secretary, they might well ask. 
They might ask you how long is this money going to last. 

H.M. Jr: Well, how would you answer that ? 

White: I would say there is absolutely no way of knowing. The 
last fund lasted for two and a half years, but the pressure may be 
much greater now. 

How would you (Soong) answer that? 

Soong: I think thatisa very true answer. Who can tell? 

White: Hope for the best. 

Soong: We can only go on the record of the past. 

The record of the past was not very great. 

White: But it may go out faster, because the extent of control which 
the Chinese Government has is not as good, not as wide, and their 
prices are rising very rapidly, which should increase the pressure on 
exchange. 

Will the fact that the Japanese troops have gone out of Shanghai 
help you to get control over that coast? Have they left the coast ? 

Soong: Well, as a matter of fact, although the Japanese say they 
have blockaded the whole coast, there are any number of points where 
wesend gasoline and everything. 

H.M. Jr: How do you explain this withdrawal of troops from 
Kwangsi and that part of China? 

Soong: General Chiang—let’s put it this way. The Japanese feel 
that they could not defeat China by a quick blow now. They have 
tried for three and a half years and they are no nearer completion 
today. In consequence, they have been, through the intervention of 
the Germans, and by their own negotiations, trying to arrive at a peace 
with General Chiang Kai-shek. Another thing that has come to our 
government, Ribbentrop, soon after Molotov returned from Berlin, 
called our Ambassador to him and said 

H.M. Jr: In Berlin? 

Soong: In Berlin; we still have an Ambassador there. 

He said, “Now look, relations between Russia and Germany are 
growing every day more cordial. Germany is today the dominant 
military power of the world and she could reorganize Europe very 
quickly. We expect to knock out Great Britain by the end of the 
year or by next spring at least.” 

That is what he said. “When that comes, China could expect no 
assistance whatever from America and Great Britain. As a matter 
of fact, the assistance from America and Great Britain have today 
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been more nominal than otherwise. Therefore, if the Chinese Gov- 
ernment does not come rapidly into peace terms with the Japanese, 
which we are trying to make as light as possible, Germany will recog- 
nize Wang Ching-wei. In that event, Italy is committed to recog- 
nize him, too. As far as we are concerned, by the terms of our Axis 
alliance, we are obliged to recognize him. Under those conditions, 
your situation will go from bad to worse. On the other hand, if you 
were to arrive at peace terms with Japan today, which we know would 
be very easy, we would guarantee that Japan would carry out the 
terms of whatever peace arrangement they made with you, and Japan 
would not dare to go back on these peace terms. We have always held 
General Chiang Kai-shek with great admiration and respect and 
we sincerely hope that he will take this last opportunity and make 
use of it.” 

That is the gist of the conversation. 

H.M. Jr: Between Ribbentrop and your Ambassador? 

Soong: Our Ambassador in Berlin. 

White: Was that relayed to the State Department? 

Soong: Relayed by Mr. Johnson to the State Department here. 
You see, the general analysis is that the Japanese, knowing that they 
could not crush the Chinese Government at one blow—they have failed 
for three years now—have thought, “Well, why should we go in and 
be mired, bogged. Let us withdraw as many troops as possible for 
the expedition to take complete occupation of Indo-China and to take 
Singapore and the Dutch East Indies. Therefore, if we could succeed 
in making peace with General Chiang Kai-shek—but if not so, let us 
remove as many troops as possible and put the rest in strategic points 
in China like Canton, Hankow, where under heavily guarded fortifica- 
tions it would be very difficult for the Chinese Army without the sup- 
port of an air force to attack.” 

By keeping on the defensive, Japan, which has now a million and a 
quarter men in China, could pull out a larger number for the expedi- 
tion to be—to occupy Indo-China, to meet with Siam and take Singa- 
pore, and also to occupy the Dutch East Indies. In addition, the 
Japanese Army now has to be supplied by a large number of trans- 
ports, food supplies, and so on. These would be released if large 
numbers of them left China, so I believe that they are now withdraw- 
ing troops, putting them in Hainan, putting them in Formosa and in 
southern parts of Japan proper, ready to jump off when the time 
comes. 

It is our belief—in fact, we have Secret Service information which 
arrived two or three months ago, even before the signature of the 
Axis alliance between Germany, Italy and Japan, that there was an 
understanding with the Germans whereby coincident with attack on 
Gibraltar, attack on the Suez Canal, there would be launched an attack 
on Singapore. That is the Japanese side of the bargain, and in this 
arrangement, all these areas—that is, Singapore and China—are al- 
lotted to Japan for his living room and today this is—this has been 
seen as true, completely true. 

H.M. Jr: What other arrangements do you think—or do you 
know—took place between Molotov and Hitler on this recent visit? 

Soong: We have no definite information on that point, but we 
gather that the result is not as promising as the Germans would like 
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to believe, and we further gather that the Russian attitude toward 
Japan has not been mollified by their visit. 

Foley: Harry, why is it advantageous for the Chinese Government 
to support the yuan in occupied territories? 

White: Unfortunately, they have got to support it wherever there 
is a yuan. There might be a possibility, and it has been discussed 
at great length and final word hasn’t been said on it,—there is a dif- 
ference of opinion—in which they might segregate the currency in the 
area over which they presumably have control from those which they 
don’t, but because of the importance which the Shanghai area has al- 
ways played in the commercial and financial life of China and because 
of its prestige and because of the extreme complexity of that kind of 
segregation of the types of currency, the problem has not been settled. 
There would be some advantages and there would be some disadvan- 
tages and there is disagreement, but if they could cut off that without 
suffering any disadvantages, it would be an excellent thing. 

A complicating factor in the interior is that their guerrilla forces, 
who are very important to China because really they confine the Jap- 
anese to small centers, operate with national currency and there is a 
constant fight between the various currencies there, so that they have 
got to keep alive their currency in those areas for two reasons. In the 

wst place, to support the guerrillas as much as they can, and in the 
second place, I think it is reasonable to say that the guerrilla’s concept 
of the strength of the national government is much affected by the 
purchasing power of the currency which they use. 

Soong: That is an explanation. In addition, I might say that two 
or three times in the occupied area a symbol of the National dollar is a 
symbol of the unity in China. If you were to cut it off, it would be 
like an entirely different country. 

Gaston: Are you putting out a good many yuan? Are the printing 
presses working pretty rapidly in increasing the issue a great deal? 

Soong: Oh, yes. 

White: The figures show—and I won’t say that the figures are not 
inaccurate, although there are some who believe that they are—the 
figures show from up to June to the previous January, in that six 
months, it is a billion yuan increase, which is a very large increase, 
a very large increase. Now, I wouldn’t ask Soong whether those fig- 
ures are accurate, but it has been known when countries have been 
faced with similar situations that they don’t always show what they 
have printed because the psychological effect is important. 

Gaston: Well, you have been pretty largely financing your deficit 
through the printing of yuan, have you not? 

Soong: Naturally, because we are maintaining an army of two and 
a half million men, and in addition we are maintaining two million 
guerrillas and therefore three and a half years more is very, very ex- 
pensive. In addition, the most heavily industrialized areas are in 
Japanese hands. In such areas industries such as we have are being 
constantly bombed. On account of that, you see, it would be de- 


creasing. > 
Gaston: Have you any estimate, Harry, as to the amount of the 


total outstanding issue of yuan? pb. 
White: The figures are almost seven billion yuan, because there are 
certain bank notes that are outstanding and haven’t been called in, but 
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it may be substantially in excess of that. Those are the figures. That 
is only of the national government. There are three other kinds of 
currency floating around. Some of them are rather substantial. 
There is also a further reason. Their tax source is dried up because 
the Japanese have control over the customs, so that their financial 
situation is pretty bad. 

Gaston: It is not tremendous, matched with our own increase in the 
national debt, for instance. 

White: Oh, their national debt? 

Gaston: No, I am talking about this phase of the national debt, the 
yuan, about perhaps ten million outstanding. 

White: Well, the yuan is worth five cents, so that would be a little 
more than a billion and a half in currency, but some of that replaced 
the silver in the circulation of coins. They have done pretty well, 
considering, but it is beginning to get pretty bad now. ‘The rate of 
increase is beginning to rise. 

H.M. Jr: You mean in the money ? 

White: In the money. 

H.M. Jr: Well don’t give me too much bad news. I have to put u 
a good front tomorrow. You can save some of your bad news rei 
tomorrow night. 

Bell: Harry, it isn’t altogether a demand for foreign exchange that 
has made the yuan go down, is it? 

Gaston: That is the point we are just about to—— 

White: Yes, if you say that the—it has to be the demand, but—that 
the supply has diminished and the reason why the demand has in- 
creased is because of the rising prices, but it is through the demand. 

Bell: About the only purchases here have been by the government. 

White: But there has been a lot of smuggling and imports. They 
didn’t shut down within a year. They were a year or two late in im- 
posing strict controls by virtue of the difficult circumstances. 

Gaston: In the present value, the yuan is about 500 million dollars, 
all the outstanding yuan, so your 50 million would be about ten years 
reserve on the outstanding issue. 

White: They have more reserve. There is a substantial amount of 
dollars which they have here which is part of their reserves. I mean, 
their ordinary dollar balances. Who, Mr. Soong, does all that money 
belong to, their dollars here? 

Soong: Some of the dollars belong to this fund, “A” and “B”. 
Some belongs—a good deal belongs to the Minister of Finance for 
purchases. There is also private funds, funds of private banks we 
were talking about, altogether. 

White: Do von have any idea of how many dollars there are in the 
United States? 

Soong: I would like very much to know. You people are keeping 
tab, aren't you? 

White: Do you know how much there is? 

Soong: The information 1 get could not be very accurate. 

White: We could tell him what our figures are? 

H.M. Jr: Why not? 

White: Well, there are over 170 million dollars, but that includes 
Shanghai. It includes—may include part of Hong Kong. 
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Soong: Hong Kong is not—— 

White: But I mean in our figures. That is why I was wondering 
if you knew how much there was. 

ee Hong Kong we couldn’t consider our own. It isa British 
colony. 

White: I think most of the funds that are there are in Chinese 
Hong Kong. A good many Chinese who could afford it have gone to 
QUE Kong, but they sent their money here so they could be doubly 
safe. 

Gaston: Were there any Japanese notables killed in that train 
bombing? 

Soong: I hoped to give you some good news, but I havn’t got it yet. 

Gaston: No news out yet, is there? 

H.M. Jr: What is that? 

Gaston: The guerrillas bombed this official train going to Nanking 
to the coronation of Wang Ching-wei. 

H.M. Jr: Wasthat on the radio today ? 

Gaston: No, in the papers yesterday. The Japanese announce- 
ment is that those who were killed were all Chinese coolies, but I 
suspect that it is not correct. 

oong: Of course not, because coolies don’t go to such things. 

Foley: They don’t travel on trains, either. 

Soong: It was a land mine. There were 150 people killed and a 
hundred or so wounded and that is a very big mine. 

H.M. Jr: A train on the way to—— 

Soong: Shanghai to the celebration of the treaty between 
Japan and China recognizing Wang Ching-wei. 

Bell: Didn’t the Japanese announce that what they were doing 
there with this other leader had the sympathy of the Chinese nation 
and that Chiang Kai-shek might come over, too, and then right after 
that announcement they had this bomb explosion and killed a lot of 
people in this train wreck, so that the two didn’t fit together very well. 

H.M. Jr: Would you (Soong) like to ask me some questions? 

Soong: How quickly could we—of course,—how quickly could we 
consummate it, because I am very anxious to know. 

H.M. Jr: If I am successful tomorrow, we can consummate it this 
week. 

Soong: That is very pleasant. 

H.M. Jr: We can consummate it this week if I am successful to- 
morrow. Once we make up our mind, the Administration, that we 
want to do this, the thing will go very, very rapidly, and with Sir 
Frederick Phillips coming here this week, we can get him in on this 
thing. 

White: A week or two? 

H.M. Jr: Well, as far as I am concerned, this week. That is where 
these lawyers come In, you know. They like to work nights. 

Soong: They make us work nights, too. 

H.M. Jr: Well, unless there is something else, Dr. Soong, I will 
finish with these gentlemen. 

Soong: So we would 

H.M. Jr: We will let you know tomorrow what success we have 


met with. 
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Soong: I would wish you to consider that instead of announcing 
that the fund is provided or something like that, we are undertaking 
with the Chinese Government that we will order by Universal all this 
stuff, so that it will make a much better presentation to the Chinese 
Government and people, and as you rightly said, the Chinese poli- 
tician must look out for his head. I have to, too. 

H.M. Jr: I see. 

Soong: I hope you will bear that in mind. If we get the same 
result in terms that might arouse the ire of my country at me 

H.M. Jr: We will give that careful consideration. 

White: I take it also that if there is a statement, he will have an 
opportunity to see it. 

H.M. Jr: We will let him write it. 

Soong: Unfortunately, my English is not good enough. 

Well, how would you like to make this fund? We would have now 
about 20 million dollars worth from the fund “A” and “B”, 50 million 
from the stabilization. In addition, if we can get it, and I think we 
ought to be able to get it, another 1214 million. That would make it 
nearly 82 million, isn’t it ? 

Gaston: 8214. 

White: I am not surethat I follow him. 

H.M. Jr: Neither am I. 

Gaston: He was adding up the total monetary resources of those 
three funds. 

Soong: There is the existing 20 million, 50 million and a half 

White: Well, I take it that those are details, or at least those are 
matters to be discussed when we know how it comes out tomorrow. 

Soong: You mean these sums could be—how it could be made, how 
the sums could be tied together? Because I am not sure that the 
British are ready to tie them up together, you see. 

White: Well, I take it that the Secretary properly, with respect to 
that, has as much information with the proper qualifications for tomor- 
row morning. After that, he will be in position to discuss the matter 
further. 

H.M. Jr: Yes. If, after all, I stick by this extension of the 50 mil- 
lion, you see, and I think I may have to do that, that it is simply an 
extension; well then, in that it would be just an extension of this fund 
which would permit you to draw to the extent of an additional 30 mil- 
lion of new money, you see. 

Soong: 30 million of new money ? 

H.M. Jr: You have already used 20 and you have 20 million dollars 
worth of gold. 

Soong: But that would—do I understand that this is only to borrow 
30 million, not 50? 

H.M. Jr: No, what we are talking about is an extension of this 
present arrangement for another year. 

Soong: Well, that 20 million is really our own money, isn't it, for 
the purpose of window dressing? 

H.M. Jr: Well, they didn’t—I don’t think Dr. Kung ever called it 
window dressing. It is the first time I have ever heard it called 
window dressing. 

Soong: But it isso, isn’t it? 
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- H.M. Jr: I don’t think so, no. Certainly Dr. Kung thought it was 
a good piece of business. 

Soong: Well, as far as that is concerned, he made what he called 
loans in silver, but it amounted to the same thing, only paying a little 
more interest, that is all; but I don’t quite get it. Didn’t the President 
announce that something like a hundred million—50 million from the 
stabilization and 50 million 

H.M. Jr: You can get a copy of the announcement. It was in to- 
day’s paper. What the President said was that I would appear be- 
fore these committees tomorrow. Itisallinthenewspapers. I forget 
just how the language was. 

Bernstein: A proposed extension of the stabilization arrangement 
with China, and in our discussion with the State Department we made 
it perfectly clear to them what we had in mind. 

H.M. Jr: And then Mr. Jones wrote a letter to the President, which 
I never saw until after it was given out, in which he made certain 
statements entirely on his own, but after all, what Mr. Jones writes 
the President is between Mr. Jones and the President. But I never 
saw the letter until after it was given to the newspapers. I have a 
very, very difficult task. I am not at all sure that I am going to be 
successful. I have to do some window dressing tomorrow. 

Soong: Well, I don’t want to be ungrateful. We have no right to 
ask anything of you, but it does seem to me that it will come as a 
great shock to our people if they think—if they had the misconstruc- 
tion that it was a hundred million and now it is only eighty, because 
as far as General Chiang is concerned, he was asking for two or three 
hundred million for the currency loan. I cannot but feel that he 
would be very disappointed. 

H.M. Jr: Of course, he hasn’t got anything yet. The only thing 
definite is the 50 million from the Export-Import Bank, but until 
these Congressional committees tell me they are satisfied, I can’t move, 
and I have made that very, very plain to everybody, and I mean there 
would be no purpose to ask these two committees to call a meeting 
tomorrow and let Mr. Hull and me appear before them if the matter 
was all settled. I mean, if you read the paper today, it is all very, 
very tentative. I mean, they may tell me to do nothing tomorrow. I 
am going to do the very best I can, with Mr. Hull’s help, to get their 
approval, but as the matter stands now I am committed under my 
word of honor to do nothing until I appear before these committees. 

Soong: I know what a difficult task, Mr. Secretary, you have be- 
fore you, but couldn’t you ask for 50 million instead of 30 million, 
because the situation in China is really very bad and we are not opti- 
mistic. All the facts and figures go to show it is so. At best we 
have—even if we only get 50 million we have only about 80 million 
dollars funds. 

H.M. Jr: Well, leave it with me, will you? You have to, anyway, 
and let's see what happens tomorrow. We will see what happens 
tomorrow. I mean, if enero Vandenberg and Senator Taft appear 
tomorrow, I don’t know what is going to happen. 

Soong: I say quite frankly, although I say it on my own responsi- 
bility, and it might sound ungrateful, but I would rather that I failed 
than to present it tomy people, because from what I saw I had given 
them to understand that it was a hundred million, and as far as the 
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circumstances of the Chinese are concerned, for what we deserve, we 
do not deserve that much, but for what we need, we need that and 
more. 

White: Well, Mr. Soong, it wouldn’t be a question of your failure 
being involved in this one way or another. I think the Secretary has 
pointed out that he will do the best that he can and beyond that I 
don’t think there is any reason for discussion. 

Soong: Well, don’t think that I am ungrateful. I am very grate- 
ful for all you have done for us. This is the most that you have done 
for us, but I do hope that you will find it possible to give us—I hope 
it will be 

H.M. Jr: I am very unimportant. We do these things and we hope 
for the best. I gave a good many years of day and night to the French 
nope and today there is nothing to show for it, so as I say 

soong: Well, we hope you will not disappoint us, Mr. Secretary. 

H.M. Jr: One just doesn’t know. I have spent day and night try- 
ing my best to help the French save themselves, and all of that has 
gone to waste, so fortunately I am an optimist and believe in democ- 
racy and I do the best I can. 

Soong: Thank you very much. I hope I have not been rude, but I 
was really taken aback. 

H.M. Jr: Well, I thought, you see—I knew more of it than you did, 
that was all. 

(Mr. Soong left the conference.) 

Of course, this fellow couldn’t dream I made it perfectly clear to 
Sumner Welles that what we were talking about was that thirty. 

White: I think it came as a shock to him. 

H.M. Jr: And he had no way of knowing what was in our minds. 

White: No. They didn’t tell him, apparently. I don’t know 
whether they approached him. 

H.M. Jr: Listen, I hate to show before him that we have an Ameri- 
can Ambassador, and the Secretary of the Treasury doesn’t even know 
what is in his cables. 

Cochran: We haven't seen any of his cables. 

White: It would have shown some light. 

H.M. Jr: It is the most outrageous piece of business I ever saw, 
that the State Department withholds these cables from me. 

Cochran: And then bring pressure on us to do something over the 
week-end without any knowledge of the situation at all. 

H.M. Jr: I mean it is—well, I won’t say it is humiliating because 
I am so used to it now that I don’t get humiliated, because I think it 
is disgraceful on the State Department’s part that they withhold that 
information when we do everything possible to constantly service them 
with everything that we have. 

White: Not only that, but if you don’t know you are not getting 
the information—but you think you are getting the information. It 
was quite interesting, what he had to say. 

H.M. Jr: Why, it is outrageous that this thing that comes through, 
which has to bear on this stuff, that they don’t tell us. When Alex- 
ander Kirk was in there, he made some references to some cables he 
sent and I said, “Well, I don’t see them.” He said, “You mean to say 
that they don’t show them to you?” 
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Bell: I kind of have a feeling that we have been taken for a ride, 
anyhow, over the week-end. 

H.M. Jr: Oh, I know it. 

Cochran: In a ricksha. 

Bell: Yes. 

H.M. Jr: With Jones’ letter to the President and the rest of us. I 
mean, I am perfectly conscious that I have been taken for a ride. 

Foley: Jones’ letter says an additional hundred. That is where he 
gets the impression. 

White: I think he had a right to be a little bit shocked. 

Gaston: Oh, yes. 

H.M. Jr: I know it. I read it ten times. 

Bell: Our statement didn’t say that. 

Bernstein: But Jones’ letter specifically said additional credits of 
a hundred million dollars. 

White: Probably the first thing he did was cable that to his govern- 
ment. 

Bell. That is 70 million from the Export-Import Bank. 

Gaston: Of course, your statement prepared for the committee is 
such that the gold could later be surrendered. They will make a 
straight credit of fifty under that statement you are making to the 
committee. What he is asking for, you could do under that state- 
ment you are making to the committee. 

Cochran: I wouldn’t rush to do that, though. 

Gaston: No, it doesn’t have to be written that way. 

White: You don’t have to make that decision until later, but the 
way it is fixed, you can let the 20 drop to 15. 

H.M. Jr: He is on the spot and it is through no fault of his, but 
when he got that way I just thought I would let him know 

White: It was embarrassing. 

: Foley: Well, he kept saying it was window dressing. He asked 
or it. 

White: He added 15 and 20 

Gaston: He knew all the time. That is the reason he made that 
addition. 

White: No, he didn’t know. 

Bell: Well, it was stated right at the first. 

Bernstein: No, he was really taken aback, Herbert. Don’t you 
think so? 

H.M. Jr: How could he have known it? 

Bell: I thought it was said in the first part of the conference, 
something that 

White: Nobody mentioned the thirty. That is why when he added 
it I didn’t want to say yes. 

H.M. Jr: Harry says, “You want us to tell him?” I said, “Go 
ahead.” 

White. He was incorrect, and I didn’t know whether you meant to 
let him have it or not. 

Bernstein: When he didn’t get that 20 million after what the Secre- 
tary said, he probably blamed it on the lawyers. 
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(Book 338, pp. 210-232) 


Grour MEETING 
DrcemBer 11, 1940. 
:30 a.m. 
Present: 

Mr. Gaston 
Mr. Graves 
Mr. Schwarz 
Mr. Wiley 
Mr. Klaus 
Mr. Pehle 
Mr. Bell 
Mr. Foley 
Mr. Stewart 
Mr. Bernstein 
Mr. White 
Mr. Cochran 
Mrs. Klotz 


H.M. Jr: What kind of reception did we get on our vote? 

Bell: Well, we don’t know yet. 

H.M. Jr: Do yousee, Sam, all the trouble you make? Fifteen peo- 
ple. Trouble maker! (Laughter.) I have been gradually sort of 
getting into this question of freezing more and more as I get odd 
moments; and, yesterday, I had Mr. Stewart for lunch, who has 
been advising me for several years, and I always take his advice ex- 
cept before election. He doesn’t take mine. He correctly—shall I 
use the word “frightened” me on this thing. Is that too strong? 

Stewart: No, I guess not. 

H.M. Jr: The first suggestion which he made was that Harold 
Graves take a look at this, purely as an organization matter, and I 
want to say this, that whatever we do on the setup, it is absolutely 
Pehle’s responsibility. He has done an excellent job, and I have 
looked to him, and the particular paragraph that Mr. Stewart ob- 
jected to was where they said that we could carry this thing out 
successfully. 

Wiley: That is paragraph 5, sir. 

H.M. Jr: Well, he says that that just isn’t so. Is that too strong? 

Stewart: I think I said that you couldn’t carry it out with the ex- 
isting organization, and that if you accomplished the purposes that 
were set forth there, you would need something of the kind of organi- 
zation that was outlined in the other memorandum. It says here, 
“In a short time could set up an effective control.” I didn’t think 
that was true. 

H.M. Jr: Now, I want to say this. I didn’t realize until yesterday 
that Pehle had not seen this proposed setup. 

Wiley: I have discussed the matter in great detail with Mr. Pehle 
right from the beginning. I thought he was familiar with every 
aspect of it. 

H.M. Jr: Well, he can talk for himself. 

Pehle: Well, I think the memorandum obviously—I have heard 
something about some proposals that were talked about too—relating 
to the intelligence phases of the work. I also saw one draft of the 
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memorandum that is proposed to be sent to the Secretary of State, 
and I agree with the memorandum. I think that the proposals, as 
outlined in the memorandum, which I read yesterday, over-sensa- 
tionalize and over-emphasize the intelligence aspects of the work. 

H.M. Jr: You mean “over-Klaus-ize.” (Laughter.) 

Pehle: On the general problem, 1 think that we talked the matter 
over with the various people yesterday or some of the various people 
that are interested, and I think that we are in general agreement on 
the proposition that freezing control at the present time is a desirable 
thing to do, and that the intelligence phases of the problem, which 
constitute one of the phases—— 

H.M. Jr: Ed, I can’t see your face. Would you sit where I can see 
you or hear you? Come up here, Ed, will you? I can't either see or 
hear you or feel you. (Laughter.) PI leave out the other sense 
“smell.” (Laughter.) Go ahead. I’m sorry. I don’t want to get too 
serious about this. 

Pehle: I think we are in agreement that it is a desirable thing to do, 
and I don’t think there is any radical disagreement on tactics. There 
may be some question as to timing, but the main point is that we all 
feel that it is a desirable thing to do right now, at the present time. 

H.M. Jr: When you say, “All,” who are you talking for? 

Cochran: He isnot talking for me. 

Pehle: We had a meeting in Mr. Gaston’s office yesterday, and Mr. 
Wiley and Mr. Klaus and Mr. Bernstein and Mr. Graves and myself 
were there in addition to Mr. Gaston, of course. 

H.M. Jr: But not Mr. Cochran and not Mr. Bell and not Mr. Stewart. 


Pehle: .... and Mr. White and Mr. Foley. 

White: You could include my name in the general agreement. I 
would have agreed if I had been there. 

H.M. Jr: Without listening to the argument? 

White: Yes. 

H.M. Jr: All right. Well, Herbert, you had this meeting. Do 
you want to make a report? 

Gaston: Well, there was a general agreement of those that were 
there, the names that Mr. Pehle has mentioned, that freezing controls 
were desirable, and that we could put into effect freezing controls 
that were administratively feasible. Now, the extent of the work and 
the difficulties will depend upon how deep you go, how much territory 
you want to exercise a certain jurisdiction over. There was some dis- 
agreement as to the suggestions of Mr. Klaus and Mr. Wiley in regard 
to immediately putting men into certain corporations, but the feeling 
of Mr. Pehle and Mr. Bernstein is that we ought to proceed, as I 
gathered—was pretty much that we ought to proceed pretty much on 
the pattern of the controls we have now, and then discover by opera- 
tion how far we wanted to go, but that we could put in very effective 
and desirable controls without a very great change from the mecha- 
nism we are using in the other countries, and that it would be very 
well worth doing. I think all of us agreed that before we actually 
do that, we want to give some more study to just the mechanics that 
we are going to use and what variations of the present pattern we ought 
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White: Mr. Secretary, I would like to see the two questions segre- 
gated because I think they each are important in their own right, and 
J think there may be some confusion as to the agreement on both. The 
one question to which 1 directed my remarks, and one question which 
I feel a definite—have made my mind up definitely on is that of an 
extension of control. That is quite independent of Mr. Wiley's and 
Mr. Klaus” proposal of adding to that, investigations of corporations, 
which I think, as 1 talked it over with them, has some merit if ap- 
proached in a certain way, which might be the way they have in mind, 
gradually and slowly, but I think that is a secondary problem to our 
major problem and the one which 1 would like to see a decision made 
on separately from the other because the other can be imposed or not 
after the first, and with respect to the question of extension of control 
along the pattern which we at present have, 1 won't go into the desira- 
bility because I think there is disagreement among most of the mem- 
bers, but I will direct myself against what I think is Mr. Stewart’s 
opinion, that it would be extremely difficult to administer effectively. 
On that point, I think that the experience that we have had bears out 
the belief that we can extend it, and when it said successfully, obvi- 
ously it doesn’t mean with a hundred percent efficiency. It means 
with the same degree of efficiency which this committee has been 
moving toward. It will involve some additional expenditures, not 
only by virtue of the fact that you are increasing the number of trans- 
actions, but in addition to that, that there are certain types of controls 
which we have been talking about, and which we are on the verge of 
coming to a final decision on which would be necessitated by the larger 
plan, which would involve possibly a hundred thousand dollars a year 
additional expense, maybe a little more or a little bit less, but I think 
it is exclusively a matter of expense within that range as to whether or 
not you want to get a much smoother working operation and if you 
have that plus the additional expense of the merely increased area of 
operations, I think you can work with a considerable degree of effi- 
ciency toward the objectives which we have and that is quite separate, 
as I say, from their plan, and I don’t see anything in our experience, 
and I would like to have it pointed out if there is, which justifies the 
view that Mr. Pehle cannot handle the whole situation provided he 
is given ample funds and provided that some allowance 1s made for 
the laxity which inevitably takes place during the first few weeks of 
expansion, first month or two, so that if that is the cogent reason 
against the administration, I think it can be met. 

Stewart: Mr. Secretary, I am not either for or against freezing. I 
am simply for having the Secretary see what is involved in the pro- 
cedure and the purpose here, as I understand it, in the memorandum 
to the Secretary of State, was to control subversive activity because 
there is a letter attached from J. Edgar Hoover, and it said in a 
separate memorandum what may be in much more detail and more 
startlingly put than need be, but I think that some form will be re- 
quired if you are really going to have effective control over subversive 
activity. The question of whether or not one takes the present ar- 
rangements and has an order to cover additional countries and has 
people to report, that is quite different then. It is to expand your 
activity along the lines you are now acting. But I think now is the 
time for a complete report in which is revealed to you exactly what is 
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intended. It either is now the time to tell the Secretary of State and 
others that you can not control subversive activity without having 
this information; and, if you do have it, you can lve a very large 
control over it, or it is something else, and I don’t believe the present 
information that we get can be set up in such a way that you can tell 
others that this is the sort of thing which will give you the control of 
subversive activity. 

H.M. Jr: Well, here is the information which I would like to have 
from somebody within 24 hours, which I have been unable to get. 
Now, I get a memorandum about a five million dollar transaction 
which wasn’t clear, Sam, the way you wrote it. I mean it was too 
much condensed as to who—just what device they were using to buy 
these General Electric bonds, wasn’t it? 

Klaus: Yes. Well, it isa 50 or 60 page memorandum. 

H.M. Jr: Well, anyway, by the time you boiled it down, I didn’t 
know how you did it, but the point I am getting at is, I would like to 
have a list, and I suppose it would come from Pehle, of where we 
actually know—and I would like to have it ready tomorrow morn- 
ing—of cases of money that the Germans are using in a way that we 
don’t want them to use itif we had control. The same for the Italians, 
you see. I mean, how many cases do we know or suspect of the use 
of funds in this country for ways that we think are injurious to the 
processes of democracy. Now, how many cases do we know of money 
either leaving or coming into the country, that if we had control we 
wouldn’t let them doit. Yousee. Now, there must be—now, if you 
either know or suspect, I wantit. Then the other thing which I have 
been unable to get is a document showing how do the Germans treat 
American investments in Germany and Italy. 

White: We have that. 

H.M. Jr: Well, if you have it, itis kept as a secret. In other words, 
I would like—an American businessman doing business in either 
Germany or Italy, how is his investment treated? What methods 
does he have to go through to get his money out? Can he get his 
money out? What has happened to the management of the factories? 
Do you see? 

White: We have it about Germany. You added Italy. 

H.M. Jr: Well, who is going to give it to me? That isn’t Pehle. 

White: No. We should be responsible for that, I think. 

H.M. Jr: Well, can you do it in 24 hours? 

White: We can do something in 24 hours, pretty comprehensive 
on Germany. On Italy, I am not so sure. 

H.M. Jr: Well, what they have. Let's see. I mean some—if we 
are going to do it, I want to say, we'll look at the way they are treat- 
ing our people. What excuse have we got? What representation has 
the State Department made about General Electric and General 
Motors and all the rest of it? What have they done about it, and 
all of these big factories that have investments in Germany? I know, 
for instance, that Mr. Evans was the manager of all the General 
Motors factories in Germany. He can't even get into his own fac- 
tories. He doesn’t even know what they are making. They won't 
tell him what they are making, whether they are making automobiles 
or airplanes. He doesn’t even know. I mean—but if Germany has 
the Ansco factory at Binghamton, New York, they can make what- 
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ever they want and there are no ties on it. So it isn’t a question of 
our being the aggressor. I would like to have another—I told Wiley 
when I got around to thing [sic] we would keep working on it. I 
would like another preliminary run after our nine-thirty meeting on 
this tomorrow, you see. At ten o’clock we will have another look at 
this. But those are the things that I want to know, what is happening, 
as I say, to the Americans. Then the other thing that I would like 
from somebody: How much money through postal savings goes to 
Germany and Italy every month? 

White: We can get that. 

H.M. Jr: Well, 1 want to know how much money is going to Ger- 
maay and Italy through postal savings or any other known—do we 

know 

Klaus: The remittances 

H.M. Jr: Do we know 

White: We know how much postal savings, I think. 

H.M. Jr: Do you know how many remittances through the banks, 
how much money is going to Germany? Well, we ought to. 

White: That I don’t—— a 

H.M. Jr: Well, we ought to. 

Gaston: There is another thing. That is the accumulation in the 
United States of funds by Germany through the sale of those various 
things: marks and the food packages and so on, which resulted in as- 
sumed payments, present or future payments, in Germany and the ac- 
cumulation of German balances in the United States. 

H.M. Jr: Well, we ought to have that down. Now, I made the 
statement to Mr. Hull that we thought there were five hundred million 
dollars of investments in this country. 

Wiley: Controlled by Germany ? 

H.M. Jr: Controlled by Germany. Somebody told me. 

Klaus: That is right. 

Wiley: Yes. 

H.M. Jr: Well, I would like a figure on that, you see. This thing 
hasn't been prepared. It is all right—I am not criticizing Mr. Wiley 
and Mr. Klaus. They have done their part of it, which is their re- 
sponsibility, but when it comes to being an advocate for this thing, 
the ground work has not been done for me. 

Gaston: Wouldn’t you like to have a memorandum outlining the 
plan of organization from the funds control as to how this thing 
would—how it would be administered, how we would start in on it. 

H.M. Jr: Before that, Herbert, if you don’t mind, that comes last. 
What I would like to have is an inventory of this situation so that— 
how can a German do business in this country and to the best of our 
knowledge what is he doing? Second, how can an American conduct 
his business in Germany, to the best of our knowledge, yousee? Then, 
what are the transactions that we know that are going on financially 
which, if we had control, we would want to stop? 

Gaston: This is more than just a subversive activities thing, unless 
you give that word a very, very broad meaning indeed. It is a ques- 
tion of economic and monetary defense involved here, and I think we 
ought to put it on that basis. 

White: I agree with Mr. Gaston completely. I think the injection 
of the objective of finding out and attempting to eliminate subversive 
activities has distorted the main strength of this objective. If it can- 
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not stand on its own legs on economic defense grounds, the other is 

H.M. Jr: Well, I think that that to Wiley and Klaus is credit be- 
cause they have done a good from their standpoint. 

White: That is right, but I would like to see the problem separated 
because I don’t think there is anything gained by combining the two 
because whether or not you will utilize your control in an attempt 
to eliminate subversive activities as a secondary problem and involves 
a lot of—an extension of activities which is not implied in the first. 
category. 

H.M. Jr: But Walter Stewart says let's be honest about this with 
each other. I am not being personal. Let's see where this is going 
to lead us, and he says he thinks that the Wiley-Klaus memorandum 
is a very honest memorandum because it most likely will lead us there, 
and he says I will become a part of one of the worst “witch hunts” that 
we ever had in this country. 

White: Well, it doesn’t have to lead us there unless you want to be 
led there, Mr. Secretary. You can stop with our controls the same as 
we have stopped and, in other words, you only take up the subversive 
activities if, in your judgment, after an examination of all the “pros” 
and “cons” you think it is desirable to do so. Itis true, it is impossible 
to follow their plan without exchange controls, but I think it is equally 
true, Mr. Secretary, that it is possible to stop with the controls as we 
have them without pursuing the attempts to find out subversive ac- 
tivities and I think the strongest case, at least in my mind, that can 
be made for the extension of controls rests exclusively on problems 
of larger policy of economic defense, et cetera, and does not involve 
subversive activities, which is an additional problem, if you want to 
go in that direction, but I don’t think it is fair to imply that if any 
such implication has been made, that those of us who are in favor of 
extension of controls do so because it makes possible the kind of pro- 
gram which Mr. Klaus has. It would be an additional advantage. 

H.M. Jr: But the Wiley-Klaus memorandum is the only one I 
have got on it. 

White: Well, because we settled the other problem a month ago, 
Mr. Secretary. I mean I thought we had settled the grounds of ex- 
tending control before they came on the picture. It don’t know 
whether I am mistaken on that, but I thought 

Gaston: What they have said is that this is a suggestion of the 
fund contro] which was advanced here, and it would aid very greatly 
to the facilities for tracing the subversive activities, and I think that 
is true, no matter to what degree you go into it. Even the most modest 
form of control will give you a great deal of information useful in 
detecting of subversive activities, but naturally, because of their in- 
terest in that, they have been led to develop a memorandum on that 
particular phase of it, how you can increase the information for the 
detection of subversive activities, but I don’t think that is essential 
to the scheme, but you will get a great deal of value as soon as you 
put the controls on in any form. 

H.M. Jr: Walter, in addition to the things that I have listed, which 
have nothing to do—what else do you think I ought to have from the 
standpoint of the economic and financial thing? What else would 
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Stewart: I think that series of cases ought to give you what you 
need, what actual cases you can get, the holdings over here, the treat- 
ment of the people over there. 

H.M. Jr: Can you think of anything else? 

Wiley: Mr. Secretary, I think it is most important that the foreign 
holdings in this country be identified. That would be an accurate 
census of German concerns, banks, industries, That requires an awful 
lot of work and a good many people. 

H.M. Jr: Well, I think 1f that is important, I think the other 
thing which ought to be pointed out as far as we know, to what 
extent Germany is using this Swiss bank. I think that that ought 
to be put down. 

White: Well, that would be part, I take it, of the census which 
would automatically be made available. 

H.M. Jr: Granted, but I mean for doing this thing. I think we 
ought to put down everything that we know that Germany is doing 
in the way of clearance through this Credit Suisse. 

Bell: Swiss bank. I don’t know whether you can get that or not. 
Can you? 

H.M. Jr: Well, we know quite a lot. 

White: Well, we can give a little information and justification to 
push it further, because otherwise it wouldn’t be accurately presented. 

H.M. Jr: Harry, on this thing, isn’t there somebody else in your 
shop than can do this in 24 hours besides yourself ? 

White: Oh, I couldn’t possibly do it. 

H.M. Jr: I mean you have got more than you can carry now. Isn’t 
there somebody else that you have got? 

White: If there isn’t, there is something wrong with my shop. 

H.M. Jr: Is there? 

White: Yes. 

H.M. Jr: Who is it? 

White: I would turn the general task over to Coe and he would 
need the help of several people. 

H.M. Jr: I am just putting my mind to this. How about the 
Swedes? Are the Swedes acting as a channel ? 

Wiley: Yes. 

H.M. Jr: All right. And then what do we know about what the 
Japanese are doing? 

White: Well, we have discovered that the Japanese have been under- 
stating their foreign balances. We know that they seem to be operat- 
ing through—in cooperation with the Giannini Bank. Beyond that 
we haven’t pushed the matter. 

H.M. Jr: Well, you can have a surmise, and then we have thought 
on a volunteer basis we would give this information. Well, we found 
that on a volunteer basis we didn’t get this information on the Jap- 
anese, you see. So we don’t know how much more we are not getting, 
but it is purely on a volunteer basis. And I would put in that we 
don’t really know what the English have. 

White: No, we don’t, and this would be very helpful—they don’t 
know either, Mr. Secretary. 

H.M. Jr: Well, I say I am thinking of the things. 
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Bell: But that would come out of just an extension of the present 
exchange control, and we would have a census without going into 
this second phase, necessarily. 

White: Quite. 

Klaus: You are assuming that the British would be friendly and 
that is why. 

H.M. Jr: Dan, we could do the thing in two steps. 

Bell: Well, I agree with Harry that there are two problems here, 
and I think, if you wanted to extend your present exchange control, 
you can, and ask for a census, just like we have in the other countries, 
and I think you get a certain amount of valuable information. You 
probably don’t get it all, and you probably don’t have a one hundred 
percent exchange control, but it is pretty effective. The second phase, 
going into industry and banks, I cane you ought to think about it. 

H.M. Jr: Well, I do, but how about this first phase? 

Bell: That we have already recommended to the State Department. 

H.M. Jr: I know. That doesn't: 

Bell: I was in favor of it in the summer, but I don’t know whether 
now it is too late or not. These boys know more about it than I do, but 
I should think it might be too late. 

White: I think it is inevitable, Mr. Secretary. 

H.M. Jr: Can you (White) think of anything else we ought to 
have? Mind you, I don’t expect you to give a finished report, but I 
want somebody working on this. 

Cochran: I think, Mr. Secretary, someone ought to point out the 
difference in administering this for countries such as Latin America 
and the Far East, and so on, as apart from these countries which have 
been occupied. I mean, so far the British blockade has involved most 
of our problems where we are passing on applications affecting trade, 
but in this new setup with Japan and Russia and so on, it would be 
fixing a policy as to what goods you were permitted to move. I think 
on that we would have to have Commerce in and State Department. 
It would make a much more complicated problem than Pehle is facing 


now. 

White: Well, I think that complicates it a little unnecessarily, Mr. 
Secretary. What we would have to have—I take it that the Treas- 
ury is merely the administrative group that—it is true that policy 
would have to be determined by other departments or in cooperation, 
and it is likewise true that the determination of their policy is a 
difficult thing, certainly not an easy thing, but once that policy is de- 
termined, the administration is, I think, much less difficult than one 
would gather. 

H.M. Jr: No, but it is perfectly proper, and I want all of the diffi- 
culties pointed out because—I mean, that is the way I work. I don’t 
want to find out the difficulties after I am in it, and my whole purpose 
is to point out: What are we getting ourselves into? Once we are in it, 
I have got to carry the load. 

White: Certainly, the difficulties should be pointed out, and we 
should also have an opportunity to evaluate those difficulties because 
these questions of the difficulties and whatnot are a question of judg- 
ment and so on. P 

H.M. Jr: And Merle, what you might do for me this morning is: 
please ask Sir Frederick Phillips if he could give me a memorandum 
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by tomorrow morning—I have already asked him about it—how he 
would feel about our putting on complete controls, and if he could 
write the ticket, what would he like us to do. 

Cochran: Allright, sir. 

H.M. Jr: I mean, 1f it was purely from his standpoint of what is 
good for his Government, what would he like us to do. I would like 
that tomorrow. You might ask Clark to do the same. 

Cochran: All right. Thatisthe Canadian? 

H.M. Jr: Yes. And while I am talking about Canada, I want to 
know what happens to American industry in Canada. Somebody 

White: We have that information. They have only gone a short 
way on control over exchange. 

H.M. Jr: Well, whatever they have. What have they done, you 
see—take it, it is very loose in Clark’s statement. 

White: Very loose. They are beginning to tighten up. 

H.M. Jr: Well, let's have it. 

Gaston: 1 still think that somebody ought to get to work on a 
general summary which is very short, an outline of what we might 
do in this field, so that we can judge what it involves. 

Bell: Well, Pehle has done some work on that, haven't you, John, 
at least he has been thinking about it and has been trying to find 
people to bring in here, and he has already brought in some to get 
experience before we tackle it. He hasn't brought in enough, of 
course. 

Gaston: We ought to get on paper what we are contemplating 
or what we might reasonably contemplate. 

H.M. Jr: That is what I am trying to do, Wiley? 

Wiley: I want to refer to—— 

Gaston: You said that was a later step. I don’t think it is a later 
step. I think it is something we want to look at right now. 

Wiley: I want to refer to what Dr. White said about the extension 
of freezing. So far, we have frozen invaded countries where there 
has been a certain amount of goodwill, and we are protecting their 
assets, and an extension of freezing, we go right into something quite 
new and different. I don’t think it can be looked upon as a continua- 
tion or an expansion of the same thing. 

H.M. Jr: Granted. You are right. 

Now, Harold, have you had a chance to look at this setup? 

Graves: I examined Mr. Wiley’s memorandum. 

H.M. Jr: What is your criticism on it? 

Graves: Well, I think that—should it be decided that it was advis- 
able to go into this subversive activities as an adjunct to this whole 


program, I think that their proposition is administratively feasible. 
H.M. Jr: Youdo? 


Graves: I do. 

H.M. Jr: Well, I am glad to get that. Now, what I want you to 
do, I want you to stay on this thing. I want you today to go down 
into Pehle’s shop and take an inventory of it and see how much ex- 
pansion can they take and how well is it being run. Have you done 
a job on him? 

Graves: No. 

H.M. Jr: Well, you had better. (Laughter.) You had better do 
a job on him. Just go through him like nobody’s business and how 
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good is he, you see, and how ready is he for expansion, and so forth 
and so on. That other little job you took, it was only a matter of 
five or six men, wasn’t it? 

Graves: Twomen. You mean I used on that? 

H.M. Jr: No, the one I asked you to do after I came back—Schwarz. 

Graves: Oh, no, I haven't done that yet. Ihave simply gotten some 
preliminary information from Mr. Schwarz. 

Hu Jr: Well, push that through, but this thing here also, will 
you? 

Graves: Very good. 

H.M. Jr: Meet Mr. Graves, Mr. Pehle. 

Pehle: Mr. Secretary, on the thing that Mr. Cochran is going to do 
with regard to sounding out Sir Frederick, I assume that that implies 
that we can so administer the control that it will interfere in no way 
with the British Government or its citizens in England and in Canada 
unless we want to do so. 

H.M. Jr: Well, that is too broad a statement. All I want him to 
say to this—he will report the message the way he always does. I 
have already said it to him. I would like him, Sir Frederick, to say 
if he could write the ticket for the United States Treasury, how would 
he do it. Now, he is going to do it so it will be O.K. for their citizens, 
but I can’t guarantee to him that we are—— 

White: That is why he will probably not be in favor of it because 
he knows that once you put exchange controls on England that you 
can’t guarantee further restrictions which might later be imposed. 

H.M. Jr: Well, let’s see what he says, oo give them a chance to 
write a ticket. 

Wiley: Mr. Secretary, I went over those memoranda again this 
morning, and I must say I don’t see anything sensational. I really 
don’t. The whole thing is—if the question of freezing is sensational, 
and we are living in a very sensational moment now, but this propo- 
sition to seek for at the source instead of “closing the barn door after 
the horse has been stolen,” I think it is better to do it first. I don’t 
see where anybody’s rights are infringed or there is anything particu- 
larly spectacular. 

H.M. Jr: Well, this having a representative in every factory and 
all that. 

Wiley: Not every one, sir, just selected ones of particular interest. 

H.M. Jr: You wouldn’t call that just—how should I say—an ordi- 
nary daily occasion, daily matter. 

Klaus: Well, reports wouldn’t be a daily occasion. They would 
have to file reports regularly anyhow; and, as we see it, the problem 
is only one of timing. Whether you wait 30 days until we write you 
what they think, you ought to know; or whether you are there when 
they have still got the bare bonds and the cash and the black books 
and the evidence, they don’t want you to see. 

Wiley: If you have freezing, you would want immediately and at 
once to put somebody in the "Yokohama Specie Bank probably. If 
you want to do that, why not the German Dye Trust, too? 

H.M. Jr: Well, of course if you would recommend that Mr. Edward 
Flynn would select the people, 1 would be more inclined to go along 
with you. Please put down laughter, (Laughter.) 1 think that 1s 
marvelous, because that is what you have got to do in Germany. 
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You have got to be a Party member, and that is one of the real plums. 
One of the Party members sits on the Board and says, “I don’t think 
you could clear this dividend, but if I could buy some of your stock 
at maybe 10 cents on a dollar, maybe I could arrange to let the thing 
gothrough.” I think that is the way they do it. 

White: That and worse. 

Wiley: As for a witch hunt, there are, of course, witches to hunt. 

H.M. Jr: True. Are youmen familiar with the Alien Property Cus- 
todian thing? It was in force during the Jast War. 

Klaus: We have a man working on that now. One of the points 
he makes is that I think the Comptroller General wrote a report to 
that effect, but the delay in institution of the Alien Property system 
resulted in the loss of lots of securities, cash, and so on. If the plan 
had been put into effect earlier, that would not have been lost. 

H.M. Jr: Well, Wiley, don’t misunderstand me. You have been 
with me the shortest time of anybody here. This is just my method of 
diagnosis. I don’t know where we will end up, but it is a real service 
when Mr. Stewart comes down and points the dangers out to me and 
where we are heading. 

Wiley: I think Professor Stewart is entirely right in suggesting 
that there will be repercussions. There will be repercussions, no 
matter what we do or if we don’t do anything there might be even more 
repercussions. 

White: Does Mr. Stewart recollect his own objections when we first 
put the control on? 

H.M. Jr: Just a minute, Harry. I am in no shape to go to Mr. 
Hull yet, because I haven’t mastered this thing myself. 

Gaston: We haven’t gone into the diplomatic or foreign relations 
phase of it at all. They have undoubtedly got a lot of material on 
that over in the State Department. 

H.M. Jr: Well, between Wiley and Cochran, between them they 
certainly have access to the State Department on this thing. They 
can go to Mr. Hull’s office and ask for it, and I am sure that they could 
get it. I mean, all you have got to do is to go to Mr. Hull’s office and 
say that you want this information for Mr. Morgenthau, and they will 
give it to you. 

Cochran: I think your State Department people are paired on this, 

Wiley and myself here. 

Klotz: What did hesay ? 

H.M. Jr: Paired. 

Well, seeing how you feel about it, I think you would be an ideal 
fellow to go over and get the stuff, Merle. 

Cochran: All right. 

H.M. Jr: I will let you and Wiley talk it over between you, but I 
think that we ought to—somebody ought to go through their files as 
to what is happening to American business in Germany. 

Cochran: Feis’ office has that. 

H.M. Jr: Has he? 

Wiley: I don’t think you will get anything very quickly. They 
have got a tremendous series of memoranda, some of which I myself, 
going back over a period of seven years, wrote, and I don’t think they 
have got any collective material. 
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Gaston: Well, Berle has been preparing a case, as Y understood him. 
He has been preparing a case against the freezing and probably has 
gathered all those objections together. 

H.M. Jr: Well, we are just getting into this thing. We will take 
another look at it at ten o’clock tomorrow, and I will keep looking at 
it until we get all the facts; and, Harold, you get in on the organiza- 
tion end and make sure that I don’t get in something beyond my 
depth at which we can function. That is your responsibility to make 
sure that—as we go along with this, whatever we propose we can carry 
out, and I am going to pin that on you. 

Graves: Allright, sir. 

H.M. Jr: So I think for a first meeting it is all] right. 

Stewart: Lam satisfied. 

H.M. Jr: I would like to see you (Stewart) later. How about 
eleven thirty? O.K.? 

Stewart: Yes. 

H.M. Jr: Allright. Iwill see you all at ten tomorrow. 
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Notes ON CONFERENCE IN OFFICE OF THE SECRETARY OF STATE, 9:30 
A.M., Monpay, DECEMBER 23, 1940 


Those present, Secretary Hull, Secretary Knox, Secretary Stim- 
son, Secretary Morgenthau, Admiral Stark, Admiral Towers, Stan- 
ley Hornbeck, James L. Dunn, General Marshall, Major Timberlake, 
and the Liaison committee, consisting of General Burns, Admiral 
Spear, Philip Young, and Colonel Maxwell. 

Secretary Morgenthau opened the conference by saying that the 
Liaison Committee had made up a table of pending aircraft requests 
received from countries all over tlie world. Further, that the Com- 
mittee had been notified by Curtiss Wright that 300 P-40 planes over 
and above those already on order could be produced in the spring. 
In addition, the Liaison committee had found out that Allison could 
build 150 “commercial” engines in addition to those on order for the 
British. 

The immediate question confronting the group was how to dividethe 
300 planes with the thought in mind that possibly some formula could 
be established in case similar situations arose in the future. Secre- 
tary Morgenthau said that it was his understanding that the Army 
Air Corps was not interested in these planes so that the total number 
might become available for other purchasers. The general idea was 
that probably 150 should go to the British and the balance should be 
allocated. 

Secretary Stimson inquired as to whether or not there were any 
guns available. General Marshall referred the question to Major 
Timberlake who replied that guns would have to be made available 
from those on order for the United States Army. Secretary Knox 
said that it would be the arming of the second 150 planes that would 
be the bottleneck. Admiral Stark inquired as to whether or not Brit- 
ish guns could be made available. Philip Young replied that the 
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British had told him that they would be 4,000 guns short by June for 
their own planes and that probably some planes would have to be 
grounded through lack of armament. 

It was suggested that the balance of the planes, that is, 150, should 
go to the Chinese, and Admiral Stark inquired as to whether or not 
the Chinese could furnish their own guns. To which Philip Young 
replied that they could probably furnish some. Secretary Hull sug- 
gested that as the President had promised thirty planes to the Greeks 
that the 300 P-40's should be divided 150 to China, 120 to South Amer- 
ica, and 30 for the Greeks. 

General Marshall said that he had a list of the various South 
American countries showing how the War Department thought planes 
should be allocated in that area. Secretary Knox stated that 150 
would have to go to the British. To which, Secretary Stimson added 
that the war was in Europe and the Far East, not in South America; 
therefore, the planes would go to the British and the Chinese. 

General Marshall said that there were three phases to consider; 
the arithmetical, the psychological, and a combination of the two. 
He added that after ail the planes should be allocated in such a way 
as to do the most good psychologically. It was his suggestion that 
no definite allocation should be made until the planes were ready 
for delivery. 

Secretary Hull said that he thought the planes should go to China, 
and Stimson added that he thought China should get pursuit ships 
before she got bombers. Secretary Morgenthau inquired as to 
whether there were any other pursuit ships available that the Air 
Corps did not like. Major Timberlake said that the Republic P43 
was not particularly well liked by the Army as it had no armor and 
no leak-proof tanks. General Marshall said that the P-43 had a 
speed of about 360 miles per hour but that he had grave doubt as to 
le usefulness to the Chinese because of the lack of armor. Admiral 
Stark asked if leak-proof tanks could not be put in those planes, but 
Major Timberlake said it could not be done. 

Coming back to the P-40, Admiral Stark stated that something 
would have to be done for China, and Secretary Hull added that he 
thought part of the planes should go to South America. The South 
American idea, however, was turned down emphatically, and it was 
resolved that the 800 P-40’s should be divided equally between the 
British and the Chinese, but that China should get immediate 
deliveries. 

Secretary Morgenthau suggested that the English place the order 
immediately inasmuch as Curtiss Wright had to let its subcontracts 
for materials if these planes were to be produced at all. It was 
suggested that China should get fifty from British deliveries in 
January, twenty-five in February,'and twenty-five in March, making 
a total of 100 which the British would give up. As compensation 
the British would get 300 with delivery in May, June, and July, of 
which fifty would at that time be allocated in accordance with the 
demand, leaving a net gain of 150 for the British. 

After a good deal of discussion, however, it was decided that if 
the British gave up current deliveries to the Chinese, then the British 
should receive planes on a two for one basis. In other words, the 
British would give up to the Chinese fifty in January, twenty-five in 


48-378—.65— vol. 1——-23 


336 MORGENTHAU DIARY 


February, and twenty-five in March, making a total of 100, but she 
would get back 300 later in the spring giving her a net gain of 200. 
Secretary Morgenthau said that he would get in touch with the British 
right away and ask them to place the order. 

Secretary Hull inquired as to whether there were any other planes 
available for allocation to other foreign purchasers, and Philip Young 
said that there were ten due to be exported to Iran in January and 
February. Secretary Hull seemed rather surprised and said he 
thought that the Iranian planes should be investigated by a sub- 
committee. Secretary Morgenthau suggested that the regular Liaison 
committee should look into the matter, and Secretary Hull said the 
State Department would be glad to cooperate and confer with the 
Committee on that matter. 


(Book 344, pp. 185-210) 


Grour MEETING 
JANUARY 3, 1941. 
9:30 a.m. 


Present: 
Mr. Haas 
Mr. Young 
Mr. Cochran 
Mr. Gaston 
Mr. Sullivan 
Mr. Thompson 
Mr. Graves 
Mr. Kuhn 
Mr. Schwarz 
Mr. Pehle 
Mr. Wiley 
Mr. White 
Mr. Foley 
Mr. Bell 
Mrs. Klotz 

Gaston: I have that letter you suggested. I still think it is wrong. 

H.M. Jr: Well, we will read it out loud. Herbert thinks this is 
wrong. 

“My dear Mr. President: The only way the Federal Government 
can be assured that German and Italian merchant vessels immobilized 
in our ports will be incapable of causing serious damage to channels, 
terminals, merchant shipping, or waterfront property generally, is 
to seize these vessels immediately and remove their officers and crews, 
and I therefore recommend that I be empowered to take this step, for 
which I now have legal authority. 

“There are two German merchant ships and twenty-eight Italian 
merchant ships at present immobilized in our harbors. One German 
ship is in Boston harbor, and the other at Port Everglades, Florida. 
The Italian ships are scattered along the Atlantic and Gulf coasts, 
with the exception of one Italian ship at Portland, Oregon, one in the 
Panama Canal Zone, and one in Puerto Rico. I am attaching hereto 
a list of these vesels by name, their locations, and other pertinent data. 

«All these vessels are under as close surveillance by the Coast Guard 
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as can be given without actually placing guards on board or seizing 
the vessels. Placing guards on board without taking possession of 
the vessel would only result, I feel sure, in sabotage, which could 
not be prevented as long as oflicers and crews remained on board. 

“As an example, the Italian tanker Brennero, loaded with Jubricat- 
ing oil, is immobilized at Port Newark, New Jersey. There is nothing 
short of seizure or maintaining armed guards on board, to prevent 
this vessel from getting underway and charging along the waterfront 
at Bayonne, New Jersey, where there is the greatest concentration of 
oil terminals in the world, and where a serious fire would be a na- 
tional disaster. While this vessel might be moved to a point where 
the possibility of damage would be less, only actual seizure would 
be complete assurance against destructive acts. 

“A very careful study has been made of the situation presented by 
these immobilized vessels, and I therefore recommend that you give 
me instructions to proceed immediately to seize these ships.” 

H.M. Jr: Well, I didn’t know that you had to remove the officers. 

Gaston: Well, you would have duplicate crews aboard, and I don’t 
see any point in letting the other crews remain aboard. They would 
just create trouble. You would have to remove their officers and put 
them somewhere. 

H.M. Jr: Well, that I wouldn't do. 

Gaston: I don’t think it would do just to put three or four or half 
a dozen men aboard a ship and then rely on their preventing the 
regular crew of the vessel from doing damage. The only way you 
could be assured that there wouldn't be any damage done is to take the 
crews off and put them somewhere else. 

H.M. Jr: Does Waesche agree with that? 

Gaston: Oh, yes. 

H.M. Jr: Well, I wouldn’t do that. 

Gaston: I don’t think you can select out the German and Italian 
ships without causing very serious complications. I think for one 
thing you invite 

H.M. Jr: Well, Herbert, then you might just as well say, which I 
am not ready to say, that the Coast Guard cannot do what the Presi- 
dent expects us to do, and that is to see that these ships are not either 
scuttled or let out into the channels and damage the waterways. I 
will not accept the responsibility as Secretary of the Treasury. I will 
not accept that responsibility. 

Gaston: Scuttling will be minor danger. There are a lot more 
things they could do. They could smash the machinery. They could 
have done it at any time, and they haven’t done it. 

H.M. Jr: That doesn’t mean they won’t. Was it the St. Louis dur- 
ing the War? What was that boat they smashed the machinery ? 

Gaston: All of them. > 

H.M. Jr: Well, I am not going to accept it. ; 

Gaston: The only way you can prevent that sort of thing from hap- 
pening is to take the boat, which I don’t think we have any precedent 
for doing. We can violate precedents, but I think we will invite re- 
prisals of different sorts. For instance, there has never been any 
sabotage ordered by Germany or Italy in this country, none at all. 

H.M. Jr: What about the St. Louis and those boats during the 
War? When we took them over, the machinery was damaged. 
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Bell: After we declared war? 

Gaston: Yes, absolutely, after it was known that we were declaring 
war. 

H.M. Jr: In view of the steps and in view of the position the Presi- 
dent has taken, and Secretary Knox, I am not going to sit there as 
custodian of these ships there; I won’t take the responsibility. 

Gaston: The only way is to take the ships, and of course in view of 
our normally neutral position, there is a question of our authority to 
do that and there is a question of whether we want to incur what will 
happen if we do that. 

.M. Jr: Do you mind if I put this up to Waesche at eleven-thirty 
with you here? 

Gaston: No, I don’t mind at all. 

H.M. Jr: Have you any objection? 

Gaston: Oh, no, not at all. 

White: Herbert, if you wanted to spend enough money, couldn't 
you put a duplicate crew or a larger crew on board? 

Gaston: Well, that is what we are talking about. That means tak- 
ing possession of the ships and the safest, most convenient way to do 
that is to take the other crews off and then you will be sure they won't 
be doing anything you don't want them to do. 

White: But you don’t have to take the other crews off. 

Gaston: It would be the logical thing to do. 

H.M. Jr: Well, that makes it impossible. Well, I am not going to 
take the responsibility and not carry it out. 

Gaston: If we were at war or about to declare war, of course, we 
would do it. 

H.M. Jr: Knox is willing today to put the Marines on those ships. 

Gaston: Sure, they want to get in on the thing. If you raise the 
question with them, they say, “Oh, we will take these ships.” 

H.M. Jr: Sure, and the slightest things happens, Knox is perfectly 
justified to say, “I told Morgenthau I wanted to do it, and he sent for 
Gaston and Gaston said everything was all right. He had charge of 
the situation.” 

Gaston: Well, it is perfectly evident that we are not in complete 
control of those ships unless we have our own crews aboard them. 
Lots of things can be done. 

H.M. Jr: I want to be in a position to say, “Mr. President, I can not 
guarantee that one or two or three things will not be done to impede 
traffic or this or that or the other unless—now, if you don’t want to 
give me that authority, all right.” 

Gaston: We can’t guarantee either that there won’t be other kinds 
of acts of sabotage having nothing to do with ships occur at any time. 
Nobody can guarantee that. 

H.M. Jr: Herbert, if you don’t mind, we will bring this up at 
eleven-thirty. I won’t be in that position, that is all there is to it. 
Eleven-thirty. I just won't take that. I mean, it is an honest differ- 
ence of opinion. 

Gaston: Yes. Well, there is no perfect way of handling this thing. 
You can’t—the chances you just can’t assure yourself against. : 

H.M. Jr: The point is, the Navy is willing to do it. We have said 
that we are looking after ships. This is our responsibility. All 
right. Well, now, either we do a good job or we don’t. 
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Gaston: Yes, we are doing and are prepared to do the best job that 
can be done under the present situation in which we are at peace. 

White: Well, does doing a good job require taking off their crews? 
I think it is merely a matter of expense. 

H.M. Jr: I don’t think it does. 

White: Put more men on there. 

Gaston: I don’t just get your point, Harry. You have got to put 
an adequate crew aboard to insure yourself that no damage will be 
done by the foreign crew that is on that ship. Why embarrass your 
self by keeping the foreign crew on and add to it the number of men 
you will have to put on the ship to prevent them from doing damage. 

White: I suppose there is a political, not a military, reason that the 
Secretary doesn’t want to take their crew off. 

_ Gaston: I can’t imagine there would be any political reason, because 
either our crew is in charge or they are not. They are mere boarders. 
The foreign crew are mere boarders on that ship if our crew is in 
charge. We would have to put more men on to watch that crew if 
we left them on. 

White: You mean it isn’t possible merely to put enough watchers 
which would act in the same capacity that the Marines might act there, 
that that would be taking over control? 
> Gaston: Yes, certainly. You can't have three men watch thirty or 

orty. 

White: No, but you could have 10 or 15 men watch them. 

H.M. Jr: And make those men prisoners on their own ship. It is 
better to have them prisoners ashore. 

Gaston: Sure. 

H.M. Jr: What is the situation with those Latvian ships up in Balti- 
more, that one ship ? 

Gaston: You mean under the United States Marshal? 

H.M. Jr: Yes. 

Gaston: They have no— 

H.M. Jr: Well, Herbert—— 

Gaston : They have no guarantee that damage won't be done to that 
ship. It is only the interests of the owners and the crew of the ship. 

H.M. Jr: Well, I have got a definite sense of responsibility on this 
thing, and I am not going to be put on the spot by the Navy or Mr. 
Roosevelt. MT 

Gaston: Well, I think it may be a good thing to get their views on 
the thing. 

H.M. Jr: I won't do it, and, if Coast Guard doesn’t want to do it, 
I am not going to—then let—say let the Navy do it. ‘ 

Gaston: There isn’t any question of Coast Guard not wanting to do 
it. They are perfectly willing to do anything that they are directed 
to do and so am I. I am merely saying I don’t think it is a wise thing 
to do. 

ELM. Jr: Well, that is your privilege, but I am not saying whether 
it is a wise thing or not a wise thing, but I say I um not going to sit 
in this chair knowing that any night they might cut the cables and slip 
the ship out into the channel and sink her, and then I am held re- 
sponsible for that damage. I will not take that responsibility. 

Gaston: Well, I think it is a good idea to talk it over with the Presi- 
dent or Cabinet, whether they understand the situation. 
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H.M. Jr: Iam willing and want to say that we will take the neces- 
sary steps to see that they can’t do it. Then if the Cabinet says they 
don’t want me to do it, then I am relieved of that responsibility. 

Gaston: Yes, that is right. That is, if they simply say they want 
things to go on as they are. 

H.M. Jr: Yes, but then it is the Cabinet's responsibility but not 
mine. 

Gaston: That is right. 

H.M. Jr: But that was the purpose of the letter to read it at Cabinet 
and make a recommendation that we be permitted to put enough men 
on ship board, not to take the crews off, to put enough men on ship 
board, whatever the number is, so that they can not maneuver the ship 
around so it can do any damage. 

Gaston: Well, as to that, I say the logical thing is to take the other 
crews off. 

H.M. Jr: Well, that is where I differ with you. 

Gaston: Because you are taking control of the ship and those other 
men are just prisoners on board that ship? 

H.M. Jr: No. 

Gaston: And there are more convenient and economical ways of 
handling those men as prisoners. Instead of having 15 or 20 men 
aboard the ship, we can have six men aboard the ship. 

H.M. Jr: As far as handling it, look at the difficulties of handling 
those fellows off the Columbus, one of the most difficult problems the 
Administration has. 

Gaston: Exactly. Whether you leave them on or take them off, you 
still have a difficult problem. If you leave them on, you have got to 
pk a much larger guard on board the ship in order to insure control 
of it. 

H.M. Jr: But you have still got the men living in their own berths, 
you don’t have to try to find a place ashore for them the way you do 
for the crew of the Columbus. 

Gaston: Then you have to have some place for your own men to live. 

H.M. Jr: They can live in the first class passenger cabins. 

Gaston: These are mostly freighters. 

H.M. Jr: Let's do it at eleven thirty. 

Gaston: Yes, right. 

H.M. Jr: Ed? 

Foley: The time to appeal in the Spanish silver cases expired so 
the decision in the Circuit Court of Appeals in our favor stands, and 
they are dismissing 

H.M. Jr: What case? 

Foley: The Spanish silver case that Stimson handled for us in the 
lower court. 

H.M. Jr: Did Stimson ever get paid for that? 

Foley: I don’t know whether he has been paid or not. I havent 
seen the bill. 

H.M. Jr: Would you find out? 

Foley: Yes. I don’t know if he ever submitted a bill. Has he 
been paid ? ; 

Bell: I think so. We had a question, you remember, about charg- 
ing it to the cost of silver. 
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Pehle: It was deferred until the suit was settled. He has never 
been paid anything, and we still owe the Spanish something on the 
silver that we never paid to the Loyalists, five percent. 

Foley: I don’t think he ever submitted a bill. 

Bell: Oliphant had up the question as to whether we shouldn’t 
charge it to the Federal Reserve Bank of New York. 

Foley: I think that was at the time it was retained, Dan, as to how 
he would be paid. But I don’t think the bill has been submitted. If 
it has, I have never seen it. 

Here is a memorandum for the diary on the meeting with Glass 
yesterday. 

H.M. Jr: All right. Will you give Leo Crowley a copy of that 
letter to the President? 

Foley: Yes. And a copy to Delano? 

H.M. Jr: Yes. 

1 Foley: We will be ready on all that legislation at a quarter after 
en. 

H.M. Jr: Good. I hope I will be too. 

Sullivan: We are ready on it also. And here are some newspaper 
articles. 

H.M. Jr: From now on, give those to Kuhn, and I wish you would 
talk to Kuhn about this whole subject about handling this fight, the 
whole question of this tax exempt fight, how are we going to handle it 
and all the rest of it. Will you have a talk with him? 

Sullivan: Yes. 

H.M. Jr: My mind is running along about the possibilities of getting 
a man down here whom Kuhn could select to do that and nothing else. 

Cochran: I have nothing. 

Wiley: Nothing. 

Pehle: Do you want to see me later on on that letter you sent down 
to Mr. Hoover? 

H.M. Jr: Oh, that can wait. 

Pehle: One of our people, Stemple, has an offer to go with Export- 
Import Bank in a much better job; and, as a matter of fact, he has 
more or less already accepted before he cleared it with us. Warren 
Pierson is going to use him as his assistant. 

H.M. Jr: Stemple? 

Pehle: Stemple, yes. 

H.M. Jr: Where does he come from? 

Pehle: New York. He has extensive banking experience. Heisa 
pretty good man. Idon’tsee that we can stand in his way. 

Lacour Gayet was in the other day and said that the French Am- 
bassador had a tentative agreement with Sumner Welles with regard 
to some of the gold at Martinique. Do you know about that? 

H.M. Jr: Not a thing. 

Pehle: 1 didn't either. The proposal was to send to some United 
States port, apparently Puerto Rico, some of the gold at Martinique 
on the condition that we would release an equivalent amount of funds 
that are frozen, the French funds, and they would use the funds in 
buying supplies in this hemisphere to send to North Africa. Whether 
Welles agreed to anything like that I don’t know, but I told them we 
wouldn’t do anything or discuss any details unless we heard from the 
State Department. Tt rests there. 
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On the I. T. & T. matter, Livesey called me about two days ago and 
said that the matter had been put up to the President, who said, “No.” 
Then he called back to say that that might be a little premature, and 
the President had said, “Not now,” so he said they would take it up 
again with him when it came to a head. Well, it is coming to a head 
right now, because the I.T. & T. has signed the agreement with the 
Roumanian Government, subject to the Ticenses being issued, and the 
cable is coming over from the Roumanian Central Bank to the Fed- 
eral to sell the gold necessary and pay the dollars to the I.T. & T., so 
as soon as the application has come in, we will notify the State Depart- 
ment, and then we will hear from them again. 

That is all. 

H.M. Jr: Phil, Mr. Knudsen called for me this morning, and he 
brought up this question of priorities. It seems that some list that I 
sent the President was—the President referred it to him. Was that 
the list showing the 20 different countries and the different odds and 
ends that they want? 

Young: Those plane tables, did you send that to the President? 

H.M. Jr: I must have. Well, it is—Knudsen’s position is, if we 
want anything cleared on any priorities, send it to him and he will do 
it at once. 

Young: I will send them about six today, then. 

H.M. Jr: I told him you would. I think you had better take them 
over yourself. He said yesterday he had cleared seven planes of 
Lockheed. 

Young: I hadn’t heard about it. 

H.M. Jr: Well, he seems to think he is going to do it all. He said 
certainly any parts for any planes that have been sold must go. 
think I would walk over there today and just find out what he has 
in mind. He says if you will bring them to him—he says, “Nobody 
has asked me to clear anything.” Hesays,”I am the boss.” Icouldn’t 
argue with him. I didn’t have my facts. But he seemed excited about 
it, so 1 said, “Well, wonderful, we will see how good you are.” He 
ee “Try me, try me.” 

oung: That is easy enough. 

H.M. Jr: He says, “Try me.” So I would call him up and go over 
and see him today. 

Young: Fine. 

H.M. Jr: I won't even stop to sign it because I won't have time to do 
it, so while I am at Cabinet this afternoon, go over and see him. 

Young: Meigs called me yesterday, who is the air man under 
Knudsen there. He said he is perfectly willing to take all the respon- 
sibility for clearing all of these smaller requests for planes and parts.“ 
He called me back later to say that he had talked with Brett about it, 
and Brett said it was O.K. with him provided we would accept his 
clearance on it. 

H.M. Jr: Well, then, he said, “Suppose you had the clearance and 
you could get it through Colonel Maxwell.” Anyway, Iam telling you 
please to go over and see Mr. Knudsen this afternoon and see just what 
he has in mind. 


H.M. Jr: O.K.? | 
Haas: I have nothing, Mr. Secretary. 
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H.M. Jr: To bring you up to date, Phil, in talking with General 
Marshall, last night, on the nine more Consolidateds, his position was, 
if the English will tell me what they can spare the best—he says, 
“I don’t want to ask them for something to embarrass them,” in other 
words, what they need the least, that he can use for a swap on the nine, 
he will do it, and I told that to Purvis last night and he is to 
give us an answer this morning, see. Will you follow through on it? 

Young: Yes. 

H.M. Jr: In other words, whatever they can say they can spare the 
best—something that he can, as he says, save his face with, he will re- 
lease the nine. 

Young: Right. 

H.M. I: Harry? 

White: Chen sent back a young man, Chi, who he took over the 
Burma Road with him who reported on the condition of the Road, 
etc., but he made one comment that I want to raise here to see whether 
anything should be done about it. He mentioned in the course of the 
conversation I had with him that there were quite a few Chinese 
bankers who had just come here and wanted to know what convention 
was going on or whether we were having a conference, and I began 
to be curious, and I said, “No, we haven't,” and I asked him now he 
knew they were here. He said he had met a few, and I let the matter 
drop. The idea occurred to me later, why should they all be coming 
over here now, unless they got worried about the possibility of impos- 
ing exchange control and are making arrangements with banks here 
to get out from under ahead of time, and I am wondering whether we 
could find out about it, because they have got a hundred and seventy- 
five million dollars here, and I am willing to bet a dollar to a dough- 
nut that over a hundred million of that is in the hands of individuals 
who have no business to have it over here. 

H.M. Jr: You are too suspicious, Harry. 

White: Well, why do they all come over all of a sudden, Chinese 
bankers here? (Laughter.) 

H.M. Jr: Why are my son and I going up to New York tonight? 
To see “Panama Hattie.” 

White: You might look these Chinese over. Isn't there some way 
we can find out whatis going on? : 

H.M. Jr: Bob, last night, says, “You tell the President at three- 
thirty, Daddy, it is a matter of national defense, and you want to 
study the Panama situation.” He says, “You needn’t tell him it is 
“Panama Hattie.” Just tell him it is the Panama situation.” So that 
is a notice to everybody that the boss is leaving at three-thirty on the 
four o’clock train. I will be back Sunday night, I think, or Monday 
morning. Well, you have got all of these would-be detectives around 
here. 

White: Well, PI put the proposition up to them. 

Sullivan: Sammy Klaus will take care of that. (Laughter.) 

H.M. Jr: Allright, Harry. 

White: That is all. Any time you want to know about that Burma 
Road, I will be glad to report to you, but on the whole his comments 
were very favorable with respect to that. 

H.M. Jr: Would you (Klotz) ask the White House usher that— 
Sunday night ee was in who had been over to China and 
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taken some remarkable pictures which they showed Sunday night, 
and I would like to get them for downstairs. It is on the bombing of 
Chungking. 

White: He had a long movie film of the Burma Road. 

H.M. Jr: Excuse me, I am mixed up on Sunday night. I went to 
see him yesterday morning. What was yesterday morning? 

Klotz: Thursday. 

H.M. Jr: Heshowed it to them Tuesday night. 

White: Chen took a moving picture especially for you. It hasn’t 
arrived yet. When it arrives, Mr. Chen would like to bring it down. 

Schwarz: Sylvia Porter has written a piece in which she predicts 
the Fed’s recommendations will split Congress wide open. We are 
collecting all the editorials from that all over the country which will 
take several days. 

White: Which reminds me of something, Mr. Secretary. Senator 
Wagner's secretary called me up and wanted to know what this was 
all about, and I asked him some questions. He said that—(laughter) 
that this fellow, I have forgotten his name, it sounds like Golds- 
borough, said that the Administration was for it, and he was for it, 
and he helped write it, and he was going to push it. Some important 
Congressman. Isn’t there a Goldsborough. 

Foley: There is 2 Goldsborough on the FDIC who used to be a 
Congressman from Maryland. 

White: No, somebody there now. I am awfully sorry, I have for- 
gotten the name. But apparently there is an opinion among many up 
here that this is all right with the Administration because the Ad- 
ministration hasn’t said anything to the contrary, and I took the 
liberty of telling him that if Senator Wagner asked him any questions 
about it, he had better ask Senator Wagner to get in touch with you 
before he makes any statement on it. 

H.M. Jr: Let him get in touch with the President. 

Bell: I see Early helped write it. It says in the paper this morn- 
ing that Early helped write this statement. 

Schwarz: It said he helped on the timing. 

H.M. Jr: I saw last night what I called the most exclusive club 
in Washington, Dr. McIntyre’s office, and he said that the Star was 
much too enthusiastic over what he had said. He hadn’t said that at 
all. That is the interpretation they got. 

Schwarz: United Press on the other hand said they concluded that 
the Treasury was opposed to it because we had refused to approve it. 
So you can get either interpretation. 

H.M. Jr: Well, Harry will give them an interpretation 
(facetiously). 

White: 1 will ask them some more questions. 

H.M. Jr: That is right. 

White: But I don’t want any toy pistol. 

H.M. Jr: All right. (Laughter.) 

Harold? If you and Norman would press McKay to give you two 
gents an appointment, I would like to clean up that thing. I don’t 
know whether you think I have forgotten about it or not. In that 
personnel matter. 

Graves: You mean today? 

H.M. Jr: Not today. Monday. I don’t know why you two are so 


retiring about it. 
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Thompson: There are so many pressing you now. 

H.M. Jr: Well, anyway 

Graves: O.K. 

H.M. Jr: Dan? 

Bell: George has the annual report ready for release. He thinks it 
ought to go out probably tonight in view of the criticism we had last 
year that it was released too late for the boys to read. Now, it has the 
eight year review in it which we talked about before, and I think 
George has done an excellent job of it. Is it all right with you for it 
to go out tonight ? 

H.M. Jr: Sure. I can’t look at it. 

Bell: Well, it has the usual release, that it can’t be published until 
after the Budget message. 

H.M. Jr: It is all right. 

Gaston: You know, Steve Early has raised some questions in the 
past about the timing of giving that out in view of the fact that it 
does have budget figures in it. 

Schwarz: This copy does not have them. 

Gaston: Oh, that is all right. 

Bell: They eliminated 10 pages of budget figures. I guess we won't 
be able to sign the Chinese agreement today because we have heard 
nothing from Soong. It had probably better go over until Monday. 

H.M. Jr: All right. 

Bell: There is one question raised in the agreement. We had in 
the draft that we sent them last week not to exceed five million dollars 
a month, and he said that wasn’t enough and that he would like to see 
it increased some. So we thought maybe we would put in eight mil- 
lion dollars a month so as to get rid of the money by the time the fund 
authority expires, which would be June 30. Now, Harry raises a ques- 
tion of whether that isn’t just a little high and maybe we had better 
stick to our original five. Do you have any feeling about it? 

H.M. Jr: No. 

Bell: We still have control over it even though it is eight million 
a month. 

H.M. Jr: Harry thinksitis all right. 

Bell: Well, he raises a question. I think he could be argued out 
of it but—— 

H.M. Jr: Why can’t we do the same as you did with the Argen- 
tinians? I understood it if you thought the fund was going to lapse 
you would shovel it out the last month. 

Bell: We would do that, but he is arguing it would make his posi- 
tion a little better with his board and psychologically it would be better 
for the timing of this new bank coming in, that a larger sum would 
look better. I don’t think it makes a lot of difference. 

H.M. Jr: We will never get a penny of it back, so what is the dif- 
ference? 

White: The thought in my mind, Mr. Secretary, is this: Not that 
you get any of it back, but they are constantly teetering on the edge 
of making peace with Japan or not, and I thought the longer we 
could stretch out our control over them, the longer we can be certain 
that they are going to use the money, they will act in such a way as 
we would like them to. It isn’t that the money will be any safer 
because the money is bound to fly the coop, but I think it is a ques- 
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tion of 10 months rather than six months unless at some time you 
ice culferengly and want to give them more. That is the only thought 
rad. 

H.M. Jr: With that argument, let's make it 10 months. It puts off 
the day until Harry comes around and asks us to give them some 
more. 

White: That is right. 

Bell: Of course you have the authority to increase that five million 
a month. 

H.M. Jr: The last month. 

Bell: Well, any time. 

White: No, any time, if you see fit. 

H.M. Jr: O.K. Who is going to watch all of these things? Does 
that come under you (Cochran) that you are going to watch the 
Argentine and China? 

White: No. We are going to—I mean, as many can watch it as 
want to. (Laughter.) I mean the fact that somebody else will 
watch it won’t exclude the fact that we will, and you remember we 
are going to send a man down there. 

H.M. Jr: Yes. Well, I want to get in on that. Before the man 
goes, I want to look him over. 

White: Yes. And I was going to raise the question we would also 
like—no matter who goes to China, we would like to send one of our 
young men down there to watch a while. 

Bell: Watch him. 

H.M. Jr: Well, in any case, seeing that there are going to be lots 
of watchers, I still think that besides everybody else watching it, that 
you ought to watch it too. 

Cochran: Allright, sir. 

White: The Stabilization Fund, I should think, sir. 

Bell: Merle will spend the money. 

H.M. Jr: Allright. 

Schwarz: I would suggest Tuesday then, instead of Monday. The 
President’s message Monday will blanket everything. 

H.M. Jr: What else? 

Bell: Guy Emerson, the vice president of the Bankers Trust Com- 

any, had a great deal to do with the last liberty loan campaign. 

e was Ben Strong’s right-hand man. He had charge of all the 
advertising and the forms and so forth. He has got quite a file on 
his whole campaign. 

H.M. Jr: Would you give it to— 

Bell: Well, I haven't got it. What I want to do is send Gene Sloan 
and Broughton to New York to see Emerson and Pope, who will re- 
port together on that whole scheme and what they worked out and 
was used for the rest of the country. 

H.M. Jr: Just as long as it is no indication any way that we are 
going to use them. de 

Bell: Oh, no, not at all. They are perfectly willing to cooperate 
and give us anything they have got. 

H.M. Jr: That is all right. So long as there is no indication. Be- 
cause those aren't the kind of people I am going to use this time. 

Bell: Well, you don't have to use them. 

H.M. Jr: I wouldn’t. 
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Bell: Guy Emerson is a good man, 

H.M. Jr: No, I don’t want any New York bankers in on this thing. 
You can’t have the money until—you can’t own it and lend it both, 
so you have got to be on one side of the table or the other. 
en Bell: Do you mind if we discuss with them what they have in the 
iles? 

M.M. Jr: 1 don’t mind your getting what they have, but I mean 
there is a conflict between the fellows that have the money to lend 
and the people that have got to borrow it, and I am not going to do 
what they did in the last one, have the fellows sit in here from the 
banks and run this show. So, if that is understood, just to go down 
and get what they have in their files, it is all right, but there isn’t a 
more vicious, anti-Roosevelt man in the United States than Colonel 


Pope. 

Bell: Thisisn’t Colonel Pope. Itishis brother. (Laughter.) 

H.M. Jr: But I mean there is no more vicious anti-Roosevelt man. 

Bell: I don’t know how he stands, but it isn’t Colonel Pope. 

H.M. Jr: You know how I feel about those kind of people. I don’t 
have any objection. 

Bell: Well, I didn’t want to make any arrangements with them to 
come down here at all. I just wanted Broughton and Sloan to go to 
New York and see what Guy Emerson has in his files. He told me 
that he thought he had the most complete file on the liberty loan cam- 
paign because he traveled all over the country and talked to all the 
Federal Reserve Banks and he helped them work out their systems and 
arrange their advertising. 

H.M. Jr: I don’t mind this, just as long as it is one-way traffic. If 
they want to give us something. 

Bell: It really saves a lot of money in advertising because they got 
these large firms to give all of their advertising space to liberty loan 
and at the bottom they would just say the space contributed by, say, 
Sears-Roebuck Company, and it really saved an awful lot of money. 

White: Mr. Secretary, before final decision is made with respect to 
the kind of campaign on bonds, I wonder whether there might not be 
a little discussion. I have, myself, some very serious doubts about the 
appropriateness of the kind of campaign that was carried on during 
the War for the sale of liberty bonds. I didn’t know whether you were 
making up your mind already or not. 

H.M. Jr: Kuhn is checking on the various people that I can get 
down, people like this professor from Amherst, Odegarde, and several 
other people who can sort of advise me as to what is the best method of 
approach and study all of this stuff that has been done before, you see. 
Now, Odegarde is a good New Dealer who voted for Roosevelt and 
so forth and so on, and there are other people like that. I asked, a 
couple of weeks ago, the Librarian, MacLeish, if he could find some 
Roosevelt Democrat who was in the advertising business and so forth 
and so on and—I mean I am looking for somebody along those lines. 
Now, we could go to the universities and get a couple of people, but 
before I make any move or anything else, I want that kind of an angle, 
Harry, see. That is the way I am going at it. And Kuhn is lining 
these people up. I am just beginning to get into the thing. I rea 
Broughton’s memorandum, and it is a very nice memorandum, but 
there is nothing in it that would help me. 
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ar. 

H.M. Jr: That is right. 

Bell: That is all. We didn’t ask him for any suggestions. 

H.M. Jr: Well, I didn’t know—yes, 1 think on the last page there 
were some suggestions. 

Bell: Only as to using the present force. 

H.M. Jr: Yes. 

Bell: The organization is much better now than it was in’17. We 
have an organization that they didn’t then. 

H.M. Jr: Well, let the boys go up and get what they have, but I 
just want to keep the thing wide open. 

Bell: I understand that. O.K. 

H.M. Jr: What else. 

Bell: That is all. 

H.M. Jr: Allright. d 

Thompson: You have been interested for sometime, Mr. Secretary, 
in a plan for staggering pay days. 

H.M. Jr: Yes. 

Thompson: Mr. Bell’s organization has a draft of legislation which 
would accomplish that. It goes a little beyond that. I didn’t know 
but what you would want to discuss it with 

H.M. Jr: If Bell says it is all right, it is all right with me. 

Bell: All it does is submit to the Bureau of the Budget a proposal 
for consideration. It involves a five-day week and staggered paydays, 
and it involves the merchants in town and the bankers and everybody 
else, and all I want to do is lay it before the Budget and not send it 
to Congress at this time. 

White: Do you approve the five-day week, Dan ? 

Bell: Yes, 1am approving the five-day week. 

White: Attaboy! 

Bell: I don’t see much use of coming down here on Saturday if you 
work 39 hours the other five days. Then I am in favor of it. 

White: I think the Government ought to lead in the general direc- 
tion of social progress. ; 

Bell: Particularly the progress. 

H.M. Jr: He saw you wink, Harry. You didn’t get Bell that time. 

O.K., gents. 


(Book 348, pp. 177, 178) 
January 16, 1941. 
4:46 p.m. 
ILM. Jr: Hello. 
Operator: Mr. Currie. 
Lauchlin Currie: Hello, Mr. Secretary. 
H.M. Jr: Lauch, I’ve just been a little bit more rushed than usual 
today. 
C j I know you have, yes. 
H.M. Jr: Could you give me an inkling of what’s on your mind? 
C: Yes. It’s a question I want to discuss with you about an invi- 
tation I have had to go to China for a little visit, and I talked it over 
with Fairey. He seemed to think it would be extremely worthwhile 
from the point of view of the Treasury but I wanted to consult you— 
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with you further. I’ve encountered a little opposition here in my own 
building—the State Department. 

H.M. Jr: Well, it would be interesting to me on one basis, that you 
take me along as your assistant. 

C: (Laughs.) Well, that was the next thing I was coming to, Mr. 
Secretary. I hoped to borrow one of your people as my assistant 
who really knows something about the country, which I don’t. 

H.M. Jr: I mean, is it the Chinese who want you to go? 

C: Yes, and I didn’t take it very seriously but I passed it along to 
the President and to my surprise he thought it was quite worthwhile. 
Pl look into it pretty carefully and provided I can be back around 
the first of March, which means Pl have to leave immediately— 
(laughs)—in other words, Monday, and so it was a little bit rushed, 
that was all. Perhaps it’s crazy, I don’t know, but he seemed to think 
it was worthwhile and Harry seemed to think it would be helpful. 

H.M. Jr: He did. 

C: Yeah. 

H.M. Jr: Well, Harry’s been wanting to go and I won't stir. 

C: Why not? (Laughs.) 

H.M. Jr: But as far as I’m concerned your going, I think it—_I’d 
be delighted. 

C: Well, that would be fine. 

H.M. Jr: Jealous as hell, but I’d be delighted. 

C: (Laughs.) It does sound like a—to be perfectly truthful I’m 
rather tempted because it sounds like a nice junket and I never would 
get out there in the ordinary course of events. 

H.M. Jr: I think it would be very interesting. 

C: And perhaps I could be a little helpful, I don’t Imow. 

H.M. Jr: Well, you talk to Harry as to which man you want—I 
don’t know which one you want—but talk to Harry about it, will you? 

C: PM do that, yes, Mr. Secretary. And that was all I had on my 
mind. 

ILM. Jr: Right. I haven't yet sent my—finished any memoran- 
dum for the President on that Eccles plan. 

C: Well, he’s been so rushed that I’m sure that doesn’t make any 
difference. 

H.M. Jr: I don’t think so either. x 

C: No, and he’s trying to squeeze out a few minutes work on his 
Inaugural—I don’t know 

H.M. Jr: Well, Dll be seeing you soon. 

C: All right, sir. Good-bye. 


(Book 353, pp. 153, 154) 


Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


January 31, 1941. 
To: Files. 
From: Mr. Cochran. 
At 10:45 this morning the Secretary received Dr. T. V. Soong of 
China. Mr. Cochran was present. Dr. Soong presented to the Sec- 
retary an autographed photograph of General Chiang Kai-shek. 
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He stated that he had an important cablegram from London which he 
desired to discuss with the Secretary, although he realized that the 
latter was leaving Washington tonight and was very pressed for time. 
After a few moments of Soong’s explanation of the cablegram, the 
Secretary remarked that this was a complicated technical matter 
which he could not possible go into now and he asked Dr. Soong to 
talk it over with Mr. Cochran. 

In Mr. Cochran’s office Dr. Soong explained that the cablegram 
was one which he had just received from Mr. Rogers in London, with 
the instruction to talk it over with Sir Frederick Phillips before con- 
sulting the American Treasury thereon. Soong had, however, seen fit 
to bring it informally to our attention first. While Mr. Cochran was 
not permitted to read the cablegram, the main point therein appar- 
ently was a proposal on the part of the British to abolish free sterling 
on the Shanghai market. ‘There was involved likewise a proposition 
for a financial arrangement between Great Britain and Japan which 
would abolish free sterling in Japan. The proposal was made that if 
these steps were to be carried out the Chinese should agree to the freez- 
ing of Chinese assets by the British within the British Empire. 

Dr. Soong talked at great length in regard to the difficult position in 
which China would be placed if the above plan is followed. He said 
that if free sterling could not be used in Shanghai, this would stop the 
convertibility of the national Chinese yuan into sterling and would 
force Shanghai out of the orbit of Chinese financial influence into the 
orbit of Japanese influence with the puppet government’s currency 
circulating almost exclusively in Shanghat. He added that the normal 
movement is from Chinese currency into sterling. Considering, how- 
ever, the difficulty of purchases with the sterling area, there has in 
recent months been the additional move to sterling into dollars, the 
United States being the market from which goods can best be ob- 
tained by National China. If sterling becomes blocked in China, it 
will not be possible to convert it into dollars for commercial needs. 
Consequently sterling blocked balances will grow up, and sterling will 
depress vis-a-vis the yuan. At the same time the direct demand for 
American dollars against the yuan will grow and the prernium on the 
dollar accordingly rise. 

In view of this outlook, Soong inquired whether the United States 
would be willing to impose freezing control upon Chinese and Japa- 
nese assets in the United States. He asserted that control of Chinese 
assets abroad was to the benefit of the Chinese Government, and that 
he recommended it for our consideration. If this is done, however 
following the contemplated British action with respect to Shanghai 
sterling, it would be necessary also to block Japanese assets in the 
United States, or otherwise Japan would move goods out of China 
into Japan and thence to the United States as Japanese products. 
Mr. Cochran told Dr. Soong that he could not speak for the United 
States Government, but that he certainly felt that it is not immedi- 
ately ready to block Japanese assets. For China voluntarily to recom- 
mend that her assets be blocked in this country was an innovation to 
American authorities, and he could not state what their reaction 
would be. 

The other point made by Dr. Soong was that if the British proposals 
go through it would be necessary that the United States Government 
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promise to give China further financial assistance if the expected strain 
on the yuan vis-a-vis the dollar takes place. In answer to Mr. Coch- 
ran’s question as to whether dollar exchange in addition to the $50,000,- 
000 now under negotiation would be expected, Dr. Soong intimated 
that this might be the case. 

Mr. Cochran explained to Dr. Soong that the whole Chinese situa- 
tion seemed quite complicated as the steps for completing the Stabiliza- 
tion Agreement were developing, considering the difficulty of impos- 
ing general exchange control which would either include or exclude 
Shanghai; considering the extent to which China is occupied by the 
Japanese; and considering the added involvement from there being a 
sterling market and a sterling Stabilization Fund in China. Mr. 
Cochran told Dr. Soong that he could give him no answers to his 

uestions. He should discuss his cablegram with Sir Frederick 

hillips and then come back to the Treasury where Mr. Bell and the 
other ‘Treasury officials dealing with the Chinese-American Stabiliza- 
tion arrangements could have the benefit of all of Dr. Soong’s infor- 
mation and could give him their reaction before he cabled a response 
to the message from London. 

It seemed to be Dr. Soong’s desire that the status quo, insofar as the 
relations of sterling and the Chinese yuan, be continued. That is, he 
did not indicate any enthusiasm for the British plan. 


(initialed) HLM.C. 


(Book 373, pp. 127-129) 
Treasury DEPARTMENT ÍNTER-OFFICE COMMUNICATION 


Date: Feb. 17, 1941. 

To: Mr. White. 

From: Mr. Ullmann. 

Subject: Petroleum Situation in Japan. 

1. In the last six months we estimate Japan has increased its stocks 
of petroleum products by about one month’s supply, and now, accord- 
ing to our estimate, has on hand about eleven or twelve months’ supply. 

9. Its sources of supply in the past six months have been: 


Million 

barrela 

Tromitie United States nne 13.3 
From the Netherland East Indies (estimated) -—----------------------—-—-— 5.0 
From Japanese production (estimated) —--.---__--_-------------------___ 2.0 
Tota a 20.3 
Estimated Japanese consumption (6 mos.) -------_-_~---_---_--_-------.- 17.5 
Total, 6 mos. increase in stocksS________-_---------.~---__.~___--- 2.8 


3. Japanese stocks at the time of the President’s Proclamation (July 
26, 1940) placing petroleum under export control, were estimated to be 
between 30-32 million barrels. . 

Present stocks would, therefore, approximate 33 to 35 million 
barrels. 

4. Light refined products have comprised an increasing proportion 
of Japan’s imports. 
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In 1939 her imports of gasoline from the United States amounted 
to 1.2 million barrels, or 4 percent of all petroleum imports from this 
country. In contrast, her imports of gasoline from the U.S. in the 
last six months were 3.4 million barrels, or almost 26 percent of our 
shipments of all petroleum products to Japan. In quantity, our re- 
cent shipments of gasoline represent a six-times increase over 1939. 

Similarly, our shipments of lubricating oil (which is supposed to 
be relatively difficult to produce) also increased. In 1939, lubricating 
oil amounted to less than 2 percent of our petroleum exports to Japan; 
in the last six months, the product accounted for over 5 percent of our 
shipments. 

It is understood that about 40 percent of the new Japanese-Nether- 
land East Indies contract is to be filled with refined products. 

5. Our shipments of crude oil, gas oil, and fuel oil have declined 
from 1939 levels. However, Japan is getting increased quantities of 
these products from the Netherland Kast Indies, whose exports to 
Japan rose from 2.3 million barrels of petroleum products in 1939 to 
an annual rate of 10 million barrels currently. 


Treasury DEPARTAMENT Division or Monetary RESEARCH 


Date: February 18, 1941. 
To: Mr. White. 
From: Mr. Ullmann. 


EXPORT CONTROL—SHIPMENTS TO JAPAN WEEK ENDING FEB. 15, 1941 


Lubricating Oil: 188,000 barrels (including 8,000 bbls. of aviation 
lube)—almost one-third of total 1939 shipments. 

Gasoline : 84,000 barrels—all high octane and licensed. 

Crude: 147,000 barrels—about 60% high octane and licensed. 

Fuel and gas oil: None. 

Scrap: None. 


(Book 374, pp. 163-165) 
FEBRUARY 21, 1941. 
9:10 a.m. 


H.M. Jr: T hope in the excitement you didn’t cut yourself. 

Tom Corcoran: (Laughs.) Ialmost did. 

H.M. Jr: I got your message through Ed and I’m up to my ears; 
I’m trying to borrow a little money. 

C: I understand there is a March 15th financing. 

H.M. Jr: And if you would tell me how urgent it is 

C: Well, I can tell you what it’s about. 

H.M. Jr: But I’ve always got time to see you. 

C: No, I can tell you what it’s about. Soong has asked my brother, 
who used to live in the East, and pending the time when my brother 
gets back in this country and will look at it, has asked me to represent 
him in some things. I have had talks with him about the fact that if 
I were going into the Chinese situation I would want to go into it 
through your Universal Trading Company. He said that this is not 
a trading business, this has to do with things after you get the planes 
and because I wanted to be sure that there was no objection by the 
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Treasury and so the Treasury would know what I was doing, I care- 
fully took it up with Harry White yesterday and with Ed Foley and 
last night with Larry Morris and they all agreed that if Soong didn’t 
want to use the Universal Trading Corporation the thing to do was 
to let him form another corporation, and that it was better for me to 
go in and take it for him than to have someone else through whom he’d 
oe to bring all kinds of influence to bear and who might not play 
all. 

H.M. Jr: Well, all those things are true, Tom, but you don’t know 
what the nature of it is? 

C: Well, may I talk on this line ? 

H.M. Jr: Yes, you can. 

C: What Soong wants me to do is to help him recruit pilots. What 
he really wants me to do is to go over and wrangle for him with the 
Army and with the Navy to have them practically order certain men 
to enlist in the Chinese Air Force. 

H.M. Jr: Well, that has nothing to do with the Universal. 

C: Well, I should assume that. 

H.M. Jr: No. As a matter of fact, they ought not to get mixed 
up in that. 

C: Well then it’s all right if it isn’t done through Universal as far 
as you're concerned? 

H.M. Jr: Oh, surely. 

È C: Now I want you perfectly to understand that I may go in with 
oong. 

H.M. Jr: Go in what? 

C: I may goto work for Soong. 

H.M. Jr: That's all right. I just want to make one other suggestion 
for your own sake. 

C: Yes. 

H.M. Jr: I think you ought to talk to Hu Shih about it and make 
sure he’s satisfied—the ambassador. 

C: Yes. I understand the relationship between Hu Shih and Soong 
are bad. 

H.M. Jr: Well, I don’t know but just for your own sake—— 

C: Yes, I understand that and J know Hu Shih very well. 

H.M. Jr: Don’t you think that is a very good idea? 

C: I think that’s a very good idea. 

H.M. Jr: Just so that he doesn’t cut the ground out from under 

ou. 

C: That’s right. Now I may only be available to Soong for about 
a month if certain plans that the President has come off. 

H.M. Jr: For the Navy. oa 

C: Yes, for the Aeronautics job in the Navy. 1 think in that event, 
of course, by that time my brother will be back and I’d frankly turn 
it over to him. i 

H.M. Jr: Well, I think as far as I’m concerned your going to work 
for Soong is absolutely O.K. and I just make the suggestion that—— 

C: I clear all the way around. ; 

H.M. Jr: That you clear with Hu Shih. 

C: Allright. Ishall dothat, Mr. Secretary. 

H.M. Jr: Good luck! 

C: Thank you. 
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(Book 376, pp. 129-140) 
Treasury DEPARTMENT ÍNTER-OrFICE COMMUNICATION 


Date: February 26, 1941. 
To: Secretary Morgenthau. 
From: Mr. White. 

There is attached a list of memoranda and reports prepared in the: 
Division of Monetary Research during October, November, and De- 
cember, 1940. 


MEMORANDA PREPARED IN THE DIVISION OF MONETARY RESEARCH DURING 
OCTOBER, NOVEMBER AND DECEMBER, 1940 


Agenda for discussion on the question of extending foreign exchange 
controlsto additional areas. 

Summary of Nicholson's Reports received on Sept. 26, 1940. 

Cuba’s Current Economic Situation. 

Comments on State Department memorandum on the German Pe- 
troleum Situation. 

Speech prepared for former Senator A. Lonergan re finances of 
nation and gold. 

Shipment of gasoline and scrap iron and steel to Japan. 

Conversations regarding the Export-Import Bank loan to Argen- 
tina. 

Report on octane rating of automobile gas and possibilities of rais- 
ing that rating. 

The food situation in Continental Europe. 

Proposed French plan to obtain U.S. petroleum. 

Foreign exchange assets and needs of Great Britain. 

Proposed assistance to Argentina. 

The Argentine Situation—Summarized. 

Some of the problems calling for action or decision by the Secretary 
of the Treasury in the near future. 

Conversations with British Trade Mission. 

Digest of Johnson’s Memorandum of October 11 on the British finan- 
cial position after one year of war. 

Recent Social Changes in England. 

Information with respect to British sales of securities. 

U.S. Exchange Control. 

Memo on Inter-Departmental Committee on Prices. 

Draft of an article on Budgetary Policy. 

Comments on Bank Investment Plan of Mr. John Evans. 

Re-examination of our Program of Purchases of Foreign Silver. 

Memo re proposed radio speech by the Secretary. 

Present status of Chilean negotiations. 

British Empire direct investments in the United States. (Consist- 
ing of O studies of the most important companies under British 
control. 

British investments outside of the United States. (Consisting of 
detailed studies of British investments in Canada, Australia, New 
Zealand, India, British Africa, Argentina, Brazil, Chile, Uruguay, 
Peru, Cuba, Venezuela, and China.) 
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Importation of Etchings at less than fair value. 
Request for information on Rayon Tissues. 
Examination of material for Annual Report contributed by Bureau 
-of the Mint. 
Examination of Customs report and tables prepared for Annual 
Report. 
United Kingdom Purchases of American Securities in July. 
The Kevnes Plan. 
Proposal for Evaluation of British Investments in the U.S. 
Foreign Exchange Assets that can be made quickly available to the 
United Kingdom for dollar expenditures. 
Canadian Foreign Exchange Control. 
Report on the Chinese Situation. 
Digest of speech by Col. Maxwell on export control. 
Answers to questions to Mr. Bell from the Federal Reserve Board. 
Defense Expenditures and Inflation. (Draft. 
Material on Fiscal Policy, for luncheon November 1. 
Should our Purchases of Foreign Silver be continued under present 
‘conditions at the present price? 
Greenland Exchange. 
The Economic Position of Finland. 
Inflation in England. 
Status of American Assets in Germany, Italy, and Japan. 
Bonds, Notes, and their effect on Reserve Position of the Banks. 
Extension of freezing control to all foreign countries. 
The effect of silver debasement in India. 
The Present Silver Situation. 
Notes on Recent Trade of the United States with Mexico. 
The Domestic Silver Buying Program. 
World Gold Production. 
Australia: Information on war expenditures and taxes. 
Selected Bibliography of Books and Articles on the Monetary Role 
of Gold, Jan. 1935 to Oct. 1940. 
The proposed 214 Cent Piece. 
Issues Raised bv Yokohama Specie Bank’s Concealment of Figures. 
State Department letter asking how they felt about freezing Hun- 
ary. 
apie list of American Corporations with German Interests. 
Switzerland’s economic independence vanishing. a 
Report of Conference of Mr. D’Arcy Cooper, of the British Trade 
‘Commission, Nov. 1, 1940. 
Rockefeller Group’s Dealings with the British. 
Information desired by Foreign Funds Committee on Proposed 
Uruguayan railway survey. ay 
Recommendations on Foreign Funds Statistics. 
American assets in Germany, Italy and Japan. 
Treatment of American property interests by Germany, Japan, 
Canada and Italy. 
Lessons from Canadian Exchange Control. _ 
Dollar Expenditures and Receipts of Sterling Area from Dec. 1, 
1940 to Sept. 1, 1941. 
Memoranda re Foreign Funds Control: 
Possible Evasion through French American Banking Corp. 
French American Banking Corporation. 
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s Statement regarding Foreign Funds Control for Secretary’s Annual 
eport. 
Study of the Cuban Monetary System. 
Proposal to tax increases in inventories. 
Comment on Peterson’s “A Means of Financing the Defense Pro- 
ram”. 
£ Comment on Dr. Pinedo's Plan. 
Comment on Governor Eccles’ speech. 
Personal Remittances to Germany, Italy and Japan. 
Adjustment of figures on German assets. 
Translation of article “The Ultimate Aim of Fiscal Policy”. 
Why does Germany repatriate dollar claims? 
Translation of Circular No. 104—Special Arrangements for Immi- 
ants. 
a Tirana’s memorandum on Economic Organization of Nazi 
Germany. 
Request for the release of blocked funds for the French West Indies. 
Necessary Imports of the French West Indies. 
Foreign Trade Needs of a German-dominated Europe. 
Bill relating to Foreign Accounts in Federal Reserve banks and 
insured banks. 
Possible financial manipulations by German agents on the New 
York stock market. 
Statistical investigations relating to blocked funds. 
The financing of French Rearmament and War Expenditures. 
Swiss Foreign Trade. 
Employment since 1933. 
Release of blocked funds to pay the expenses of French consular 
and diplomatic officials in Latin America. 
The Value to the United States of Sovereignty over British Pos- 
sessions in the Americas. 
Increased Italian grain prices. 
Transfers of French blocked funds to Argentina. 
The Financing of British Purchases in the United States. 
The Price Stabilization Division’s report on the Capital Issues 
Committee of 1918. 
Statements made by Secretary Morgenthau relating to the use to be 
made of the Stabilization Fund. 
German Exchange Control and American Interests. 
German Financial Policies Injurious to American Interests. 
Italian treatment of American property interests. 
France—Spain: food and health. 
The proposed loan to Spain. 
he organization of studies with regard to continental Europe. 
ATN of “Italian Agriculture under Fascism and War”, by N. W. 
- Hazen. 
Repatriation of German Dollar Bonds. A 
Conversation with Mr. Hickey, of Dept. of Justice, on transactions 
in German reimmigration marks. 
British-owned Argentine Utilities. ‘ 
Preliminary list of U.K. investments in Argentine land, pastoral, 
meat and financial trust companies. . 
Probable effect on the value of British direct investments in the 
United States of severance of U.K. affiliations. 
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U. K. direct investments in U.S. insurance companies. 
Major Gold Mining Companies of South Africa. 
British Ownership of African gold mines in relation to American 
monetary policy. 
The Burma Route in the Transportation of Supplies to Free China. 
British Shipping Situation. 
Activities of H. A. Kollmar, and comments on the Kollmar mem- 
orandum. 
American Corporations with German Interests. 
Importation of Securities from German-Occupied Countries. 
How Japan is Financing the War. 
Preliminary Memorandum on Japanese Foreign Exchange Re- 
SOUTCES. 
List of German firms operating in Switzerland. 
List of Possible Activities in Field of Investigation of Subversive 
Activity. 
Information on Shipping from Customs. 
Background of Policy in Japan. 
The problem of United States' securities held by nationals of the 
occupied countries. 
Military Situation, November 27. 
Meeting of sub-group on Japan, Nov. 26. 
Adjustment of figures of British Investments in the United States. 
Work being done on valuation of British investments. 
Japanese Exchange Control and American Interests. 
Description of the British lists of securities given to us. 
Summary of Nicholson's despatches, October 23-30, 
Cooperation of the Bank of America with the Japanese. 
Canadian direct investments in U.S. insurance companies. 
British direct investments in U.S. insurance companies. 
Japanese direct investments in U.S. insurance companies. 
Meeting of the Sub-Group on Japan, Dec. 20. 
Chart on Import Tonnage Landed in England. 
Comments on Lord Lothian's memorandum regarding the British 
Shipping Situation. 
Current U.S. Holdings of German Dollar Bonds. 
New Registration of Private Foreign Debts ordered in Germany. 
Dr. Dickens’ methods of estimating repatriation. 
S.E.C. Study of Conversion 3s, 1946. 
Norwegian Kroner Bonds held in the U.S. 
Persons and firms active in the repatriation of German dollar bonds. 
Possible financial manipulation by German agents on the New York 
stock market. 
Memoranda covering the assets of 17 Countries in the U.S. 
Operations of the Export-Import Bank during September. 
European investments in the U.S., end of 1939. 
National Income of the U.S. and other leading countries compared. 
tes States trade with the British Empire during the first year 
of war. 
The functions and responsibilities of the Treasury with respect to 
the Export-Import Bank. 
Official Canadian Optimism with respect to the Wheat Problem. 
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Canadian prohibition (or limitation) of imports from nonsterling 
countries. 

Assets that Great Britain could muster as collateral against U.S. 
Government. 
S Conference on setting up of license system of exports and imports, 

ov. 29. 

Canadian Balance of International Payments on Current Accounts. 

Canadian Gold and Dollar Exchange Assets, Nov. 1940. 

Central Bank of the Argentine Republic. 

Comment on “A Pan-American Trade Bloc” by Arthur R. Upgren. 

Report on American Corporations in which foreigners have a con- 
trolling or substantial interest. 

Information pertinent to seizure of Greece by Italy. 

The need for a Treasury publication on gold. 

Board of Trade for German-American Commerce, Inc. 

Information regarding the Forestal Land, Timber and Railways Co. 

Inflation Pressure and the revaluation of Gold. 

Meeting on Proposed Argentine Industrial Survey, Oct. 2. 

Proposed Coffee Loan. 

Mexican Balance of Payments. 

Outline for Study of Haiti’s Fiscal System. 

Brazilian Study. 

Memo to Subcommittee on Possibility of Economic Assistance to 
the Argentine Government. 

Present Status of Chilean Negotiations. 

Summary of National Foreign Trade Council Bulletin on Financial 
Aid to Argentina. 

Digest of memorandum submitted by the Argentine mission regard- 
ing developmental projects which would reduce import requirements. 

Export Credit insurance. 

Import tax on copper when imported by the Metal Reserves Corp. 

Latin American negotiations. 

Summary of memorandum prepared by Mr. Pierson on balance 
sheet of the Bank of Paraguay. 

Should Argentina peg the peso to the dollar? 

Latin American Sugar Trade. 

Economic cooperation between River Plate Countries. 

Loan to Uruguay. 

Effect on Sean American relations of extending foreign funds 
control to Axis powers. 

Exchange control and Latin American Relations. 

German and Italian transactions through New York accounts of 
Latin America. 

Peru's current trade and exchange position. 

Exchange article in the proposed Argentine trade agreement. 

British Purchases of Steel. 

Imports of Manganese Ore from the U.S.S.R. 

Export Control of Aviation Gasoline. 

Exchange Control Provisions for Trade Agreements. 

Rumors of improved United States-Soviet Relations. 

U.S. Government Securities held by Commonwealth and Southern 
System, Dec. 31, 1939. 


MORGENTHAU DIARY 359 


Prospective Copper Shortage. 

Conference with Texas Oil Company officials. 

Export Control—Shipments to Japan. 

State Department comments on German Petroleum situation. 

Meeting with Mr. Pinckard (California-Texas Oil Co.) 

Memorandum re: Oil. 

Puerto Rico Sugar Proposal. 

Export Control—Petroleum Products. 

U.S. Shipments to Japan. 

Marris Memorandum on German Aviation Gasoline and Oil. 

Wholesale Prices in U.S., U.K., France and Japan, 1928-1940. 

Wholesale Prices in U.K., France, Germany, and U.S., 1914-1924. 

U.S. Money in Circulation, Demand Deposits and Excess Reserves, 
1928-1940. 

Capital Movements between the United States and Switzerland. 


DUMPING CASES COMPLETED 


Safety pins from Czechoslovakia and England. 

Eades Weather Handbags from Italy. 

Drawing Instruments from France. 

Fishing line dressing from England. 

Diesel engines and parts from England. 

Metal coated paper. 

Surface coated paper. 

Religious articles and religious cards from Germany and Italy. 

Rubber tires and tubes from Canada. 

Fresh tomatoes and cucumbers from Cuba. 

Lastex yarn from Canada. 

Cattle hides, calfskins, and sole leather from Italy. 

Planimeters from Germany. 

Earthen floor and wall tile from France and England. 

Tennis racket frames from Canada and Australia. 

Chocolate candy, licorice candy and caramels from Switzerland, 
Italy and England. 

Tobacco pipes made from brier-wood or root from England. 

Brass cymbals from Italy. 

Imitation human eyes from Germany. 

Rubber cattle boots from England. 

Blown glass figures from France. 

Tall oil from Sweden. 

Cotton ladder tape from England. 

Rayon woven fabrics from Italy. 

Shoe fiber board from Canada. 

Lapping fabric from United Kingdom. 


CURRENT REPORTS 
See previous reports. 


CORRESPONDENCE 
242 Letters replied to. 
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(Book 379, p. 102) 


Excerer From Lutrer or K. P. Cuen to Lawrence Morris, DATED 
Hone Kone, February 5, 1941 


As you know, my health has not been good of late. I realize, per- 
haps more today than ever before, the limit of everything in life, and 
feel that I must not attempt to do too much. But I do wish to pursue 
energetically the one thing to which I have committed myself. I 
often recall the words that Secretary Morgenthau said to me on our 
parting, and feel concerned over the fulfilment of obligations under- 
taken through my own hands. So far, I believe we have repaid about 
$7,000,000 toward the first loan. We have, as on January 19, 16,000 
tons of wood oil in U.S.A. and en route, and 1,200 tons in Hong Kong 
and 8,000 tons in Burma, ready for shipment, so that there is another 
$6,000,000 available ready to apply to the loan. That is not too bad 
for two years’ performance of the agreement, and I hope that Provi- 
dence will help us keep the traffic going and continue this record, 
so that I can have discharged these commitments and can face my 
friends squarely when I come to America again. 


(Book 380, p. 107) 


SHANGHAI COMMERCIAL & Savines Bang, 
CHUNGKING, CHINA, 
March 8, 1941. 
The Honorable Henry MorGENTHADU, Jr., 
Secretary of the Treasury, 
Washington, D.C., U.S.A. 

Dear Mr. Morcenruau: When this letter reaches you, Dr. Lauchlin 
B. Currie must have arrived in Washington for some days. I under-. 
stand he carried with him Dr. H. H. Kung’s letter advising you of my 
appointment as the chairman of the new stabilization committee. 
While I deeply appreciate your kind suggestion of my appointment. 
I cannot but realize the heavy responsibility that has fallen on my 
shoulders and the difficult task that is confronting me. 

You will no doubt be informed by Dr. Currie of the divergent views 
prevalent on the question of currency stabilization. I am sure I shall 
have to depend much on my good collaborator whom your govern- 
ment will soon name as the American member on the committee. 
With his able assistance, I hope I may yet be able to carry out the 
terms and conditions of the loan agreement now under discussion and 
in that way to justify your confidence placed in me. 

Owing to my prolonged absence from China during the past years, 
I have somewhat got out of touch with the detail workings of our 
stabilization fund. I am therefore now making studies to acquaint 
myself with its operations in the past, and planning to take a short 
trip to Hong Kong to confer with the people in charge thereof. If 
time permits, I shall visit Lashio, Bhamo and Rangoon again to com- 
plete my last year’s tour of inspection which was unfortunately inter- 
rupted by my illness. 

With best personal regards, 

Sincerely yours, 


KPC:W 


K. P. Cuen. 
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Marci 12, 1941. 

Mr. Lauchlin Currie brought this in today and gave it to the 
Secretary. 

Tue Execorive YUAN, 
Chungking, February 26, 1941. 

My Drar Mr. Secretary: Upon the arrival of Dr. Currie I was 
very glad to receive your very kind letter dated January 24th. I was 
indeed glad to hear from you and wish to thank you for writing to me. 
Dr. Currie has been here with us for the last two weeks and we find 
him very sympathetic and understanding. We have supplied him 
with all possible information, some of which is, of course, confidential. 
I am sure that he will report to the President and your good self. 

In regard to the chairmanship of the proposed Chinese Stabiliza- 
tion Committee, I am happy to hear that you have every confidence in 
Mr. K. P. Chen and, since it is agreeable to you, the Chinese Govern- 
ment would be very glad to appoint him to the chairmanship of that 
Committee. However, he needs a collaborator, and, if you will nom- 
inate an American gentleman to cooperate with him in this effort, 
I am sure that not only I will feel happy but that Mr. Chen will be 
glad to welcome anybody you wish to nominate. 

I have thought very often and especially during these recent months 
when the country under the leadership of your great President is tak- 
ing the lead in preserving world peace and justice that, while we 
appreciate, my dear Secretary, all you have done for China, I am 
sure that when this war is over and you look back in later years you 
will be happy in the thought that you have not only helped China but 
have Teir to preserve peace, justice and confidence for the whole 
world. We are encouraged in this great effort we are making for the 
independence of our own country and we hope that we are making 
some contribution in preserving the future peace of the Pacific. 

With my most cordial greetings and best wishes. 

Yours sincerely, 
H. H. Kune. 
Mr. Henry MORGENTHAU, JT., 
Secretary of the Treasury, 
Washington, D.C. 


(Book 384, pp. 234, 235) 


CrNEsE Eumassy, 
Washington, D.C., March 26, 1941. 

My Drar Mr. Secretary: I was greatly touched by your kind letter 
of March 19th. The day after receiving it, I called your office and 
found that you had gone for a well-earned vacation. 

During all of these busy months, I have refrained from calling on 
you, knowing very well how busy you have been, and knowing equally 
well how hard you have been working to give aid to China. What 
you so kindly termed my cooperation really consisted in my solicitude 
not to intrude on your busy time. 

I wish to take this occasion to express to you my deepest apprecia- 
tion for all you have done for my country all these years. Ever 
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since that memorable evening of October 25, 1938, when you first 
announced to K. P. Chen and me the first loan to China on the very 
day when both her power of resistance and her morale were at the 
lowest ebb—ever since that memorable evening at your home, you 
have given timely and effective aid to my people whenever we were 
most disheartened and most hard-pressed. I have been most deeply 
touched by the way you managed to give China the third loan and 
the big hundred-million loan, and more recently by the tremendous 
effort you made in securing for China the one hundred planes. In all 
these cases, I have not even called to thank you. But, my dear Mr. 
Secretary, all these acts of statesmanship and friendship are deeply 
engraven in my heart and, I am sure, will be long remembered in the 
hearts of my people when the historic facts are known to them. 

I want to raise a word of protest over one sentence in your letter 
where you say that you are “no longer advising and assisting” my 
Government in its purchases here. While I am sure Mr. Harry 
Hopkins will do everything possible to be helpful to us, I must insist 
that you, my dear Secretary, cannot possibly cease “advising and 
assisting” us, not merely in our purchases here, but in all the larger 
policy-making concerning the world crisis of which China’s war of 
resistance to aggression 1s now recognized as an integral part. 

When you return from your vacation and are not too busy, I would 
like to call and have a little chat with you. 

Yours very sincerely, 
Hu Shin. 

P.S.: I had a very good time last month with your son at Amherst. 
He drove me from Springfield to the College and, after the lecture, 
again drove me to the Springfield station. 1 have found him a very 
thoughtful and lovable young man. 


Honorable Henry MorGeNTHAO, JT., 
The Secretary of the Treasury, 
Washington, D.C. 


(Book 386, p. 294) 
TREASURY DEPARTMENT INTER-OrriCE COMMUNICATION 


Date: April 7, 1941. 
To: Secretary Morgenthau. 
From : Oscar Cox. 

For your information: 

Mr. Hopkins has asked Lauchlin Currie to take the primary re- 
ed in developing contacts with the Chinese Government in 
the administration of the Lend-Lease Act. 

OSC. 


(Book 388, p. 220-222) 
Apri 14, 1941. 
10:06 a.m. 
H.M. Jr: Hello. 
Operator: Mr. Corcoran. 
Tom Corcoran: Mr. Secretary, this is Tom Corcoran. 
H.M. Jr: How-do-you-do. 
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C: As a private citizen I always get introductions to you before 
I try to call you now, and I have an introduction to you this morning 
through Mr. Harry White. 

H.M. Jr: Notas a father, huh? 

C: (laughs.) Well, as a father I’m going through a bewildering 
time. I’m in a new field and I have to brush my way along. Mr. 
Secretary, when I saw this Soviet-Japanese pact this morning—as 
you know with the blessing of your people and at their suggestion I’m 
trying to help pull this Chinese thing together, and I know from 
a conversation 1 had last week with the President that he was going 
to suggest that you bring Soong in to see him, and that the idea now 
was to put it over until he came back from Warm Springs. 

H.M. Jr: That's right. 

C: Well, now he isn’t leaving for Warm Springs until Wednesday 
and I was just thinking as a matter of psychological morale, if we 
could have you bring Mr. Soong in tomorrow or before the President 
goes and he could announce the formation of his aid-to-China plan, 
1t would be an excellent immediate answer to this Soviet-Japanese 
thing. This is the dramatic moment at which to pull it, and then to 
make sure that the Administration had a control over the Soong 
situation, and I understand how we have to make a lot of crowds 
work together, I was suggesting that since Mr. Delano had the Chinese 
color of the Roosevelt family, that he go in as the chairman of 
Soong’s Board and that would give you an additional hold over it. 
Now, Mr. Delano is willing to go but he’s to see the President about 
it sometime in the next couple of days. But if those two things could 
happen—if Mr. Soong could go in under your wing, say, today or 
tomorrow and then Mr. Delano announce the formation of this Aid- 
to-China organization, you'd have a magnificent, spectacular answer 
as a matter of morale to the Soviet-Japanese pact. 

H.M. Jr: I see. 

C: And I only wanted to call to suggest to you that the time prob- 
lem was psychologically very important in view of the news this 
morning. 

H.M. Jr: I don’t know why the President changed his mind. 

C: Well, I think he just simply had so many things to take care 
of. But Currie the other day—and 1 thought you'd like to know 
this—was handed by Hopkins the whole problem of the Far East, 
Dutch East Indies and China. 

H.M. Jr: Did Lauch finally get in to—— 

C: Finally we pushed it through and Lauch finally got in to see 
Harry, and I thought you might like to have Lauch report to you 
today, because we've got the pieces ready to pull together and it 
looked much more favorable ie Lauch talked with Harry than at 
any other time. 

H.M. Jr: Good. 

C: Harry wanted something done right away. But much is—I 
know the difficulties about Soong. I’m quite sure he is not going back 
to China in any hurry but he is the dynamo that keeps this thing 
together, and you have to use horsepower wherever you can find it. 

H.M. Jr: Right. 

C: Thank you. 

H.M. Jr: Thank you. 
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Tur UNDER SECRETARY or THE Treasury, 
Washington, April 15, 1941. 
Memorandum for the files: 


CONFERENCE AT THE WHITE HOUSE, 12 O'CLOCK NOON TODAY 


Those present besides the President were: The Chinese Ambassador, 
Dr. Soong, Secretary Morgenthau, Mr, Currie, and Mr. Bell. 

I was a little late in arriving so did not hear the first part of the 
conference. I walked in as they were discussing the effect of the sign- 
ing of the pact between Russia and Japan. The President asked if 
Russia is continuing to sell supplies to China. Dr. Soong replied that 
he had not received word yet as to whether Russia would continue to 
sell supplies in view of the pact. The President said that if Russia 
continues to furnish supplies as in the past, there is a definite indica- 
tion that the pact will not mean very much. Mr. Currie said he had 
received word this morning through the State Department that Japan 
was continuing to send in to China a supply of large guns. Dr. Soong 
said he did not think that meant very much in this situation—first, 
because he thought the cable the State Department received contained 
information regarding a situation prior to the signing of the pact; and 
second, he thought it might take as long as three weeks to stop the 
shipment of these weapons to China if the Japanese thought it ad- 
visable in view of the pact. 

The question then turned to the facilities of China for getting sup- 
plies in through the few ports that are open. Dr. Soong said that 
the Burma Road was still operating but there were many places where 
the traffic was jammed, particularly over the narrow mountain roads. 
The President made the suggestion that in view of the fact that China 
has plenty of man power, possibly small carts could be constructed 
which would carry not less than 100 pounds and possibly more, and 
these could be either operated by pedal or even pulled by the Chinese 
coolie. He thought that they might be able to move a great quantity 
of supplies in this way. Dr. Soong said he thought this might be a 
good suggestion and worth considering. 

Dr. Soong then asked if there had ‘been any consideration given as 
to what China might get under the Lend-Lease Act. Mr. Currie 
replied that there had been a great deal of consideration given to this 
matter and there were a number of things which were listed which 
might be sent over there. Dr. Soong thought it might be very helpful 
if the President would announce that China was to receive aid under 
the Lend-Lease Act. It would be a definite encouragement to his 
people and, better still, if some percentage, such as ten per cent of 
the total amount made available under the Appropriation Bill, could 
be publicly announced as being available for China, he thought it 
would be very helpful. The President said he did not know whether 
he could go that far or not, but asked Mr. Currie if he could let. him 
have something before his Press conference this afternoon on just 
what could be done and what could be said to help out in this situation. 

Just as we were about to leave, Dr. Soong asked me if I had men- 
tioned to the Secretary his conference with me yesterday, during 
which he stated that he had received a cablegram from General Chiang 


MORGENTHAU DIARY 365 


Kai-shek requesting him to take up with the President the matter of 
receiving $50,000,000 under the Stabilization Fund arrangement in 
full rather than by monthly installments as contemplated in the agree- 
ment. I told him that I had discussed it with the Secretary and he 
had the same feeling that I had yesterday, that if Dr. Soong wanted 
to take this up with the President, he had his approval. Dr. Soong 
went over to the President and did talk with him regarding this. The 
President told him that that was a matter he knew nothing about and 
he would have to talk with the Secretary of the Treasury about it. 
That was where the matter was left. 
DWB. 
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SHANGHAI COMMERCIAL de SAVINGS BANK, 
Chungking, China, April 15, 1941. 
e Bonocahle Henry MorcGeNTHAD, Jr. 
ecretary of the Treasury 
Washinton, D.C. 
U.S.A. 

Drar Mr. MorGENTHAU: I wish to thank you for the kind letter of 
March 14 which has reached me for some days. 1 have definitely got 
rid of the malaria, but my health is not any too good owing to the fact 
that I cannot sleep well at night. It is for that reason that I find it 
impossible to accept that Ministry of Foreign Trade which the Gen- 
eralissimo recently offered to me. 

The Eighth Plenary Session of the Fifth Central Executive Com- 
mittee of the Kuomintang was adjourned a fortnight ago. Special 
emphasis had been placed on questions of economics. Besides the 
creation of two new ministries for Foreign Trade and Food Adminis- 
tration, it was resolved among other things that the central government 
should take over the collection of land tax from the provincial au- 
thorities. Some two weeks prior to the session, a set of regulations for 
the collection of land tax in kind had just been promulgated by the 
government. It is now estimated that after a fair revaluation of land, 
taxes based on the new valuation will total over four times the present 
receipts. An annual yield of one billion dollars in Chinese currency 
is expected to be reached in the near future. 

The new committee for the administration of transportation on the 
Yunnan-Burma Highway is now composed of five members, namely 
General Yui Fei-peng who is to be the chairman of the committee, Mr. 
Chang Kia-ngau, Minister of Communications, Mr. T. L. Soong, Gen- 
eral Manager of the South West Transportation Co., Mr. E. A. Baker, 
Secretary of American Red Cross Society who has been in China over 
twenty years, and one other member to be named by the Burmese 
government. Mr. Baker will act as the Chief Inspector, while Mr, 
T. C. Chen, Assistant Manager of South West, will be the Chief 
Secretary. Mr. Baker is now taking an inspection trip over the whole 
road, and it is believed that no immediate action is likely to be taken 
before his return. 

I hope the foregoing will give you some glimpses of the efforts we 
are making towards solving our problems of finance and transporta- 
tion. As for my part, I feel I should devote my whole attention to the 
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stabilization fund affair which is in itself a very important business 
and on the success of which hangs the fate of China’s post-war recon- 
struction. It is needless to say, however, that I shall always try to 
keep up the continuous shipment of enough woodoil, if international 
situation allows, to fulfill the conditions under our loan agreement. 
With best personal regards, 
Yours sincerely, 


KPC:W 


K. P. Cern. 
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TREASURY DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: April 15, 1941. 
To: Secretary Morgenthau. 
From: Mr. White. 

There is attached a list of memoranda and reports prepared in the 
Division of Monetary Research during January, February, and March, 
1941. 


MEMORANDA PREPARED IN THE DIVISION OF MONETARY RESEARCH DURING 
JANUARY, FEBRUARY AND MARCH, 1941 


Material on British Assets and Needs: 
Estimate of Foreign Exchange Assets of Canada. 
Estimated total of United Kingdom dollar deficits. 
Estimates of foreign exchange assets that can be made available 
to U.K. for dollar expenditures. 
Dollar expenditures and receipts of Canada. 
Dollar expenditures and receipts of sterling area. 
Dollar requirements and receipts of U.K. 

British Shipping Situation. 

Material in connection with Hearings on January 15th on Lend- 
Lease Bill and subsequent meetings. 

Memorandum for the President regarding the recommendations 
made to Congress by the Board of Governors of the Federal Reserve 
System. 

Danubian agricultural assistance to Germany. 

Digest of report on current experience of American companies with 
subsidiaries or affiliates in Axis territory. 

German and Italian military expenditures. 

Monthly imports into the United Kingdom. 

Extension of freezing control—(Information for the President). 

Memorandum for Mrs. Roosevelt on Argentine sales of food to 
Spain. 

Stage of the British Select Committee on National Expenditure. 

Conference in Secretary’s office with Mr. Schott, of Climax Molyb- 
denum Corporation, and Mr. Pedotti. 

U.S. Foreign Trade Developments in 1940. 

Germany’s improved foreign exchange position. 

Proposal for an Inter-Democratic Bank to Finance British War 
Purchases: Comments on plan submitted by Mr. Boettiger. 


MORGENTHAU DIARY 367 


cane of reorganization of British Government machinery for war 
effort. 

British Direct Investments in the United States. 

a ee ta Empire Assets—U.K. Long-term Investments in the United 
ates. 

Conversation with Miss Strong about China. 

Changes in U.K. Gold and Dollar Exchange Assets. 

Memorandum for Mrs. Roosevelt aaa defense finance pro- 
posals of Congressman Jerry Voorhis. 

Trade Agreements Committee consideration of a flaxseed concession 
to Argentina. 

Current Argentine Situation. 

J. P. Morgan not reporting security sales. 

Report of conference meeting to consider the control of exports 
from the Philippine Islands. 

Conference on Canadian exchange problem, March 3. 

How shall England use her GS gold during the coming year? 

The situation in East Africa (map attached). 

The British Financial Picture. 

Significant Military Developments. 

Preliminary Estimate of World Gold Production in 1941. 

Possible sources of payment for materials sent to England under 
Lease-Lend Act. 

Should the financial arrangements under Lease-Lend include rare 
art works? 

Basis for Mexican Settlement. 

Swiss Reactions to Rumored Extension of Foreign Funds Control. 

Summary of Embassy report of debates on British war economic 
policy. 

Merial for inclusion in Public Papers of the President, relating 
to Silver Proclamations. 

Conference with Dr. T. V. Soong, February 19th. 

The Bolivian Tin Industry, with Special Reference to British In- 
vestments. 

The value to the U.S. of sovereignty over the British dependencies 
in the Americas (excluding Newfoundland and Canada). 

The Price Stabilization Division’s report on the Capital Issues 
Committee of 1918. 

Ownership of Strategic Minerals in Latin America. 

Funds in the United States of Germany, Italy, Switzerland, 
Sweden and Japan. 

What are Canada and Australia doing to help Britain? Why 
should we give assistance while these countries are demanding pay- 
ment in cash ? 

Rumania’s objection to Treasury’s denial of licenses to free funds 
for payment of goods to be imported into Rumania from Iran and 
Turkey. 

Treasury should prevent British individuals from turning their 
direct investments into “untouchable” trusts. 

S. 20—“Providing for small loans by RFC.” 

Madagascar graphite. 

Do transactions in German Ruechwanderer Marks constitute exten- 
sions of credit in violation of the Johnson and Neutrality Acts? 
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E Reports of the Paymaster General for Expenditures of the French 
tate. 

Comments on Tabular Study of Dealings in German Dollar Bonds 
on the New York Stock Exchange. 

Chungking versus Shanghai as a Financial Center. 

Plan to Freeze Axis Dollar Funds. 

Einzig's comment on proposed freezing of foreign assets in the 
United States. 

The Economic Situation in Japan. 

Britain’s proposals with respect to the Chinese currency situation. 

“Financial News” on the Liquidation of British Direct Investments 
in the United States. 

The pros and cons of the silver purchase program. 

An index of prices of sensitive materials required for defense. 

The bank holding company bill. 

A rise in interest rates and U.S. savings bonds. 

Proposed guide for central bank policy for Brazil. 

Gold coinage. 

Dr. Moulton’s fundamental economic issues in national defense. 

The relative economy of Treasury bills and Treasury bonds. 

Discontinued Denominations in the Coinage System of the U.S. 

Seasonal Variations in the circulation and production of coin. 

Historical changes in our present subsidiary silver and minor coins. 

The 21% cent piece proposed. 

Foreign Coinage and Currency Systems. 

Germany’s trade position in Scandinavia. 

The Swedish-German Clearing Agreement. 

Danish shipping in American ports. 

German exploitation of Denmark. 

Stabilization Fund loan to Iceland. 

Cooperation between the F.B.I. and the Treasury. 

Census of foreign accounts on improved capital movement figures. 

Discussion of Post-war Economic Problems. 

Far Eastern Situation. 

Study on Mexico. 

Proposal to raise reserve requirements. 

Possible methods of dealing with the Federal Reserve request for 
powers. 

Mr. Aldrich’s and Governor Eccles’ plans. 

Bills to carry out Eccles’ program. 

Memorandum for the President on Governor Eccles’ five main points. 

Comment on Department of Commerce questionnaire for insurance 
companies. 

A case for reissuing gold coins. 

Recent developments in German trade with Japan and Sweden. 

German regulations governing the foreign exchange transactions of 
immigrants to Germany and the treatment of their holdings. 

* Some problems of public finance. 

Price discipline in Germany shows symptoms of a possible break- 
down. 

German exploitation of the Netherlands. 

German scrip currency in the occupied territories. 

Belgian gold holdings. 
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Prof. von Mises on the post-war economic reconstruction of Europe. 
Germany’s proposed new economic order. 
Consequences of German victory over Great Britain for the Euro- 
pean Continent. 
Are Soviet imports from the United States aiding Germany ? 
Dr. Lorwin’s study of Germany’s war-financing. 
A preliminary inquiry into the possible occurrence of speculation 
by German agents on the New York Stock Market. 
S. 4435—Re: Governmental reorganization and policy. 
The effect of Nazi war finance on the distribution of wealth in 
Germany. 
Proposed transfers in accounts of Banque Francaise et Italienne 
pour  Amerique de Sud. 
Swiss Reactions to Rumored Extension of Foreign Funds Control. 
Questions which would clear up General Electric-Siemens and 
Halske tangle. 
German military expenditures. 
Italian military expenditures. 
Germany’s improved foreign exchange position. 
Our sources of information on Scandinavia. 
Are Soviet imports from the U.S. aiding Germany ? 
Types of compensation which Britain might give the U.S. for sup- 
plies transferred under the Lease-Lend Bill. 
Syrian application to export wool and silk to the U.S. and import 
foodstuifs in exchange. 
Application to pay $27,469.65 from account of Bank of France to 
account of BIS for interest on French Treasury guilder notes. 
Officials funds blocked in the United States. 
a A new equation for estimating silver production in the United 
tates. 
Estimated Treasury gold acquisition in 1941. 
A preliminary estimate of silver production for 1941. 
Preliminary estimate of world gold production in 1941. 
Studies of U.K. investments outside the United States. 
Ten plans to finance British purchases. 
German and Italian investments in Latin America. 
International investments questions which will probably be of in- 
terest tothe Treasury. 
Proposed organization of work relating to international invest- 
ments. 
Suggestions for preventing the Germans from realizing on securi- 
ties obtained from the Belgian National Bank. 
Standard Statistics Company’s estimate of British direct invest- 
ments in the U.S. 
British acquire $400 million in India loans to liquidate trade 
balance. 
Analysis of Mr. Klaus’ “Plan for Securities Black-List”. 
Recommendations on Acquiring British Direct Investments. 
Subrogated British Securities. 
Organization of the Office of the Alien Property Custodian. 
Capital Movements in 1940. 
Changes in unfrozen foreign funds in the United States. 
Short-term Funds of the Axis Powers in the United States. 
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pagsusizaael of an Economic Warfare Division in Col. Maxwell’s 
ce. 

Bulletins put out by Military Intelligence of interest to the 
Secretary. 

Comment on British announcement of liquidation of certain U.S. 
security holdings. 

Direct investments not included in the British list. 

Special work for Naval Intelligence. 

Work being done by Mr. Louchheim on direct investments. 

Comment on memorandum proposing use of British insurance di- 
rect investments as a means of raising additional dollar credits. 

Journal of Commerce article on availability of shipping for Britain. 

Inquiry into cause for decline in exports to U.K. 

Comment on military and naval intelligence memoranda on the 
British shipping situation. 

Monthly imports into the United Kingdom. 

The Military Situation. 

Liquidation of British-held American securities. 

American trusts and estates owned by the British. 

Omissions by the British in their lists of holdings of U.S. securities. 

Conference with S.E.C. officials on proposed corporation to assist 
British in selling their U.S. securities and direct investments. 

Commodities manufactured by German subsidiaries of American 
concerns. 

Total Assets of American concerns controlled by the British. 

The situation in East Africa. 

The significance of the German occupation of Bulgaria. 

“Fivefold Aid to Britain”, by Fritz Sternberg. 

Conference on Amortization Deduction, March 5, 1941. 

Recent measures taken by the Candian Government to shift the 
Canadian economy to a war-time basis. 

Whose gold are we buying? 

U.S. Balance of International Payments in 1940. 

Canadian Wheat Situation. 

Breakdown of the Ottawa Conference on the Sirois Report, held on 
January 14. 

Canada and Lease-Lend Arrangements. 

Merchandise trade of Canada with the U.S. since Sept. 1939. 

ae of MacKenzie King’s speech of March 25 on Canada’s War 
Effort. 

Salient facts relative to Mexico’s current economic position. 

Immediate difficulties in establishing an accurate value for the assets 
of American oil properties expropriated by Mexico. 

Summary of monograph by Frederick Strauss, entitled “War-time 
Agricultural Surpluses of the Danube Basin”. 

Preliminary survey of German interests in American corporations. 

The Balkans: Economic and Political Survey. 

The Value of the Balkans to Germany as a source of mineral sup- 

lies. 
5 Gold and dollar resources of Bulgaria, Hungary, Yugoslavia, and 
Turkey. 

Beedle of four Inter-departmental conferences with D'Arcy Cooper 
November-December, 1940. 
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Proposal of New York bankers for an amendment to the charter of 
the Inter-American Bank. 

The question of the Cuban claim. 

Chilean rejection of Export-Import Bank loan; and Chilean com- 
mandeering of Danish ships. 

Executive Committee on Commercial Policy consideration of the 
Cullen Bill and of proposals for the modification of the Anti-Dump- 
ing and Countervailing Duty provision. 

Executive Committee on Commercial Policy meeting on the pro- 
posed Cocoa Agreement. 

Export-Import Bank memorandum to its Executive Committee con- 
cerning a proposed $300,000 credit to the Dominican Republic. 

Confidential correspondence between Sir Frederick Leith-Ross and 
Assistant Secretary of State Grady on the subject of surplus com- 
modities. 

Does South American exchange procedure involve a bounty in the 
meaning of Sec. 303 ? 

Rockefeller Committee recommendations on United States partici- 
pation in Latin American development programs. 

Basis for Mexican settlement. 

Should the Treasury extend a stabilization credit to Colombia? 

Training program for Latin Americans in the Treasury Depart- 
ment. 

Exchange allocation by Latin American countries for the payment 
of United States income taxes, 

Dollar balances held in the Bank of Brazil. 

Colombia is using dollars in operations with compensation countries. 

Debt and Fiscal Position of Mexico. 

Recent Latin American Developments. 

Resignation of Argentina Finance Minister. 

Brazilian repayment of the 1937 stabilization credit. 

Notes regarding flow of German funds to Latin America. 

Haiti’s foreign trade and foreign exchange position. 

Japan: Paralysis of Manchukuo Heavy Industries (Digest of 
despatch from Mukden, Manchuria.) 

The economic situation in Japan. 

China—Current stabilization in Shanghai. 

Japanese foreign exchange resources. 

Economic Review of China, 1940. 

Japan’s Foreign Exchange position. 

Economic Review of Japan, 1940, A 

Philippine Government Proposal for Monetary and Tariff Changes. 

Report of conference meeting to consider the control of exports 
from the Philippine Islands. 

The Foreign Trade of French Indo-China. 

Decrease in New York Bank Deposits for the Account of China. 

Japanese gold movements and dollar balances in the United States, 
January to March 1941. 

Confidential Report on Soviet Oil. 

Proposals to aid Britain: Executive Committee on Commercial 
Policy. 

The Puerto Rico Sugar Proposal. 

Petroleum situation in Japan. 
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Report on Export-Import Bank activities. 

United States Trade with U.S.S.R. in 1940. 

U.S.S.R. Imports from the United States. 

Navy report on Japan’s oil situation. 

Daily report of transactions in domestic stocks for account of 
foreigners whose heavy selling for Swiss stopped since Feb. 1st. 

Desirability of supporting Shanghai open market. 

Currencies now circulating in China. 

Proposed Chinese Government salt monopoly calling for a 3 billion 
yuan capital outlay. 


DUMPING CASES COMPLETED 


Billiard cloth from Belgium. 

Ramie yarn from Japan. 

Henrietta Cloth and 64-inch All-Wool Shawl Cloth from Ger- 
many. 

Toilet soap from England. 

Cotton bandage from Germany. 

Glass syringes from Japan. 

Gelatine spangles from France and imitation pearl beads from 
Belgium and Germany. 

Artificial sausage casings from Germany. 

Naphthenic acid from Rumania and Mexico. 

Ceramic colors from the United Kingdom. 

Artificial mustard oil from Germany. 

Precipitated chalk from Japan. 

Ground tale from Japan and Italy. 

Women’s unlined machine-seamed leather gloves from Germany 
(via Belgium). 

Printers’ type from Latvia. 

Household furniture of wood from Italy. 

Turpentine from Mexico. 

Bound books of foreign authorship printed in English from 
Canada. 

Lamb leather other than shoe leather from Italy. 

Gasoline-driven pumps from Canada. 

Glass lanterns and lamp parts from Italy. 

Sturgeon caviar from England. 

Stoves, blow torches and incandescent lamps operated by com- 
pressed air from Sweden. 

Canned eels from China. 

Iron oxide from England. 


CURRENT REPORTS IN ADDITION TO ABOVE 


Daily report on transactions in domestic stocks (compiled from 
S.E.C. figures). 

Weekly table: “Balances and Earmarked Gold Held for Foreign 
Account.” 

Weekly table: “Net Capital and Gold Movements.” 

Weekly table: “Expenditures of Bank of England, Bank of France, 
and Bank of Canada from Special Accounts at the New York Federal 
Reserve Bank.” 
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CORRESPONDENCE 


363 Letters replied to. 
In addition to the above, material falling into the following cate- 
gories is also prepared : 
1. A large number of tables on various items. 
2. Reports on conferences in which this Division participates. 
3. Participation in preparation of some of the statements and 
speeches by the Secretary. 


(Book 390, pp. 63-90) 


GROUP MEETING 
APRIL 21, 1941. 
10:00 a.m. 
Present: 
Mr. Kuhn 
Mr. Cochran 
Mr. Haas 
Mr. Foley 
Mr. White 
Mr. Thompson 
Mr. Graves 
Mr. Gaston 
Mr. Schwarz 
Mr. Bell 
Mrs. Klotz 

H.M. Jr: Good morning, everybody. Didn’t you get my message 
that you shouldn't come in today ? 

Bell: No. I am supposed to be at a Red Cross meeting. Why 
aren't you at it? 

H.M. Jr: When? 

Bell: Now. You're on the committee. 

H.M. Jr: Ididn’tknowit. Itwasnewstome. Do you want to go? 

Bell: No, itis a little late. 

H.M. Jr: In the room here, the President called me last night at 
nine thirty, and he said that Prime Minister MacKenzie King was 
sitting next to him, and that he prepared a statement and that the 
President wanted to know whether I thought he should give it out 
last night or tomorrow morning, and what did I think of it, and he 
put the Prime Minister on to read it to me, which he proceeded to do. 

Of course, there was a lot in there about Lend-Lease which I didn’t 
know whether it was all right or not, so I said, as long as he was men- 
tioning ships, he might as well mention aluminum; so he added 
aluminum. 

I did some fast thinking. I figured that having had one previous 
experience with MacKenzie King and knowing outwardly how modest 
he is, but how he likes his publicity, so I said, “I think you had better 
give it out tonight.” 

He said, “Do you really think so? That is wonderful.” 

So then he went along with the explanation of how he intended to 
come down to see me, and he and I were going over to see the Presi- 
dent but he felt he might be criticized if he was down on Virginia 
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Beach with things going so badly in Yugoslavia, so he thought he 
had better go back to Canada; but as near as I could make out— 
Hopkins said he had never seen the statement until this morning in 
the paper, and I know that the State Department didn’t see it. 

So there it is, but I just wanted to let my own crowd know that as 
far as I am concerned, when I saw it and so forth and soon. 

Foley : It is a good statement. 

H.M. Jr: It is a good statement, but this Lend-Lease business, I 
mean just how they are going to do it, you see—you see, what they 
have been wanting to do is, that the things which England buys here 
or the things that Canada buys here that go to England, they want to 
put them on Lend-Lease, but they want England to sign the contract 
and they don’t. 

Whether they got that out, I don’t know. So I suppose that Clark 
will be coming down here now any time. 

Cochran: I am not sure he left, Mr. Secretary. 

H.M. Jr: Well, MacKenzie King said that he and Clark worked the 
statement out, I gathered, Saturday in New York. It is a good 
statement. 

Foley : It is a good statement. I thought there would be some kind 
of an agreement to draft to put it into effect. 

H.M. Jr: Well, we will sit tight and see what happens. 

White: Phillips gave us his statement so that whenever you are 
ready, you can clean up the situation on both of them. It wouldn’t 
take long; the picture is very clear and rather simple. 

H.M. Jr: Well, after this meeting, those that are interested in this 
Henderson Committee, I would like you to stay behind and we will get 
O’Connell and we will launch that and then I would like to go in on 
my tax statement, so that will take pretty much the rest of the morn- 
ing. Thatis about all I can do. 

ell: Have you heard when you will appear before the committee? 

H.M. Jr: Sullivan was just in here and he said Thursday would be 
the earliest, but he doubted if it would be until a week from today; 
but I think he is making a mistake, because each day there will be 
more and more leaks, but we will see. 

That is all I did over the week-end, other than 

I spent three hours in the New York harbor Saturday, and had a 
perfectly grand time. I went down to the Italian ships and saw them. 
The President says he has allotted five hundred thousand dollars to 
fix them and was very much surprised that nobody had started to do 
anything about it. 

Gaston: Has allotted to—— 

H.M. Jr: To somebody, he didn’t know who. I went down and saw 
the Danish ships. They looked very good. The President was under 
the impression they were all diesels, and Y told him he had been mis- 
informed, and you (Foley) might check up on that legislation to see 
what has happened to it, because he doesn’t know a thing about that. 

Then I went over to the Brooklyn Navy Yard. I would bet anyone 
ten to one that I could take a row boat on any foggy night and put a 
bomb in it and row into the Brooklyn Navy Yard and tie it to the 
tail of the North Carolina and get out of there. From the shore side 
it is next to impossible to get in, but from the water side—one guard 
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ee gun. We just steamed in there, and nobody seemed very much 
excited. 

Gaston: You went in on a Coast Guard cutter? 

H.M. Jr: Yes, but I mean anybody—there is no protection, no 
electric eye or anything. Anybody could go in there. 

Gaston: Was Baylis with you? 

H.M. Jr: Baylis. 

Gaston: You talked to him about that, did you? 

H.M. Jr: He drew it to my attention. I told the President, and he 
was very much shocked. 1 went on board the four Coast Guard 
cutters. 

Gaston: In the Yard there? 

H.M. Jr: Luckily, I could remember what each gun was to tell the 
President on the train last night. I also told him that they are all 
ready and waiting there for the English to take them over, notwith- 
standing that the head of the English Navy told the press yesterday 
ae ‘a are all out chasing submarines. They certainly look won- 

erful. 

Gaston: They did? 

H.M. Jr: Oh yes. They just bristled with guns. In this morn- 
ing’s paper, these Coast Guard cutters are all hunting submarines in 
English waters. They are sitting there waiting for the English 
crews. 

Gaston: You know, they are to take two weeks in Long Island 
Sound maneuvering after they deliver them, for the education of the 
British crews on that machinery. 

H.M. Jr: I went down, right down to the keel of the Malaya and 
saw them repairing her. I had a good time Saturday afternoon. 

Incidentally, that torpedo never penetrated into the engine room. 
It never got through the last steel sheet. It just got through the 
blister and blew that open, but it never got inside the engine room. 

Gaston: Not into any of the compartments of the vessel ? 

H.M. Jr: The only thing that really cheered me up, these four 
boats that they transferred, these four very fast new ships that they 
transferred Thursday, I saw two of them. They were practically 
loaded. They had five barges alongside. They had been painted gray 
since Thursday. 

They were still flying the American flag. And on board were 
planes and, which I didn’t know that they transferred, these P-T 
boats, these very fast—— 

Schwarz: Mosquito boats ? 

H.M. Jr: Navy Patrol boats. They call them P-T boats. There 
were two of them on deck. They are still flying the American flag 
and they were painting out the American name and putting on an 
English name; and I said, “When do they transfer them?” And he 
said, “On Sunday,” but they do it in the middle of the Hudson River. 
They take them out in the middle of the Hudson River and haul down 
the American flag and haul up the English flag in order to avoid the 
New York City sales tax. Otherwise, they would have to pay a City 
sales tax. But that was fast work. It only broke Thursday, you 
know. They are practically loaded. But if anybody took a picture of 
these things loaded with English planes and these P-T boats, still 
flying the American flag, it wouldn’t look so good. 
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It was a good afternoon. Baylis is very entertaining. He took good 
care of me. 

Foley : He didn’t say anything about “Pal Joey,” did he? 

H.M. Jr: Were you there ? 

Foley: No. Kate wasthere. Shesat in the same row. 

H.M. Jr: Next to us? 

Foley: Yes. 

H.M. Jr: You know how I got to Pal Joey”? 

Foley: No. 

H.M. Jr: We had tickets to Gertrude Lawrence. 

Foley: So she did. That was how she was there, too. They can- 
celed the performance so they went to “Pal Joey.” — 

H.M. Jr: I was disappointed because they said it was so vulgar and 
I thought it was a nice, clean show. (Laughter.) 

Mrs. Morgenthau said she would go and she would stay one act 
and she wouldn’t stay any longer, because when Bob went he said you 
shouldn’t take any young girl there because it was so vulgar, but we 
kept saying, “Well, when does it begin ?” 

Klotz: They cleaned it up before you came. 

H.M. Jr: Herbert, my friend out at the ranch, Jenkins, has written 
me again about Captain Edwards who was retired. He is head of the 
Customs Service there. He is a pretty good man, from all accounts. 
I think he has done a good job, particularly on narcotics. You might 
look into it. On the question of extending him a year. 

Gaston : Yes, I will look into it. 

H.M. Jr: And let me know. 

Gaston: Yes. 

H.M. Jr: From all accounts, he runs that part of the border very 
well. After we hear, we will let Jenkins know. 

Thompson: The first meeting of Mr. Henderson's committee is 
tomorrow at 11. 

H.M. Jr: Right. I thought if you and Bell and White and Haas 
and Foley will stay afterward, we will talk about it a little bit. 

Thompson : Jere Cooper, on that promotion to 1,800 

H.M. Jr: Justa second. Hassomebody got that thing from Hender- 
son about wanting 40,000 income tax returns? 

Foley: That has been turned over to John. 

H.M. Jr: IthinkT turned it over to O'Connell. 

Klotz: Thatisright. 

H.M. Jr: Let's bring it up. I think he is crazy. I would be crazier 
to give it to him. 

Thompson: Jere Cooper wrote and asked if you would promote a 
girl in Foreign Funds to eighteen hundred. She has only been with 
us since January and has hardly earned a promotion, but I thought 
you might want to help her out. She is a regular stenographer. 

H.M. Jr: What does she get? 

Thompson: Sixteen twenty. 

H.M. Jr: Why not give her a sixty dollar raise. Is she a good 
stenographer ? ] 

Thompson: She is just average. Sixteen twenty is the entrance 
rate atthe next rating for stenographers. 

H.M. Jr: I will tell you what we will do. I would write a letter 
and simply say, “My dear Mr. Cooper—Dear Jere, I am glad you 
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brought this matter to my attention. She has only been here since 
January. If you will bring it to me again the latter part of June, at 
which time she will have been with us for six months, we will see how 
she does. Before she gets a raise she should be with us for six months.” 

Klotz: For your signature? 
pe Jr: Sure. Maybe we will get something good on the tax 
ill. 

Thompson: I still have some—— 

H.M. Jr: You write that for your signature. 

Thompson: All right. 

H.M. Jr: Simply say, “We would like to wait to see how she does 
for six months.” Are you still waiting? 

Thompson: Yes. 

H.M.Jr: Allright. 

Mr. Bell? 

Bell: We send out every six months, as you know, the notices to 
these foreign governments of the amounts due under their debt agree- 
ments. In view of the world situation, we would like to abandon that 
at this time, and the State Department would like very much to have 
you eliminate those notices. 

We have always done it to more or less maintain our legal position, 
but I guess there is not much legal position to maintain. 

H.M. Jr: I would like Mr. Hull to write me a letter about that. 

Bell: You would? 

H.M. Jr: I wouldn’t do it unless he writes me a letter. 

Bell: Mr. Delano wants to go to the Bankers’ Convention at Hot 
Springs the twenty-seventh to thirtieth. Do you think the holding 
bill would interfere? 

H.M. Jr: Ifit does, we can fly him back. 

Bell: It is all right for him to go? 

H.M. Jr: Yes, sir. 

Bell: As you know, we are getting quite a lot of pressure from the 
Chinese to make this fifty million dollar fund available. 

H.M. Jr: Your chum, buddy, one Lauch Currie, called me up Sat- 
urday, and the Generalissimo was very much worried, very much ex- 
cited, because we weren’t treating China as well as England and he 
wanted me to do it as of Saturday. For some reason or other, he 
thought that you were with me, but I said whatever it was, I said we 
made the loan under that kind of pressure because the Chinese were 
going to quit fighting so we made the loan under that pressure. What- 
ever it was, it could wait until Monday. 

Bell: Well, we now have a cable from the Ambassador A 

H.M. Jr: And I want to say now, and I am going to say this the 
first time I see the Ambassador, if the Chinese didn’t hire so many 
special people around here, they would get a great deal better service 
from me. All it does to meis slow me down. I don’t know who is on 
their payroll and who is on the payroll of the United States Govern- 
ment, and therefore I am going very cautiously. _ 3 

When I see the Chinese Ambassador, I am going to tell him because 
they have got all these special representatives and the result is that it 
has just slowed me down. I expect to tell that to the Ambassador the 
first time I see him. ; 

Bell: It ought to be good news to him. 
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H.M. Jr: I am going to tell him. I don’t know who is on the 
U.S. payroll and who is on the Chinese payroll and who is working 
for what. J 

Bell: Well, the General did see the Ambassador, and the Ambassa- 
dor said it was very urgent. 

H.M. Jr: Which Ambassador? 

Bell: Ours. And the General also sent a letter to the President 
on the 27th of February. I don’t know whether we are just getting 
this or not. 

Cochran: I will give you (Secretary) a copy. 

Bell: Urgent to give aid immediately. 

H.M. Jr: Well, I told you what I agreed to, Dan. Ihaven’t changed 
since you saw me last, that inasmuch as they were going to put up 20, 
we would advance them 20. That was your proposal. 

Bell: Yes, and that is in the agreement. We would advance them 
20 in April and five million a month with authority from you to ad- 
vance them any more, but they are very much hurt about the whole 
five million dollars. 

H.M. Jr: They can go jump in the Yangtze River as far as I am 
concerned. This man has been trading and trading now for over 
three months. I am not going to budge. I mean, it is a lousy loan 
anyway, and they can take it or leave it. 

Bell: Mr. Edward has accepted: 

H.M. Jr: Wait a minute. And as far as I am concerned, I am 
ready to sign today. I mean, all of this trading business, the thing 
could have been signed two months ago. 

Bell: Well, we are ready to sign. 

H.M. Jr: Tell them so and tell them to quit trading. 

Bell: But according to this memorandum, the General has given 
Soong directions not to accept this loan. 

H.M. Jr: All right, then tell them the loan is off. 

White: I am just troubled by one thing, Mr. Secretary. 

H.M. Jr: Then tell them the loan is off. I don’t know who Soong 
represents anyway. Iam doing business with the—with Dr. Hu Shi. 

White: Mr. Secretary, I am troubled about one possibility. I sym- 
pathize with your position, but there is just one disturbing factor. 
It is my understanding that there is a possibility, an increasing possi- 
bility, that some peace arrangements may be made. This loan in no 
sense will be decisive. That is, if they are going to make it, they are 
going to make it anyhow. The only thought in my mind is that 
should they happen to make it any time within the next month or 
contemplate making it, they may use this as a partial excuse and even 
though it isn’t a real excuse—— 

H.M. Jr: All right, you have done your Boy Scout deed, Harry, 
and on the same thing we have been giving Japan enough oil for the 
last two years to have a reserve of two years to fight us. 

White: Yes, that is very true. 

H.M. Jr: And is a dain sight worse as far as the United States 
Government is concerned. Week after week we continue to send 
these people 87 octane gas. 

White: I agree with you a hundred percent. 

H.M. Jr: And you can throw that back into the teeth of Mr. Hull 
and his cohorts. I am not going to budge, Harry. 
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White: No, I merely want to point this part out, that there is that 
possibility. 

H.M. Jr: Listen, that has been told to me again and again and 
again. The night that Canton fell we made the first loan, and from 
that day to this I have been begging the President and Mr. Hull to 
stop selling 87 octane gas, which affects the American people a great 
deal more than this does. It would be a much more fine gesture. 
Whois contacting the State Department on this? 

Bell: I am. 

ILM. Jr: Well, you call up Hamilton and tell him that if he wants 
to do something, and I would like this to be done this morning, to 
stiffen the back of General Chiang Kai-shek, tell him to lower, today, 
from 87 octane to what common gasoline is, which I understand is 65, 
and that Mr. Welles told me a month or two ago he couldn’t under- 
stand why it hadn’t been done. From 87 to 65, which is ordinary. 
Why doesn’t Mr. Hamilton do that if he wants to cheer up General 
Chiang Kai-shek? 

Bell: He probably doesn’t have much to do with that. 

H.M. Jr: I beg your pardon, he does. Everybody says so. They 
say that Hornbeck wants to do it, Welles wants to do it, and the fellow 
that doesn't want to do it is Hamilton. I am told that again and 
again. And you can say that Henry Morgenthau, Jr., wants to 
know why week after week they are sending 87 octane gas when Mr. 
Welles told me over a month ago that he couldn’t understand it, and 
you can tell them that I think it is outrageous, and if they want to do 
something to cheer up the American people, let them stop sending all 
this gasoline over there. 

White: Would you consider asking them about this 50 million so 
that if they—let them take the responsibility for it? 

H.M. Jr: No, Harry, the President of the United States 

Bell: The State Department ? 

White: Yes. There is just a possibility 

H.M. Jr: Allright, Harry, we will take it. 

White: O.K. 

Bell: The British want to sign 

H.M. Jr: But please tell them that 1 will sign today, and if they 
don’t want to sign today, the whole thing is off. I would like to tell 
that to Hu Shi myself. I would like to tell it to Hu Shi. 

Bell: The British would like to sign at the same time—Phillips is 
going to sign the British agreement on this end. Somebody raised 
the question as to whether we shouldn’t have the British in to sign 
here in the office at the same time. We don’t think much of that. 
They had better sign separately. 

ELM. Jr: I would get this word to Hu Shi, you see. 

Bell: The only other thing I have, Edward has accepted an invita- 
tion to speak Wednesday night at a bankers’ club in Pittsburgh, and 
he now finds he has an invitation down home to go to the Azalea Fes- 
tival, and he is going to make a speech there, isn’t he? 

Graves: No, that isn’t right. The State Committee for South Car- 
olina is holding its first meeting on this Defense Savings Bond thing 
on Friday, and we all think that Edward could do a great deal more 
good by going down to South Carolina and assisting in that than he 
would speaking at this bankers' thing. 
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Bell: Can’t he get to the Friday’s meeting by going up there Wed- 
nesday night? 

Graves: No. 

Bell: Now they want me to go to Pittsburgh and take his place, 
and I don’t know. If you are going to go on the Hill Thursday, I 
certainly don’t want to come back here Thursday morning on a sleeper 
to get my material all ready. 

H.M. Jr: Well, let me put it this way, Dan. Unless this is some- 
thing you want to do very much, 1 don’t want you to use up the little 
reserve that you have got. 

Bell: No, I don’t want to do it. 

H.M. Jr: Then don’t. 

Bell: I was just trying to be accommodating. 

H.M. Jr: Unless it is something you want to do—— 

meer: I do not want to do it particularly. We can send somebody 
else. 

H.M. Jr: Yes. 

Bell: That is all I have. 

H.M. Jr: Harold? 

Graves: Nothing. 

H.M. Jr: Harry? 

White: Nothing. 

Schwarz: Do you want to see a few clippings on taxes before the 
press conference? 

H.M. Jr: Thank you. 

Schwarz: That is all. 

H.M. Jr: George? 

Haas: (Handing reports to Secretary) I looked up that produc- 
tion of a hundred a month. Ayres’ figures show the first three months 
of this year, 51. Three in January, thirty-two in February, and six- 
teen in March, but 1 will double check that again. 

H.M. Jr: And don’t you 

Haas: But that is the only figure that you can check. 

H.M. Jr: Then why not call up Mr. Biggers’ office and say that he 
made the statement and that you are calling for me and would like to 
know where he got it from ? 

Haas: All right, I will do that. 

H.M. Jr: And tell him that 1 would like to know where he got it 
from. 

Haas: He spells it out. There is no question they are light tanks. 

H.M. Jr: Will you call up Biggers’ office and say that we have the 
figures that are quite different, where did he get his figures from? I 
would like to know, and I would like to know today. 

Haas: All right, I will do that. 

H.M. Jr: George, so there is no misunderstanding between you and 
Bell and you and me, and you two people aren’t doing the same thing, 
do you want to tell Bell what I asked you to do over Saturday and Sun- 
day so that Bell will know? 

Haas: Yes. You asked that I take the first hundred days of this 
year on non-defense expenditure and compare a similar hundred days 
for each of the past five years to see whether the non-defense expendi- 
tures have gone up or down. The Secretary said he was very much 
interested in looking over these non-defense expenditures with the 
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idea of cutting down everything possible except those items which 
you are making provision for the needy. 1 started this morning try- 
ing to assemble some figures along that line. 

The second thing he asked, if I would 

H.M. Jr: On that, if you (Bell) want to talk with him afterward— 
I mean, if you (Haas) need any help from Bell 

Haas: I certainly need some help in the accounting department and 
Dan too. He has been working with the Budget on it. 

The second thing the Secretary asked me to do was see if there was 
any correlation between the Agricultural expenditures and farm in- 
come and also consider this whole ramification with the national in- 
come. I think those were the two things that you asked for. 

Bell: Do you remember the President asked Wickard if he would 
give him a statement as to how much wages had gone up in the past 
year and how much agricultural prices had also gone up. You might 
want to do something on that. 

H.M. Jr: Now, what I want, and I would like to have it tomorrow, 
but I haven't got time to do it myself, it is between you and George, 
I would like to have, using a breakdown—I mean really a breakdown 
on CCC and NYA and WPA and all the public works thing. 1 mean, 
I just, for instance, don't know if I could get—let’s take NYA. I 
don’t know how old the menare. In other words, are they taking men 
over 21? CCC—in other words—let me just go back a minute and get 
the picture. I want to make a statement something like this with my 
tux statement, that this whole Government spending program today 
is just as different from what it was a year ago on the detense side as 
day and night. We were readjusting everything. But no re-exami- 
nation of the non-defense expenditures has been made, and if a million 
and a quarter is on the books for Agriculture, they just take it for 
granted they have got to spend at least that much and maybe four or 
five hundred million more. But they don’t question, “Well, can we 
get along without part of it?” i 

Now, I am rusty. I don’t know, for instance—when I raised the 
question with the President, the Army and Navy should do their own 
hiring of people and not do it under the guise of WPA, he agreed to 
it. In other words, WPA should be shrunk down to taking care of 
the needy. CCC, I am told, hires boys from 18 to 21, but I believe 
they hire a lot of people over 21. If they do, they can stop that þe- 
cause the man over %1, many of them are getting training in the 
Army. I got a long memorandum here from NYA, and I don’t know 
how much NYA is duplicating the work that Studebaker is doing, 
und all the other training programs. f 

In other words, if we could get from each one of these organiza- 
tions a thumbnail sketch to try to justify themselves either through the 
Budget or something so that I could take it and read it. Do you see 
what I mean? I mean, I would like to say to each one of these non- 
defense organizations, through the Budget or direct, whichever you 
think, “I want you to justify yourselves in view of the fact that we 
are spending a billion a month,” on whatever it is, “that we haven’t 
spent before.” “How can you justify your existence under the present 
situation.” Then if they say, “Well, we are doing this and this for 
the Army and Navy,” I want to say, “Well, the Army and Navy should 
pay for it themselves.” In other words, I don’t want them to justify 
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themselves on the basis they are doing National Defense. What can 
they justify themselves outside of National Defense? 

Bell: Well, it is all tied in with National Defense, though. 

H.M. Jr: Well, let the Army and Navy do their own hiring and 
firing and let these people—I mean, every one of them has got an over- 
head. Every one of them has got an organization. And they go on— 
there isn’t one of these organizations that has shrunk their overhead. 

Bell: You see what happened, the Bureau of Education has the Vo- 
cational Training and that was expanded to take in National Defense 

H.M. Jr: But Dan, can you get—do you see what I want? 

Bell: Yes. E 

H.M. Jr: I want to have one of these people—they will say they 
are doing it—I want to know what are they doing other than na- 
tional defense. Let's charge up—I mean, if half of the WPA men— 
it isn't quite that high—are working for the Army and Navy, then let 
the Army and Navy pay for it out of their own appropriations, but 
let's shrink these things down to taking care of needy or special cases. 
Then we will know what that problem costs. Otherwise, we will never 
find out. We will never know. Now, at the White House I have 
heard again and again that the CCC, the whole morale is shot. Iam 
just quoting what the President and Mrs. Roosevelt have said. I 
don’t know. I haven't been out. Because they are down now and 
not even the top sergeants are running it. They have taken all the 
officers away, and the morale is just shot. Now, on the NYA, again 
quoting the people at the White House, they go out and solicit peo- 
ple to come into NYA. They can’t get enough to keep up the work. 
I am entitled to know. I have got to raise the money. I want to 
Imow. I have got to go out and say, “This is the best investment in 
the world.” I want to be sold on the work that we are doing before 
I can sell it tosomebody else. Do you think between you and George 
I can get this? 

Bell: [think so. We can get something. 

H.M. Jr: Fairly soon? 

Bell: Yes. We can get an outline of it. 

H.M. Jr: But you see, Dan, when they say, “We are doing this for 
national defense,” that isn’t what I want. I would like to know how 
much. What I want to know is, what can all of these organizations 
do to justify their existence outside of national defense. 

Bell: It is pretty hard to beat. The Budget has been trying to 
centralize these training programs in the organization that has had 
a training program previously, and that has been in the NYA from 
the students’ standpoint and in the Bureau of Education from the 
regular vocational. 

H.M. Jr: I am so licked on this thing. I asked you for this over 
a month ago, and the Budget didn’t give it tome. So I have invited 
an outside organization to come down here tomorrow to give it to me, 
the National Economy League, to send their economists down. If I 
am asked why, I am going to say, “The Bureau of the Budget wouldn’t. 
give me the information which I have been asking for for over a 
month.” 

Bell: Their excuse was they had to pull all their people off on the 
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OM Jr: And what have they done to help us on this Agricultural 
' bill? 

Bell: Not very much, I have to admit. 

H.M. Jr: I have got to go to the enemy. I asked Walter Stewart 
to check this, whoever the man is, and if he would be loyal to me and 
play fair, to have him here tomorrow morning. Walter Stewart said 
he would find out, and I said, “I want you to guarantee that he will 
be fair,” and I am ready to say publicly that the Bureau of the Budg- 
et, I just can’t get anything out of them, and you can tell that to 
Harold Smith, too. If you think I am going to sit here and let 
Harold Smith give me a sit-down strike—and I have been begging 
for this information. And when you give it to the President, he grabs 
it. Heis tickled to death to get it. He is tickled to death. Harold 
Smith is so busy building up his own personal machine that he hasn’t 
got time to do what he is hired for. He is all the time trying to grab 
new power. I can’t get this allotment for Philip Young because he, 
Harold Smith, and Harry Hopkins are in a fight. He is constantly 
trying to build up his own personal machine. When this fellow comes 
down here, Dan, you and George and I will get together with him. 

Bell: All right. 

ILM. Jr: I don’t know who he is. He may not come, but Walter 
Stewart said he would check him and he would guarantee that he 
would be fair and loyal. 

Haas: Chick was able to get that release. 

ILM. Jr: Do the same thing on Robert Lovett’s speech. 

Haas: That isnot Biggers’ speech. That is that National Economy 
League thing you were looking for Friday. 

H.M. Jr: Oh. 

Cochran: You saw there was another big vesting of British secu- 
rities over the weekend ? 

H.M. Jr: No. 

Cochran: A hundred and twenty-five shares and thirty-four bonds. 
We had another message from London on this Lead-Lease arrange- 
ment. It refers to the testimony of the Director of the Budget. Shall 
I send this to you? 

H.M. Jr: No, I thought we had done that once. 

Cochran: Well, there was an old one on this, and he repeats a little 
bit. 

H.M. Jr: Well, I had better take it. 

Cochran: I have two or three memos from Heath. 

H.M. Jr: Now, while we are on that, Ed, I think that you had better 
read the letter the President wrote me on the quid pro quo (March 
13, 1941), because the President might say to me, “Why haven’t you 
done something?” My impression is, and I am not sure, that the 
thing is resting with the State Department. The President said to 
clear it over there with Acheson. Then I think you told me nothing 
happened and Acheson couldn’t get Hull to say yes or no. So that 
the suggestion I have in mind, so that I am in the clear with the Presi- 
dent, is that I write a formal letter to Mr. Hull and say that—give 
him the history and say we have been waiting to hear from him, if 
that is correct, and that I feel that this has been going on now for a 
month or whatever it is and send him a copy of the President’s letter, 
and I would like to move on it. Otherwise, the President may some- 
day snap on me and say, “Why didn’t you do this?” 
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Foley: Yes. 

H.M. Jr: Will you handle that? 

Foley: Yes. 

H.M. Jr: And before it comes to me, will you let Bell see it? 

Foley: Sure. 

H.M. Jr: What else? 

Foley: On American Viscose, they have withdrawn the request for 
the rulings on the closing agreements, because the three plants they 
had would have lost the identity of the reserves and surplus of about 
sixty-seven million dollars, so that any future distribution, the stock- 
holders wouldn't be taxable. So Buck, their attorney, did it volun- 
tarily. He understands. He has gone back to submit a new plan 
which we suggested which would permit the thing to be done as a non- 
taxable transaction. The identity of the fund of sixty-seven million 
dollars to be retained so that in any distribution the shareholders 
would be subject to tax. That they are going to do, and I think by 
the end of the week, we will be able to give them a clearance. Now, 
the one thing I want to bring to your attention, I don’t know whether 
you know it or not, is that there is about twenty thousand shares of 
Viscose stock being retained by Courtauld, or the British. 

H.M. Jr: Five percent. 

Foley: It is around five percent. 

H.M. Jr: Yes. That was in the paper. 

Foley: The whole business is not being—I think there are four 
hundred ninety-one thousand shares, and there are only four hundred 
forty-eight in this deal. The other—there is about twenty thousand 
shares that have been retained, and then the other twenty-four, I 
understand, that have been distributed from time to time to officers 
as bonus. I have a memorandum on it for your files. (April 21, 
1941.) 

H.M. Jr: Right. 

Foley: Here are these letters to Bob. (To Attorney General Jack- 
son, Mr. Correa, Mr. Irey, and Mr. Oftedal, dated April 21, 1941.) 

Here are the letters to the Vice-President and to the Speaker on 
the legislation to permit negotiations of contracts by the Budget. 1 
see no objections. Here is a memorandum for the diary (April 18, 
1941) and the papers on our conference with Nelson the other day. 

H.M. Jr: Wonderful. 

Foley: Thisis a letter which Istorik would like to have if you can— 
he wants it very much. He has talked with Brandeis, and they are 
entirely satisfied with the treatment they got here. If he gets this let- 
ter he feels that he can go back to England now and have a successful 
mission in this country. He also would like to have us tell Pinsent— 
give a copy of this letter to Pinsent and tell Pinsent that you think 
this is a matter which should be taken care of in the sterling area. 

H.M. Jr: Will you explain it to Merle, and Merle will do it for 
me. 

Foley: Yes. 

Cochran: We had a cablegram from London Saturday telling of 
very favorable press comment on that Brown-Williamson arrange- 
ment. (Addressed to Secretary Hull for the Treasury Department 
from Winant.) Stopford wanted to know if you would care to meet 
Professor Noel Hall. He used to be professor of economics in 
London. He has come over to head the Ministry of Economic Warfare. 
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ELM. Jr: I would like to very much. I would like to do it when I 
have plenty of time. 

Cochran: Allright. And there are two or three things I would like 
to speak [about] to you and Mr. Gaston before he comes in. 

H.M. Jr: Tell Stephens. 

Foley: That is all I have. 

Gaston: Admiral Waesche got a letter from Admiral Stark on Sat- 
urday formally requesting the transfer of the seven 327-foot cutters 
to the Navy, and 1 thought that in view of what passed between you 
and Knox and the President, that is a matter that should be taken 
up through another channel, but that is—he has the letter, and he has 
prepared also—Stark agrees to take over the equatorial islands patrol. 

H.M. Jr: That is no way to doit. 

Gaston: Of course it isn’t. 

H.M. Jr: It just makes me so mad. It goes from Frank Knox to 
me. That Stark, he is a—his smile doesn’t indicate what is going on 
in his mind. 

Gaston: Oh, no, heisa dictator. 

H.M. Jr: You get Waesche’s letter from Stark to me and when 
Knox’s aide comes over here at five minutes to twelve, I am going to 
hand it to him and tell him to take it back. 

Gaston: Yes. Waesche was planning to come over to see me, and 
I will tell him to bring this letter. 

H.M. Jr: Give it to me at five minutes to twelve. 

Gaston: I thought it surely must be checked with the President. 
Itisa part of the whole scheme. 

H.M. Jr: I am just going to tell Knox that I am sending the let- 
ter from Stark back to him, and I am not going to move until he 
signs a joint memorandum with me. 

Gaston: There is a little more than that. Apparently the Navy 
gave out the story in the papers. 

H.M. Jr: I saw they did. Well, shall we go on now? Is that all? 
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Re Cuinese Loan 
Arr 21, 1941. 
3:15 p.m. 
Present: 
Mr. Bell 
Mr. White 
Mr. Cochran 
Mr. Hamilton 
Mr. Hu Shih 
Mr. Soong 
H.M. Jr: When 1 went in to see the President, 1 was preceded by 
Lauch Currie, and while I was sitting there also, Mr. Hull called up 
and evidently Lauch had sold the President a bill of goods on this. 
Mr. Hull called up on the same thing. The President compromised 
with me on this basis, that we tell the Chinese that they can have the 
50 million to save their faces, but they have got to give us their word 
that above the 20 million they will not draw on us for more than five 
million a month. 
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Bell: That is all right. We have somewhat that kind of control over 
the funds that we would advance in June in case the Stabilization Fund 
is not extended, that we would buy the full 50 million and they would 
not draw it out of the Federal Reserve Bank of New York except at 
the rate of five million dollars a month. 

H.M. Jr: Publicly we will announce that we have put the full 50 
million at their disposal, you see. 

Bell: We intended to do that anyhow. Not necessarily that way. 
We would say, “Another important step has been taken in the field 
of monetary stabilization agreement involving the purchase by the 
United States Stabilization Fund of $50,000,000 of Chinese yuan.” 

And we wouldn’t say anything about five million dollars a month. 

White: Who is going to give you the word ? 

H.M. Jr: Soong and the Ambassador will be here in three minutes. 

White: You want their word or the Government’s ? 

H.M. Jr: I want their word. 

White: There is no legitimate reason why they should want more 
thanthat. They can’t possibly use it, legitimately. 

H.M. Jr: Have they agreed to this, Dan, what you have read to me? 

Bell: No. We gave them a copy of it this morning. 

H.M. Jr: May I just have itso I can read it to them? What is this? 

Bell: That is supposed to be a press release to be given out at the 
time of the agreement and it is the second paragraph I read to you. 

(Mr. Hamilton entered the conference.) 

H.M. Jr: Have you seen this statement ? 

Hamilton: Yes. 

H.M. Jr: Have you O.K’d it? 

Hamilton: Yes. 

, PENE Jr: I haven’t seen it. Do you want to read this, Mr. Ham- 
ilton ? 

Hamilton: I think it is just the same as when I saw it. 

H.M. Jr: What the President has asked me to do, and I have got 
the Ambassador and Soong coming in a couple of minutes, is to say we 
will go ahead and conclude this agreement, but we want the word of 
the Chinese Ambassador and T. V. Soong that their Government will 
not, after the first 20 million, use more than five million a month. 

Hamilton: You are making the allotment of the full 50 million? 

H.M. Jr: Yes, we are making the allotment. 

Hamilton: Then you have changed the text of the agreement then. 

Bell: Yes. Take out the five million a month and just say 50 million 
dollars and have an understanding with them. 

H.M. Jr: Thatis what this says, isn’t it ? 

White: But it is the agreement in which that is specified, which they 
sign. 

LM. Jr: I have only had a minute's head start. We take that out 
and simply say f 

Hamilton: That whole lump sum is made available to them, and 
then you want their informal assurance, their personal word, on the 
side, that they will withdraw not more than five million a month, 
except through special authorization. TARN 

White: Unless you give them authority to do so, which is what the 
agreement now says, that they could draw more than five with your 
approval. 
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Hamilton: And that you are taking out the five million dollars. 

White: They are taking it out of the agreement. In other words, 
what is in the agreement will be taken out, but it will be understood 
orally, the word, I take it, being given by Mr. Soong and the Am- 
bassador. 

Bell: Here is the way it reads, “Except as otherwise approved by 
the Secretary.” ; 

H.M. Jr: That will be out, but I want that paragraph understood. 

White: Mr. Secretary, would they have the authority to give you 
that orally? 

H.M. Jr: Listen, I will take it. Afterall, I am 

White: But I am afraid they will be reluctant to give it. 

H.M. Jr: Well, let's watch and see. By the time the President 
and Mr. Hull put the pressure on me to do this—I am going to ask 
them for their word. If they don’t want to give it, I won't go through 
with it, but it is up to them, isn’t it? This is what the President told 
me to do. 

as Except they might take the position it is beyond their 
control. 

H.M. Jr: Don’t worry, they will give me their word. 

Hamilton: I don't know. 

H.M. Jr: Well, we will know in a few minutes. From the stand- 
point of the State Department, have you any objections to this, if 
they go through with 1t on this basis, publicly, with the agreement? 

Hamilton: It isn’t psychologically as favorable as an out and out 
agreement without this oral proviso, but if that is the decision of 
the President, I have no objection. 

ILM. Jr: If they had signed it a couple of months ago, when we 
were ready, the thing would have been much better. The President 
said—I take it—I couldn't hear Mr. Hull’s conversation—that this was 
to be a face saving proposal. 

Hamilton : Psychologically. 

ILM. Jr: Who the hell is going to know about this? 

While I have got you, when are you going to stop okaying 87 octane 
gas to Japan? They say it is you. That is what everybody says. 
Get it down to 65. That is regular automobile gas. Mr. Welles told 
me a month ago that he couldn’t understand why it wasn’t stopped. 

Hamilton: Í will be glad to discuss that outside this meeting. 

ILM. Jr: Allright. Allright, Dan? 

Bell: Yes. 

H.M. Jr: Merle? 

Cochran: No, not all right, but I will have to take it, that is all. 

H.M. Jr: All right. 

Bell: I hate the pressure, too. 

H.M. Jr: Well, I don't like the pressure. 

Hamilton: Of course, there is a combination of Russian petulance 
and various things, but we are dealing with a very difficult psycho- 
logical situation over there. 

H.M. Jr: Well, as I told the President, the joke is on me because 
next to him I won’t take second place to anybody for wanting to help 
China, and now suddenly I am the fellow that is holding the thing 
up. Here I have been fighting for a year to try to get this flow of 
gasoline stopped to Japan, and on the Navy’s report they have got 
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two years’ supply now and I can’t get any support from the State 
Department, none. 

(Mr. Hu Shih and Mr. Soong enter the conference.) 

H.M. Jr: The President has expressed his interest in this agree- 
ment which we have been trying to make with China during the last 
several months and he asked me to make a change in the agreement 
along these lines, that instead of having this paragraph in this agree- 
ment which says that after the 20 million dollars has been advanced, 
that five million dollars in any one month can be drawn by the Gov- 
ernment, that we advance the entire 50 million but to have an agree- 
ment with you two gentlemen on your word to me that you will not 
draw more than five million a month without the approval of the 
Treasury. 

In her words, there will be nothing—this will just be lifted bodily, 
this part about the five million a month, but that you two gentlemen 
will give me your word that now—that you will not use—after the 
twenty, you will not use more than five million a month without the 
approval of the Secretary of the Treasury. 

Hu Shih: Mr. Soong and I thought that it may be necessary for 
us to ask the instruction of the Government on that point. Would 
that be all right? 

H.M. Jr: I am ready to sign now. I just want to say one thing 
that Mr. Bell says. The 20 million dollars would be yours. I mean, 
the whole 50 million dollars, as far as the public is concerned, is yours; 
but then what I am asking is your word, personal word and guarantee, 
that you will carry out the spirit of this agreement as it is written 
here in this paragraph. This paragraph here is what 1 would like 
your word on. 

White: It will be 25, won't it, in another week ? 

Bell: Yes. On May 1 it will be another five. 

H.M. Jr: Mr. Ambassador, it is practically twenty-five now, they 
say, but that agreement—that paragraph will be lifted out of the 
document and in place of that you give me your word. 

Hu Shih: Mr. Secretary, because of the fact that the Generalissimo 
has a special instruction to Dr. Soong on that special point, so Dr. 
Soong and I think that if it wouldn't delay too much, we would send 
a wire immediately and ask for an instruction. 

H.M. Jr: Now, I would like to say something. In my interest and 
friendship for China, 1 take second place only to the President of the 
United States. I think I have demonstrated that. I am not particu- 
larly enjoying my present relationship. I don’t enjoy the pressure 
which is put on me. 

With the President's knowledge and approval, he wanted me to say 
to Mr. Soong that he couldn't understand why Mr. Soong thought it 
was necessary to hire special attorneys to represent him here in Wash- 
ington and the effect it has had on me is that it—it can only have one 
effect, and that is to make me suspicious. 

I have never had to have—when you were going to be charged four 
hundred thousand dollars by the export company for a commission on 
the hundred planes which I got for you, and I got that reduced to a 
hundred and fifty thousand, you didn’t have to pay anybody to get 
that reduced two hundred and fifty thousand; and I worked day and 
night with the help of Mr. Philip Young to get that reduced and in 
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my relations with the Chinese Government, it has never been necessary 
o have special representation of American lawyers. Frankly, I don’t 
ike it. 

Soong: Mr. Secretary, I think there must be a misunderstanding; 
I have no American lawyers at all in discussion with you. 

H.M. Jr: Oh, I am sorry. 

Soong: I would like really to ascertain from you what you mean by 
having American lawyers. There are no lawyers connected with me 
atall in my dealings with you. 

H.M. Jr: What is your relationship with Mr. Corcoran? 

Soong: Who? 

H.M. Jr: Mr. Thomas Corcoran. 

"Oog: That has nothing to do with this agreement. I beg your 
pardon. 

H.M. Jr: What is Mr. Corcoran doing for you? 

Soong: In what way? 

H.M. Jr: Inany way. 

Soong: Well, it has nothing to do with this matter at all. 

In my relations with you, I have nothing to do—Mr. Corcoran 
doesn't enter into it at all. 

H.M. Jr: What do you, as a representative, have to have Mr. Cor- 
coran for? Why do you have to employ Mr. Corcoran ? 

Soong: Well, you are only considering my relations with the 
Treasury ? 

H.M. Jr: No, I am talking about the United States Government. I 
am doing this with the knowledge and at the suggestion of the Presi- 

ent. 

Soong: Well, this is a matter that—if the President should want in- 
formation, I certainly will submit it to him in a report, but to sug- 
gest that I have anything to do with Mr. Corcoran on this Stabiliza- 
tion Fund Agreement is something very new tome. On this matter, I 
may say that it is the wish, desire of the head of my Government to 
see that this is carried through. I have been trying very hard to 
modify it. Even before this, I was hoping it would be possible to sign 
an agreement whereby, even if the money is not available at once, it 
will be in such a way that I could—we should not involve more use of 
funds than actually suggested. Well, I referred that to my Govern- 
ment, and General Chiang sent message through Mr. Currie to the 
President. Now, that information came from Mr. Currie. If you are 
in the belief that I am the one that is creating all the trouble, it is I 
who suggested he should insist upon it, then I must say this is en- 
tirely untrue. You could ask Mr. Currie that. You could have an 
inquiry made of General Chiang himself. After all, surely you must 
have your own representatives. But to drag in the subject of Mr. 
Corcoran, who happens to be a friend and who I should wish to get 
some advice from, as I get advice from everybody I can, is really quite 
aside from the question. 

H.M. Jr: Well, I am sorry, I disagree with you. 

Hu Shih: Mr. Secretary, really we appreciate the effort made—— 

H.M. Jr: It isthe first time it has happened, and I don’t like it, and 
I am very sorry that when I ask for something you don't feel that 
you care to answer my questions, but that is your privilege. 
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Soong: No,no 

H.M. Jr: No, you refused to answer me. 

Soong : No— 

H.M. Jr: Yes. You said if the President wanted it, you would 
make a report to the President. When I say on behalf of the President, 
I am sae 

Soong: If you are speaking on behalf of the President, I will answer 
you on behalf of 

H.M. Jr: I said so. f 

Soong: I did not catch it. If you want it now, I am ready to tell 


Soong: Mr. Secretary, I do not see how this suspicion arises. I 
have all the time been very friendly with you in seeing that it would 
be a better presentation to our public, to our people, and in this 
present emergency in which not only we are involved, but the whole 
world is involved, and I besought you time and again that this prop- 
osition should be lifted. Now, it is not only my own wish, it is the 
wish of General Chiang and Dr. Kung. I tried my best to avoid 
this—any disagreement. I even begged Mr. Bell before General 
Chiang’s message to tell me that something could be arranged, because 
I don’t want to put—to make—when you have very kindly granted us 
this loan, I don’t want to make mischief out of a little thing like 
that, you see. It is against my wish, and I tell you most earnestly 
that I am not the mischief maker. I am not the one who is trying 
to create trouble for—between our two governments, or that I am 
trying to make a small point, make a mountain out of a mole hill. I 
beg you to believe me. 

H.M. Jr: This agreement could have been signed months ago. You 
would have had the use of the money by now. 

Bell: The British have been partly responsible for it. 

H.M. Jr: But this is the first time that I have ever had this kind 
of an experience with any government, and I wouldn’t have said some- 
thing if I hadn’t first mentioned it to the President, and he suggested 
that I bring the matter up this afternoon. I have had my say, and 
whatever your relationships are with Mr. Corcoran, as far as I am 
concerned, it is a closed book, but it doesn’t help my feelings, and it 
makes it very difficult for me. 

Soong: I am sorry, but you will believe me that it is not with any 
desire to create in the members of the American Government any- 
thing that will reflect against their lively interest for China, that I 
have friendship with Mr. Corcoran as I have with a number of people. 
I am sorry that this happened. I wish I had known it before. 

H.M. Jr: Well, the President didn’t know about it, and he can’t 
understand it any more than I can. He said he can’t understand 
why the Chinese Government, when everything that we have done for 
China here—why they have to go out. 1 will use his language. “Why 
they have to go out and employ an American lawyer to represent them 
here in Washington.” . . 

Soong: I reiterate again that there is no such thing. Mr. Corcoran 
doesn’t know the existence of this agreement or that we are going to 
sign the agreement with you. 
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H.M. Jr: Maybe, Mr. Soong, you can set one thing here and an- 
other thing here. I don’t know. All I know is that either Mr. Cor- 
coran or his brother, in some capacity, is being retained by you, 
financially, and: 

Soong: Well, as far as Mr. Corcoran’s brother is concerned, I have 
need of him just as I have need of some other Americans to help me 
in the Lease-Lend Bill. If the American Government thinks it is 
distasteful, I will have him withdrawn, but it certainly is not with 
any intention of creating troubles. I have also got Mr. Lawrence 
Morris. In fact, I even requested Mr—Mr. White knows all about it. 

H.M. Jr: He knowsall about Mr. Corcoran ? 

Soong: No, about Mr. Lawrence Morris. 

H.M. Jr: Well, Mr. Lawrence Morris was engaged several years 
ago by the Universal Trading Corporation, which is something quite 
different. 

White: He has reference to the new development in which this 
new corporation which is being formed, that I think Morris is either 
the president of or one of the officials, to help them in their arrange- 
ments under the Lend-Lease Bill, and I think Dave Corcoran is one 
of the members 

H.M. Jr: Dave Corcoran ? 

White: Tom Corcoran’s brother—was going to be one of the mem- 
bers in that corporation. 

Bell: Is there a new corporation being created ? 

White: Well, it is a new one, but it really is an old one being re- 
vived, so there will be two corporations here. One will take care of 
civilian or industrial needs, the Universal Corporation, and putting 
all the other military needs, purchasing, shipments, etc., in the— 
under the leadership of this second corporation. 

Cochran: That takes the engineers and so on from the Universal, 
does it ? 

Soong: No, the arrangement is this, sometime ago it was suggested 
by our own people that in dealing with the Lease-Lend Bill, which is 
a much bigger affair than the ordinary purchases, we ought to get 
some people who would help us in getting what we need, because it is 
not like—just like going to the President or the Secretary of the 
Treasury and get his approval, and the thing is done. No, we have 
to look—go to every department and try to press the matter continu- 
ously. For instance, take the one hundred airplanes. That was 
agreed on in—about the first of January, but there are certain things 
that we are still having to push, and in such methods, it is much 
better that we should get some American who knows where to go 
to than ourselves running about. I may say that when I came to this 
country, I came with one Chinese cable-coding clerk and one English 
secretary, a secretary who knew the English language. That is all I 
had. And to deal in such a tremendous task calls for more men than 
I could conveniently have from China. That is why we thought of 
Mr. Morris, that is why we thought of Mr. Corcoran, Major Barne- 
ville, and all of these people. It 1s perfectly frank and above board, 
and I may say we asked the President if Mr. Delano could help us. 
It is not lobbying work. When it comes to details, I could not very 
well run into every department and see every section head, you see. 
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Cochran: I asked Dr. Soong because I had helped Mr. Lockhead in 
his contacts with the State Department on passports and visas and so 
on, and I wondered if I was to continue on that, how it would work 
on that type of purchase. 

H.M. Jr: Well, of course, we here in the Treasury have worked 
day and night, not only for China, but many other governments and 
have considered it a privilege and a matter of friendship. When 
people first began to buy material, my Procurement Division was able 
to buy trucks for Mr. K. P. Chen at a price even below what we paid 
for the American Government, and we have taken it as a part of the 
service we would like to do as our friendship for the Chinese 
Government. ( 

Soong: For which it is greatly appreciated. f 

H.M. Jr: And now something quite new comes into the picture. 
I have expressed myself. I don’t like it. The President doesn’t like 
it. I never have worked that way, Mr. Ambassador, and I am not 
going to work that way. As far as the Treasury is concerned, I want 
to make myself perfectly clear. We don’t have that kind of thing 
going on. I don’t have to draw any pictures. I think you under- 
stand perfectly. 

Soong: Mr. Secretary, may I ask if it is your belief that the Chinese 
counterpart of the Lease-Lend Bill should have nobody but Chinese 
here or do you think that it is—have you any suggestion? Asa 
friend of China, I would ask you, have you any suggestion? Do you 
think we had better not have any Americans on our staff? 

H.M. Jr: Well, Mr. Soong, I was saying something—you objected 
to it very strenuously, you see. I am going to let the matter drop. 
You are a very smart gentleman. You understand perfectly what I 
am talking about, but you don’t like it. It is your privilege. That is 
your privilege. 

Soong: I did not believe that this thing has anything to do with 
this corporation matter. We are discussing about the corporation. 

H.M. Jr: You are very intelligent, a very smart gentleman. You 
understand perfectly what I am talking about. As far as I am con- 
cerned, it is a closed book. 

White: Mr. Secretary, I have some little responsibility since Dr. 
Soong did discuss these matters with meearlier. I think there is some 
slight misunderstanding which I think in justice to him and to the 
situation should be cleared up. It was his opinion that he could be of 
most service to China in getting more aid by getting men who were 
familiar with the operations of the American Government, and he 
formed this corporation which was to be under him, and help him in 
the details to do much with them that the British Purchasing Com- 
mission has with their large group here, but he didn’t have and didn’t 
think he could get enough Chinese who could replace them and who 
could talk with the men as well as Mr. Morris and Mr. Dave Corcoran. 

H.M. Jr: I never heard of this corporation until just now. It is 
the first time I ever heard of it. No one has even mentioned it to me. 

White: I thought Mr. Foley and I talked about it. 

H.M. Jr: No, you never mentioned it. __ 

White: I think in justice to him, he did not intend, as far as I 
know. or has no intentions of utilizing these men whom he has put 
on this corporation in any way to bring pressure which was illegiti- 
mate or I think that you would agree with what he did intend to 
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utilize them, their better knowledge and their acquaintance, their 
knowledge with men in the Government, so that they would be en- 
abled to get as much out of Lend-Lease arrangements for China as 
they possibly could, and I think that he acted in perfectly good faith, 
and I know he talked it over with Mr. Foley. He talked it over with 
me. We had certain suggestions to make, and he was at all times, to 
my knowledge, perfectly frank in what he had in mind, and 1 don’t 
think he had anything but the interests of China in mind. 

H.M. Jr: Well, I am afraid you have given them bad advice, as far 
as I am concerned and as far as the President is concerned, because 
this is the first I have heard about any corporation. 

Did you know about the corporation, Dan ? 

Bell: I heard about it today for the first time. 

Cochran: I mentioned it to Dan today. 

H.M. Jr: Mr. Bell has never heard about it until today, either. 

White: It hasn’t been formed yet. They were discussing making 
Mr. Delano the chairman of the board, and so far as I know, it hasn’t 
been formed yet. 

Has it been formed yet, Dr. Soong? 

Soong: No. 

White: It has been in discussion. 

H.M. Jr: You haven't heard about it ? 

Bell: No, sir, I have not until today. 

White: I don’t know to what point they should have brought it up 
because I don’t know that they were doing anything that wasn’t quite 
useful. 

H.M. Jr: It is unfortunate it wasn’t brought to either Mr. Bell’s 
or my attention. 

White: Well, if that fault lies with anybody, Mr. Secretary, it 
lies with your own staff and not with Dr. Soong. It is Mr. Foley and 
myself, because we knew of it. 

H.M. Jr: Then you have done both Dr. Soong and me a disservice. 
I mean if Dr. Soong has gone to you and Mr. Foley, then I have got 
to hold him faultless. 

Soong: Mr. Secretary, I hope you will continue your very strong 
personal sympathy for my country. As far as I am concerned, I am 
not in the picture. You think I have been doing a smart business. 
I give you my word, this is the last intention on my mind, to deal so 
with people who are so generous with us, so 1 wish you would regard 
this matter with generosity. 

H.M. Jr: Well, if Mr. Foley and Mr. White knew this and ad- 
vised you, I am very sorry that at some stage either Mr. Bell or I 
wasn’t advised, but I can’t blame you if you go to these people and 
then they have advised you this way, but I have always said on all of 
these matters that as far as I am concerned, I am only one individual 
and the cause is what I am working for and I want China to continue. 
I want China to prosper, and I want China to win. As far as I am 
concerned, I am always willing to eliminate myself from any picture 
if the final result can be accomplished and I never lose sight of the 
accomplishment. I want to see China win. I am very unimportant 
in the whole picture, but the whole cause is very important. I am 
sorry this has come up. I wish I had known more about it, because 
it is a thing which is most unpleasant for me and would never have 
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come up. I am sorry it had to come up, so let’s forget it and we 
will start over again. 

Soong: O.K. 

Bell: Dr. Soong, have you seen the press release, the draft of the 
press release? You were supposed to have had it this morning. 

Soong: Yes, I have seen it. 

Bell: Was that satisfactory ? } 

Soong: Except for two matters. There is mention of Dr. Kan 
Lee of the Central Bank. I think that is not so very important be- 
cause what is needed now is just what the Secretary and myself sign. 
That is one thing. So I propose, if it is agreeable to you, to omit the 
reference to the Central Bank. That is not the important point. 

Bell: He doessign the agreement. — “l i 

Soong: He does sign, but it is not important because it is going to 
go to Shanghai. Dr. Kan Lee is not known to them. He is not a 
member of the Central Bank. He is just ordered by the Government 
to represent a signature for the Central Bank. 

Bell: I think we would have to leave that, probably, to the Am- 
bassador. 

H.M. Jr: If you gentlemen could consult your Government and 
then come back, let’s get this thing signed and let’s get an announce- 
ment. That is what I take it you want, and that is what the Presi- 
dent wants, and that is what Mr. Hull wants, and that is what I would 
like. So if you can get your answer from your Government, I will 
sign it very quickly. 

Hu Shih: Then we will immediately consult the Government and 
we will give you, Mr. Secretary, the answer as soon as we get. it. 

H.M. Jr: And I hold the Chinese so highly that your word is all 
that I am asking. 

Hu Shih: Ifitisa personal word you ask 

H.M. Jr: That is all, just the personal word of you two gentlemen. 

Soong: Mr. Secretary, one thing 

H.M. Jr: I mean, I hold you people in such high regard if you say, 
“You have our word,” that ends it. 

Soong: May I say something, Mr. Secretary ? 

H.M. Jr: Please. 

Soong: This Government has announced that they want three Chi- 
nese members on the Stabilization Fund Committee. I wanted to 
report to you. 

Bell: Yes, there is to be a board of five, three of whom would be 
Chinese citizens and he says he wants to report to you on that. 

H.M. Jr: Oh! 

Soong: The Government wanted me and Mr. K. P. Chen and 
Mr. Hsi. 

White: He was here in the first silver loan. 

Soong: As to myself, I feel that my presence here in Washington 
in dealing with the Lease-Lend Bill will prevent my accepting, but 
Mr. K. P. Chen and Mr. Hsi will be on it. 

H.M. Jr: Then there would be a third Chinese member. 

Soong: I have cabled back for a third Chinese member. 

H.M. Jr: Well, whatever the wish of the Governmentis. 

Hu Shih: Thank you. 
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(Book 390, pp. 156, 157) 
Arr 21, 1941. 
4:27 p.m. 

H.M. Jr: Hello. 

Operator: Mr. Currie. 

Lauchlin Currie: Hello, Mr. Secretary. 

H.M. Jr: Yes, Lauch. 

C: There are one or two things 1 want to tell you—bring up to 
date. One is, I mentioned again to the President this morning SOG 
China—this question of freezing, and he told me to take it up again 
with Hull. 

H.M. Jr: Wonderful. 

C: (Laughs). So we go back and forth, but Pll do that. I’ve got 
an appointment tomorrow. The President is for it, you know, but 
he doesn’t seem able to get it. The other thing that came up was that 
question of the stabilization loan and—did he speak to you about it? 

H.M. Jr: Yes, he did. 

C: Well, that’s all right then. 

H.M. Jr: Well, I tell you—how did he leave it with you? 

C: He thought that we ought not to insist on that monthly limita- 
tion purely from a psychological point of view. I read him a tele- 
gram that I had received from Major McHugh, the Naval Attache 
there, who I got to know very well when I was out there, and he says 
I ought to show ittoyou. If you like Ill just read it to you. 

H.M. Jr: I haven’t got time now, Lauch. 

C: Allright, Mr. Morgenthau. 

H.M. Jr: Maybe tomorrow. But so that you know what instruc- 
tions the President gave me, it was to tell them that publicly they 
could have the fifty provided that they would give me their word of 
honor not to use more than the twenty and then five a month. 

C: I see. 

H.M. Jr: And I told them that, and they said they would send that 
word to their Government and let me know. 

C: I see. 

H.M. Jr: I mean, in other words have a signed agreement the way 
it is written but publicly we'll transfer the fifty. 

C: Yeah. Well, I hope that's all right. 

H.M. Jr: Well, doesn’t that sound all right to you? 

C: Well, I’m afraid it doesn’t quite meet their point about an evi- 
dence of distrust on our part, you see. 

H.M. Jr: Oh, well, that's nuts. They want the fifty but—— 

C: No, I think it is psychological now because they can’t use the 
money anyway, you see. 

H.M. Jr: Well, anyway, that was the President’s own suggestion. 
It wasn’t mine. That was his, so I gave them that. 

C: O.K. 

H.M. Jr: All right, Lauch. 

C: Allright, Mr. Secretary. 
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SHANGHAI C. & S. BANK, 
Chungking, China, April 23,1941. 
The Honorable Henry MORGENTHAU, JT., 
Secretary of the Treasury, 
Washington, D.C. 
USA. 

Dear Mr. Morcenruau: Mr. S. D. Ren has just arrived here from 
America and conveyed to me your best wishes. He has reported 
to me in detail of the many kind considerations and assistances you 
have given to China and to Universal and to me personally. For all 
these may I express to you my most sincere appreciation ? 

I am gratified to learn from Mr. Ren that the little effort I have 
been exerting from this side in maintaining a constant flow of woodoil 
to America has not only resulted in keeping a continuous supply of 
this essential material for the American paint and varnish trade but 
has also enabled Universal Trading Corporation in liquidating its 
obligations to the Export Import Bank of Washington more speedily 
than first anticipated. I understand that by the end of March 1941, 
over $8,000,000 have been repaid against the first credit of $25,000,000. 
I am directing the Foo Shing Trading Corporation here to keep up 
this record and hope that the world situation will not so develop as 
to interrupt transportation of woodoil to America. 

I imagine that various important state affairs will keep you ex- 
tremely busy for the immediate future, but I sincerely hope that you 
will be able to so manage the matters that you will get sufficient rest 
to maintain your good health. 

With highest personal regards, 

Sincerely yours, 


KPC :W 


K. P. Cuen. 


(Book 391, pp. 287-292) 


Re CHINA 
APRIL 25, 1941. 
Present: 11:35 a.m. 
Dr. T. V. Soong 
Ambassador Hu Shih 
Mr. White 
Mr. Cochran 
Mrs. Klotz 
H.M. Jr: I was anxious to see you gentlemen before I went to 
Cabinet, you see, in case this question of China came up so I would be 
prepared to answer it; so I would like to have the opportunity of 
talking, as I say, before I went to Cabinet. ] 
Hu Shih: It is very kind of you to give us any time at all. We 
know you must be very, very busy. 
H.M. Jr: Well, we always have time for China. 
Soong: Well, Mr. Secretary, after we left you, the Ambassador and 
I sent a telegram to General Chiang Kai-shek. To this telegram up 
to the present we have no reply. The situation in China is very bad, 
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so we have come here to make an earnest plea to you to sign the agree- 
ment as soon as possible. 

You see, my Government is only too anxious to cooperate with you 
in every respect. You were the first, in a way, to discover China, after 
the President. So you can depend upon our Government and espe- 
cially the new chairman of this board—we have announced it, Mr. 
K. P. Chen. 

H.M. Jr: Has it been announced ? 

Soong: Yes. 

Hu Shih: It was in the Times yesterday. 

H.M. Jr: Ididn’t see it. 

Soong: You may be sure that he will give you the utmost coopera- 
tion. More than that, China will have to depend on you and the 
United States for years to come; so I hope you will have the agree- 
ment signed soon. 

H.M. Jr: Have you had any answer at all? 

Soong: No reply yet. 

Hu Shih: I think that is probably because General Chiang may be 
out of Chungking. His movements are very uncertain. They are 
usually not known to the people, even immediately in the Government. 

H.M. Jr: Putting this to one side for a minute, in this letter which 
I got—I think it was dated the seventeenth of March, from General 
Chiang Kai-shek to President Roosevelt, which I was given a copy of, 
there were really three things; the Stabilization Fund was one, aid 
to China under the Lend-Lease was two, and then the freezing of 
Chinese assets in this country, is that right? 

Soong: Yes. 

H.M. Jr: Well now, how is the Lend-Lease going? 

Soong: The Lend-Lease, I have seen Mr. Hopkins and the so-called 
committee—some sort of—some committee in the various military 
offices, and also I have seen your Procurement Division. 

I have not had the opportunity of seeing the Joint Aeronautical 
Committee. 

H.M. Jr: Well, have you got anything? 

Soong: We have been discussing things, and so far they seem to 
indicate that for the Burma Railway there is a good chance of getting 
some materials. There is a chance for getting some trucks. Also scat- 
tered items in the—— 

H.M. Jr: Any definite commitments? 

Soong: No commitment yet. 

H.M. Jr: And on the freezing of funds, is that something the Gen- 
eralissimo wants ? 

Soong: The Generalissimo sent a message on that subject. 

H.M. Jr: Now, if we freeze China’s funds, is it necessary also to 
freeze the Japanese? 

Soon: To make it effective, we must freeze the Japanese also. 

H.M. Jr: Why? 

Soong: Because otherwise all our exports would be sent to Japan 
and shipped from Japan. 

H.M. Jr: Suppose we froze all the funds in this country. Wouldn't 
that give you the protection you need ? 

Soong: There are first exports from China, you see. 

H.M. Jr: Explain it. 
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Soong: For instance, after freezing the funds, we must also freeze 
the future funds coming to this country, future Chinese funds. 

H.M. Jr: They would be. 

Soong: But instead of allowing Chinese to export from the main 
points of entry, the Japanese will collar all the goods and send them 
to Japan, you see, and export them as Japanese products, so that we 
cannot avoid that. 

r H.M. Jr: But you have heard nothing on the message the other 
ay. 

Soong: Not yet. 

H.M. Jr: I see. Well, I want to report this to Cabinet and see what 
the President says. If there is any change, I will let you know when 
I come back. 

Hu Shih: Mr. Soong and I really came here to, as I said, make a per- 
sonal plea to you because you have been so helpful from the very be- 
ginning, and really you are the person who practically found a way 
of concrete aid to China. 

In this case of the Stabilization Fund, while we are waiting for a 
reply—and we hope it will be a favorable reply—in the meantime we 
are coming to you, Mr. Secretary, to ask you to consider this matter in 
the most sympathetic spirit as you have always done, to see if you could 
waive this—almost the only restriction you are having. Could this 
sum be paid to us in a lump sum and as the—made available, the whole 
amount. 

On our side, the details would be a question of understanding be- 
tween you and the Government here, and the Chinese Government; but 
to facilitate an earlier signing, to more or less accede to some of the 
wishes of the Generalissimo and at the same time when—the spirit, 
Iam sure, will be preserved. 

We can trust our friend, K. P. Chen, for example. That is what 
we are here to—that is very kind of you to give us this time. 

H.M. Jr: i. P. Chen has been announced as chairman? 

Hu Shih: As chairman. 

H.M. Jr: That makes a lot of difference tome. You see, in the pub- 
licity which I read, there was no intimation in the publicity that you 
wanted to get the whole fifty million. That is, in the statement which 
was prepared. 

White: It merely said fifty million ismade available. 

H.M. Jr: Yes. I mean, nobody knows it. I mean, in the press re- 
lease. It didn’t say fifty million, of which only five million a month 
can be spent. Am I right? Joy . i kekk 

Soong: Yes, sir. But the thing is this. Itis getting so everything is 
known, and I may say that sometimes people are not discreet. Such 
things get talked about. j 

H.M. Jr: Sure. Let me see what I can do at Cabinet. 

Hu Shih : Thank you very much. 

H.M. Jr: I never make any promises. I only tell afterward what 
I have or haven’t done; but my interest in China is no less than it has 
ever been. I think you people have put up a magnificent fight, and 
I think you should get every kind of encouragement that is possible. 

I will get you some kind of message—if I have a favorable message, 
then maybe we can still sign this afternoon. We will see. 

Hu Shih: Thank you very much. 
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(Mr. Hu Shih, Mr. Soong, and Mr. Cochran left the conference.) 
White: Mr. Secretary, I don’t like the implication that I am putting 
on pressure. I have not talked to anybody; and if you would like 
a chance to think it over, all right, but I would really like to avoid 
any possibility 

H.M. Jr: What do you call it? 

White: Well, it isn’t pressure. 

H.M. Jr: What is it? 

White: It is giving you, to my knowledge, the best advice under 
the circumstances. I have nothing gained by this loan going through 
other than the conservation 

H.M. Jr: Well, nobody is implying that. 

White: I feel this way about it, if there is any doubt in your mind 
at all as to the wisdom of it, think it over during the week-end. 


(Book 391, pp. 293-295) 
Treasury DEPARTMENT ÍNTER-OFFICE COMMUNICATION 


Strictly Confidential. 
Date: April 25, 1941. 
To: Secretary Morgenthau. 
From: Mr. Cochran. 

At 12:45 today the Secretary, accompanied by Mr. Cochran, was 
the guest of Mr. Arthur B. Purvis at a luncheon given in the British 
Mission's private dining room at the Willard Hotel. The other guests 
consisted of Sir Henry Self, Head of the British Air Commission, 
Sir Arthur Salter, Head of the British Merchant Shipping Mission, 
Commander Galbraith of the British Admiralty Mission, Sir Clive 
Baillieu, Head of the British Purchasing Mission, Sir Frederick 
Phillips, Under Secretary of the British Treasury, the Honorable 
R. H. Brand, Head of the British Food Mission, Admiral French, in 
charge of repairs, Mr. Jean Monnet of the British Purchasing Mission 
and Mr. Playfair of the British Treasury Mission. 

After an exchange of greetings, Mr. Purvis talked with the Secre- 
tary at one side with respect to aviation and shipping matters, includ- 
ing the delivery of planes by air to Singapore, as well as to England 
via Canada. Sir Henry Self entered the conversation as the guests 
were seated at the table to talk on the subject of actual deliveries of 
airplanes for the British. He remarked that the General Motors out- 
put had been quite a disappointment, falling some 3,000 below the 
promised output for 1941 of 5,900. Pratt and Whitney were doing 
splendidly, being considerably ahead of program. The Wright people 
were moving along, but behind schedule. : 

Sir Clive Baillieu told the Secretary that the British might en- 
deavor to enlist his help in the near future with the view to obtaining 
from the United States a delivery of one hundred anti-aircraft guns 
weekly. This particular article was specially required, and speed in 
obtaining the guns was essential. | 

The subject about which discussion centered during most of the 
luncheon was that of merchant shipping for Great Britain. The Sec- 
retary unofficially advanced the suggestion that the British might well 
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launch an appeal to the American public for shipping to transport 
foodstuffs to the British Isles to meet the needs of under-nourished 
mothers and children, as well as the fighting men of England. The 
Secretary made the point that the American public does not have an 
understanding of the actual food situation in England, and of the 
privations that the British are now suffering in this field. The British 
themselves know what they are doing without, and the Germans un- 
doubtedly have their way of keeping informed as to what the British 
lack in the way of foodstuffs. Perhaps there had been some mention 
of British rationing in our press, but the Secretary thought our public 
should be given the shocking picture of the limits placed upon prime 
articles entering the diet of the British, particularly mothers and 
children. In answer to his inquiry, he was informed that the British 
meat ration is at present one shilling per week; that is, two pence a 
day for six days in the week. The point would be to show that neces- 
sity has obliged the British to establish a very severe rationing. There 
would be no purpose served in describing particularly supplies or 
amounts transported. It would suffice to show the meager rations of 
certain vital articles that are permitted to be consumed. The Secre- 
tary’s idea was that an appeal of this sort would be much more effec- 
tive with the American people, than a call for ships to transport muni- 
tions. It is a much more appealing story to recount that infants are 

oing unfed than that so many tons of munitions are on an American 
dock awaiting shipping space. 

The Secretary understood that only four American merchant ves- 
sels have actually been transferred recently to the British. Sir Arthur 
Salter confirmed this, although he said negotiations were still continu- 
ing for more. The Secretary thought that the big effort to obtain 
the transfer of perhaps sixty coastwise vessels might be expedited by 
a plea such as that above described. The desirability was mentioned 
of having the plea come from some outstanding British woman, such 
as Lady Reading. This led to the unanimous agreement that the most 
effective source of such a plea would be the Queen herself. Mr. Brand 
questioned whether it would be wise for the British to make such a 
plea of desperation. Might it not have the adverse effect of diminish- 
ing American confidence in the British ability to carry on? The reply 
was made both by the Secretary and Mr. Purvis that since the actual 
need exists, it is better to risk on the sentiment side than on the actual 
side. That is, if shipping space is not immediately made available for 
more food, British resistance will weaken. 

When the discussion reached this point Sir Arthur Salter joined 
the group. He had some reservation about a plea of despair being 
made with respect to food. His argument took the line that the people 
of England would not be permitted to starve. The result would be, 
and is already tending in that direction, of taking shipping space 
away from munitions and giving it to food. The calculations in the 
past have been based upon a figure of twenty million tons of space 
for munitions and fifteen million for food. If and when the figure of 
tonnage goes under thirty million, the policy will be to eut down two 
tons of munitions for one ton of food. The shortage of shipping space 
has thus arrived now at a point where it will be necessary sharply to 
curtail munitions shipments to permit food to reach England suffi- 
ciently even for the present severe rations. 
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The Secretary left the foregoing thought with the British, again 
reiterating that this was purely a personal idea of his own, and had 
not been submitted to anyone in the Government, except that he had 
discussed it briefly with Secretary of War Stimson this morning and 
had found the latter quite interested. 

In answer to the question as to whether Lindbergh’s New York 
speech would spread a wave of defeatism throughout the country, the 
Secretary gave an opinion to the contrary. The British agreed that 
the remarks yesterday of Secretary Hull and Secretary Knox should 
have a strong tendency to refute Lindbergh. The Secretary added 
that at his press conference the President had declared that Messrs. 
Full and Knox were speaking for the Government. 

To Sir Frederick Phillips the Secretary remarked that a message 
had come from our Embassy in London with respect to a coming visit 
to this country by another British Treasury representative. Phillips 
knew about this. He thought the visit would be only ashort one. He 
was not aware as to whether the visitor, Professor Keynes, would ar- 
rive by ship or by plane. The Secretary was obliged to take leave at 
1:50 to attend a Cabinet meeting. At the request of Sir Frederick 
Phillips, Mr. Cochran stayed behind for a few minutes to talk with 
him and Mr. Playfair in Sir Frederick’s office. Phillips stated that 
Secretary Morgenthau had let him know upon entering the dining 
room that the Chinese Ambassador and Dr. Soong had been at the 
Treasury just before noon beseeching the Secretary to sign the Sino- 
American Stabilization Agreement today. The Secretary was going 
to arrange this up at the Cabinet meeting and had asked Mr. Cochran 
to arrange with Under Secretary Bell for everything to be prepared in 
caso a signing at 4:30 was approved by the President. Phillips 
pointed out that no approval had yet been received back from London 
as to the American suggested change in the text of the British press 
communique. He said that Soong had been pressing the British for 
signature of their agreement today or tomorrow, asserting that this was 
urgently desirable before the exchange markets are reopened on Mon- 
day. Phillips hoped, therefore, that we could delay signing at least 
until Saturday, and preferably until Monday. Mr. Cochran promised 
to call Sir Frederick as soon as a decision was received from the 
Cabinet. 

Upon returning to the Treasury Mr. Cochran asked to see Mr. Bell. 
He was with the Under Secretary when Secretary Morgenthau tele- 
phoned from the White House that the President approved of the sign- 
ing of an agreement, without reservations, at 5 o’clock this evening, 
and that we were to make the necessary arrangements. At Mr. 
Cochran’s suggestion, Mr. Bell told the Secretary of Phillips’ re- 
quest, but the Secretary felt obliged to go ahead. Consequently Mr. 
Bell telephoned the Chinese officials. Mr. Cochran telephoned Mr. 
Playfair, and also let Mr. Hamilton of the State Department know 
that Secretary of State Hull had approved Secretary Morgenthau's 
invitation for Mr. Hamilton to be present at the signing this evening. 
When Mr. Cochran spoke with Mr. Playfair, it was ascertained from 
the letter that approval of the British press communique had just been 
received from London, except for one point. Mr. Playfair was to dis- 
cuss this with Messrs. Phillips and Rogers, and was asked by Mr. 
Cochran then to communicate with Mr. Bernstein as to the British 
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plans, and also as to whether any change in the American press com- 
munique would be necessitated. At 3:30 Mr. Bernstein came to Mr. 
Cochran’s office to discuss the arrangements and received a phone call 
from Dr. Soong at that time. Mr. Bell then received Messrs, Bern- 
stein and Cochran at 3:40, and telephoned Mr. Playfair that it was nec- 
essary that the American press release be given out after the signing 
at 5 o’clock tonight. Mr. Bell did not think the Secretary would ap- 

rove of the British suggestion that it be held until tomorrow morn- 
ing. Mr. Playfair was urged to telephone London at once with the 
view to arranging for a simultaneous release of the British statement 


in London. 
TI.M.C. 


(Book 391, pp. 350) 
APRIL 25, 1941. 

Dear Mr. Wettes: In a letter of February 28, 1941, you raised a 
number of issues connected with the financing of a proposed railway 
which is to be constructed jointly by the British and Chinese Govern- 
ments from Lashio to Kunming. 

I agree that it is desirable that the building of this railway should 
be undertaken and completed as rapidly as possible. 

With respect to your inquiry as to whether there is any legal barrier 
which prevents China from using the dollars which it obtains from 
this Government to buy rails and other railway construction materials 
in this country, I am informed that there is none. 

On the basis of information now available to the Treasury, this De- 
partment believes that the funds recently made available to China by 
the Export-Import Bank and other holdings of dollars by the Chinese 
would be the most appropriate sources for the proposed expenditures. 

Very truly yours, 
(Signed) H. MORGENTHAU, Jr., 
Secretary of the Treasury. 
Honorable SuMNER WELLES, 
Under Secretary of State, 
State Department, 
Washington, D.C. 


VFC:icn 

4/3/41 

By Messenger 4/26, 9 :05 a.m. 
File to Mr. White 

Copy to Mr. Thompson 


(Book 391, pp. 351, 352) 
Treasury DEPARTMENT Division or Monetary RESEARCH 
Date: March 8, 1941 
To: 
Mr. Coe 


Mr. White 
From: Mr. Taylor: 
Subject: China. B 

(1) British Aide-Memoire, 
king advised Chinese Gov’t.: 


urma Railroad (Lashio to Kunming) 
Feb. 17, U.K. ambassador at Chung- 
(a) U.K. will provide finances to allow 
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Burma to construct railroad from Lashio to border: (b) In return 
China will agree to settlement of Burma-Yunnan border dispute, “on 
the lines of the offer already made by the Gov’t. of Burma”: (c) China 
will construct railway froin border to Kunming: (d) If U.K. cannot 
provide sufficient rails, bridging materials & other steel the Chinese 
Gov’t. will finance these purchases from dollar sources, to be replaced 
or repaid when U.K. is able. It is proposed to use immediately 132 
kms. (82.5 mi.) of rails belonging to China, now in Rangoon: (e) 
Currently political and strategic considerations only necessitate con- 
struction, but it is hoped, when normal conditions are restored, that 
China will direct enough traflic to the railroad to allow its continued 
use. 

(2) U.S. State Dept. Atde-Memoire, Feb. 28. (a) Questions whether 
U.S. loans to China may be used for financing U.K. purchases of steel 
rails, bridging materials, etc. or even for purchase of these items by 
China. Matter will be taken up with other interested agencies of the 
Gov't.: (b) Any attitude taken must not be construed as approval of 
or assent to border settlements. 

(3) Chinese Ambassador, conversation with State Dept. Feb. 17. 
Tt is likely China would wish use of its American credits for purchase 
of railway materials. 

(4) Cable U.S. Consul, Rangoon. Feb. 19. Reported that: length 
of British section of railway to be built, 110 miles; lowest estimated 
cost £2,000,000 ; time of completion, 2 years. 

(5) Under Sect. Welles to Treasury. Feb.28. (a) Could U.S. loans 
to China be utilized to purchase materials for construction of the 
Chinese section of the railroad? and to finance U.K. steel purchases? 
(b) Would railroad be completed in time to aid China’s war efforts? 
It is urged that favorable “psychological” effect upon Chinese morale 
be considered. 


(Dept. of State. Mr. Welles to Treasury, 2/28/41) 


(Book 391, pp. 353-359) 


DEPARTMENT OF STATE, 
Washington, February 28, 1941. 

My Dear Mr. Secretary: There are enclosed copies of an aide- 
memoire left with the Department of State by a member of the staff 
of the British Embassy on February 17, of a memorandum of con- 
versation on February 17 between the Chinese Ambassador and an of- 
ficer of the Department of State, of a paraphrase of a telegram dated 
February 19, 1941, from the American Consul at Rangoon to the 
Department of State, and of a memorandum of conversation between 
Mr. Butler, Minister-Counselor of the British Embassy, and an of- 
ficer of the Department of State, in regard to the proposed construc- 
tion of a railway between Lashio, Burma, and Kunming in China. 
There is enclosed also a copy of this Department’s preliminary reply 
of this date to the British Embassy. 

The project outlined in the British Embassy’s aide-memoire raises 
a number of considerations, among which may be mentioned the fol- 
lowing: (1) The statements made m paragraph numbered five of the 
British Embassy’s aide-memoire and the information communicated 
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to the Department. by the Chinese Ambassador indicate that the cost 
of the purchase of materials for the construction of the proposed 
railway would have to be met, at least in considerable part, from funds 
made available to the Chinese Government by the Government of the 
United States. The Government of the United States has made 
available to the Chinese Government various loans and credits for 
certain purposes. There is raised the question whether these loans 
and credits could be appropriately utilized to purchase materials for 
the construction of the China section of the proposed railway, should 
the Chinese Government so desire. There is raised the further ques- 
tion whether these loans and credits could be appropriately used for 
supplying steel materials to be used in the construction of the British 
section of the proposed railway, should the Chinese Government so 
desire. (2) It would seem important to estimate whether the pro- 
posed railway could be completed within a period of time which would 
make utilization of the railway important to China’s defense effort or 
whether completion would take so long as to make it likely that the 
railway would be useful mainly as a peace-time enterprise. It would 
also seem important to consider, even should completion of the rail- 
way require an extended period of time, the favorable psychological 
effect which the undertaking of the project at this time would have 
upon Chinese morale. (3) This Government is of course following 
a policy of rendering to the British Government and to the Chinese 
Government all appropriate and practicable assistance. 

An early expression of your views in regard to point numbered 
one above, together with such further comment as you may feel in 
position to offer, would be appreciated. 

A similar letter is being sent to the President of the Export-Import 
Bank. 

Sincerely yours, 

For the Secretary of State: 

/s/ Sumner WELLES, Under Secretary. 


The Honorable Henry MorGENTHAU, Jr., 

Secretary of the Treasury. 

Enclosures: 

. Aide-memoire from British Embassy, February 17. 
. Department's reply thereto. 

. Memorandum of conversation, February 17. 

. Paraphrase of telegram from Rangoon, February 19. 
. Memorandum of conversation, February 24. 


Ote Oo dO Ht 


(Copy) 


(Handed to me by Mr. Butler of the British Embassy, February 
17, 1941. SKH.) 
AxrneE-MEMOIRE 


His Majesty’s Ambassador at Chungking has been instructed to 
make a confidential communication to the Chinese Government on the 
subject of the Burma- Yunnan Railway project on the following lines: 

1. His Majesty’s Government have decided that, subject to satisfac- 
tory assurances from the Chinese Government on the matters men- 
tioned in paragraphs 3 to 6 inclusive, they will themselves provide the 
finance required to enable the Government of Burma to construct the 


~ 
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sections from Lashio across the Salween River to the frontier and on 
receipt of a satisfactory reply from the Chinese Government will re- 
quest the Government of Burma as a matter of urgency to complete 
the necessary surveys in Burma and start the construction of the 
sections already surveyed. 

2. With their present preoccupations there are few ways in which 
His Majesty’s Government can render practical assistance to the Gov- 
ernment of China, and they gladly take this opportunity to help them 
in a project on which Chiang Kai-shek sets so high a value. His 
Majesty’s Government realize that without such a railway it is impos- 
sible for the Government of China, so long as they are denied access to 
the sea otherwise than through Burma, to import many heavy and 
bulky articles of which they have serious need and which cannot be con- 
veyed by road over a mountainous route. You should impress on the 
Chinese authorities the importance of this consideration which makes 
it imperative that the difficult section of the line in the neighbourhood 
of the Mekong River should be covered by the railway and not by road, 
as the Chinese Ambassador’s memorandum of December 17th suggests 
is the present plan. 

3. His Majesty’s Government confidently expect that in return for 
their offer of help to the railway project the Chinese Government will 
agree to settle the outstanding question of the undemarcated Burma- 
Yunnan frontier on the lines of the offer already made by the Govern- 
ment of Burma. Though the Government of Burma will not them- 
selves be responsible for building the railway out of their own resources, 
the construction of a railway must entail for them various new obliga- 
tions. The ultimate revenue prospects of the railway are so uncertain 
that the Government of Burma would have no incentive to involve 
themselves in these obligations unless they were enabled, by adjust- 
ment of the frontier on the lines suggested, to establish their adminis- 
tration east of the Salween in a satisfactory manner. As you know 
this requirement has been taken a considerable way in discussion with 
the Burma mission. 

4. As regards the section in British territory, His Majesty’s Govern- 
ment will accept the whole liability for the construction and any oper- 
ational loss, provided that the Chinese Government undertake the 
construction as soon as possible of the section of the line from tho 
Burma frontier to Kunming out of their own resources or out of 
dollar credits available to them in the United States. 

5. Provision from the sterling area of the requisite steel material as 
and when required may present difficulty. His Majesty’s Government 
must ask the Chinese Government that if at any stage any rails, bridg- 
ing material and other steel needed for the Burma section cannot be 
provided from sterling sources as required, the Chinese Government 
will finance the purchase from dollar sources with their dollars on the 
understanding that either an equivalent amount of materials from the 
sterling area will be made available by His Majesty’s Government 
later when our supply position has sufficiently eased or that the Chinese 
revenues will receive an appropriate share of future profits from the 
Burma section in compensation. For example, in order to prevent any 
delay to construction in Burma, the 132 kms. of rails belonging to the 
Chinese Government which are now lying in Rangoon should be used 
for construction in Burma on the understanding suggested above in 
regard to compensation. 
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6. Through it is proposed that the project be pursued at this juncture 
without regard to financial return and purely on political and strategi- 
cal grounds, it is necessary in connection with such a long-term un- 
dertaking asa railway to look to its ultimate revenue prospects. It is 
hoped therefore that when normal conditions are restored throughout 
China, the Chinese Government will endeavour to direct a sufficient 
volume of trade from and to the provinces of South West China to 
use the railway now projected. The further financial success of the 
IKunming-Lashio Line must depend to a large extent on the successful 
development of mineral resources, so situated that their natural outlet 
would be towards Rangoon. 

Brirism Embassy, 
Washington, D.C. 
February 17th, 1941. 


AÅIDE-MEMOIRE 


Reference is made to the aide-memoire left by Mr. Butler of the 
British Embassy with Mr. Hornbeck on February 17 and to Mr. 
Butler’s conversation with Mr. Hornbeck on February 24, in regard to 
the proposed construction of a railway between Lashio, Burma, and 
Kunming, China. 

This Government has noted with interest that the British Govern- 
ment is prepared, provided it obtains satisfactory assurances from the 
Chinese Government in regard to certain matters, to provide the 
finances required to enable the Government of Burma to construct the 
sections of the proposed railway from Lashio to the Chinese frontier 
and to ask the Government of Burma as a matter of urgency to com- 
plete the necessary surveys in Burma and start the construction of the 
sections already surveyed. 

It is noted that the British Government has stipulated that, if at 
any stage rails, bridging material and other steel needed for the 
Burma section cannot be provided from sterling sources as required, 
the Chinese Government shall finance the purchase from dollar sources 
with their dollars. This presumably would involve dollars made 
available by this Government under credits to the Chinese Government. 
The question whether credits made available to the Chinese Govern- 
ment by this Government may appropriately and advisedly be used 
for this purpose (or for the purchase of materials for construction of 
the Chinese section) is being taken up with other interested agencies 
of the Government, and the Department of State will expect to com- 
municate further with the British Embassy following the receipt by 
it of the views of those agencies. 

With regard to that stipulation in the British proposal which 
makes the British Government’s consent to and approval of the 
project under consideration contingent upon acceptance by the 
Chinese Government of the settlement of a boundary dispute between 
the British and Chinese Governments “on the lines of the offer already 
made by the Government of Burma”, this Government desires that 
any attitude which it may take with regard to the Burma-Yunnan 
railway project be not construed as expressing approval of or as 
assenting to such a stipulation. 

DEPARTMENT oF STATE, 
Washington. 


Date: February 28, 1941. 
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(Book 391, pp. 360-361) 
DEPARTMENT OF STATE 
MEMORANDUM OF CONVERSATION 


DIVISION OF FAR EASTERN AFFAIRS 


Date: February 17,1941. 
Subject: Construction of the Burma-Yunnanfu railway 
Participants: The Chinese Ambassador and Mr. Hamilton 


During the course of a call by the Chinese Ambassador he mentioned 
that he had received a telegram from the Chinese Ambassador at 
London to the effect that the British Government had decided to make 
funds available for the construction of the railway from Lashio to the 
Burma border, a distance of about eighty miles. The Ambassador 
stated also that he thought the Chinese Government would wish to 
utilize a portion of the American credit to complete the construction. 
of the railway from the Burma border to Yunnanfu. 


PArRAPuRASE 


The following is the substance of a confidential telegram dated 
February 19, 1941, from the American Consul at Rangoon: 

The British Government has decided, according to information 
received in Rangoon from the Chinese Embassy in London, to con- 
struct at Imperial expense, and as a strategic line, the Burma section 
of the Burma-Yunnan Railway. The lowest estimate of the cost of 
the Burma section, which will require two years for completion, is 
2,000,000 pounds and the length of the section will be about 110 miles. 
The British Government is said to have informed the Chinese Gov- 
ernment that Britain cannot at present help the Chinese in the con- 
struction of the Chinese section of the railway, either in regard to 
materials or money. 

According to Burmese budget estimates just presented, nearly 
twenty-four percent of all of Burma's revenue will be required by 
defense services during the coming fiscal year. Burmese expenditures 
during the coming year are estimated at Rupees 182,800,000 against a 
total income of Rupees 168,900,000. Due mainly to defense measures 
the fiscal year is expected to close with a deficit of more than 11,000,000 
rupees. 


(Book 391, p. 362) 


DEPARTMENT OF STATE 
MEMORANDUM OF CONVERSATION 


Date: February 24, 1941. 
Subject: Burma-Yunnan Railway 
Participants: Mr. N. M. Butler of the British Embassy 
Mr. Hornbeck 
Mr. Butler, Minister Counselor of the British Embassy, called on 
me this afternoon at his request. 
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Mr. Butler referred to a memorandum which he had left with me 
a few days ago on the subject of the Burma-Yunnan railway. He 
inquired whether I could give him any indication of our reactions. 
I replied that, immediately after he had left with me the memorandum 
under reference I had sent it on to other officers primarily concerned; 
that in the interval I had been away; and that since my return yester- 
day I had had no opportunity to canvass the situation. Mr. Butler 
requested that we inform him as soon as possible at least of our in- 
formal reactions. I said that I would try to find out today how the 
matter stands and I would let him know in due course. 


PA/H: SKH: ZMK 


(Book 397, pp. 1-21) 


Grour MEETING 
May 12, 1941. 
9:30 a.m. 
Present: 
Mr. Cochran 
Mr. Haas 
Mr. Foley 
Mr. Thompson 
Mr. Bell 
Mr. Schwarz 
Mr. Kuhn 
Mr. Graves 
Miss Chauncey 

H.M. Jr: I haven't come back with much, George. I read your 
statement on Agriculture, see, and the one thing that I don’t under- 
stand is, in your tables there you show Government payments to 
farmers and they differ so much from the Budget figures. 

Haas: Oh. The Budget figure, the figure which is in the annual 
report, includes everything, even including the Executive Depart- 
ment. 

H.M. Jr: Includes what? 

Haas: Includes everything paid to the 

Bell: Includes administrative expenses of the departments. 

Haas: The department is included in that, too. 

H.M. Jr: But you see there is such a difference. 

Haas: That only accounts for about nine hundred million, I think, 
what is in the table. 

H.M. Jr: Well, take 1939. It shows eight hundred seven million 
Government payments on the one thing and then the Budget figures 
show a billion two hundred thirty-five million. Is that the total? 

Haas: That is the total, yes, sir. 

H.M. Jr: But these benefit payments, eight hundred and seven ? 

Haas: That is benefits, parity payments, soil conservation payments. 

H.M. Jr: Where does the four hundred thirty odd million and the 
rest of it go to? ; : ; 

Haas: I can’t itemize it exactly, but the biggest item in that four 
hundred is the department, isn’t it, Dan? 
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Bell: It is about a hundred and twenty-five or thirty million dol- 
ars for administrative expenses of the Department, including Forest 

ervice. 

You have also got the surplus commodity payments in there, which 
are really purchases of food and delivering for relief, which is not a 
payment to the farmers, but it is a benefit in price rises. 

H.M. Jr: What I was going to ask, George, and you can work in 
Bell’s office, is this. In the first place, I want the breakdown, how do 
they spend the five hundred million for conservation. Let's just take 
whatever the last calendar yearis. The big sums, you see. 

Haas: Yes, sir. 

H.M. Jr: And then, what are the other expenditures. I mean, 
how much went for subsidizing cotton, purchase of food and food 
stamps. Who can he work with in your office? 

Bell: He can work with Bartelt. They will have to get that from 
the department. because we don’t have it broken down. 

H.M. Jr: You had better get it today in case I have to go on the 
Hill. Do you see what I mean? 

Haas: Yes, sir. 

H.M. Jr: And then Ed O’Neal sent me a letter with his testimony. 
It seemed that he made—pointed out seven different administrative 
setups in his testimony which he thought all could be consolidated 
and I would love to quote Ed O’Neal on how to save money in Agri- 
culture. He sent me his testimony. 

As I remember it, there are seven different setups and he said he 
showed a tremendous waste of administrative expenses, if my memory 
serves me right. It is in there, anyway, his testimony on overhead. 

What? 

Haas: Yes, sir, I will get it. 

H.M. Jr: And is Cannon friendly or unfriendly to Agriculture? 

Bell: You mean Cannon of Missouri? 

H.M. Jr: Yes. 

Bell: Very friendly. 

H.M. Jr: Well, God, his testimony 

Haas: He goes at them there. à i 

Bell: Well, that was the last time that the boys got behind him to 
maintain the Budget. : 

H.M. Jr: Well, let me read you this from his testimony. 

“Tn "38 it was necessary to further increase the subsidies from Fed- 
eral Treasury until they amounted to five and two tenths percent of 
the farmers’ income. The *39 prices of the market were so inadequate 
that it is now necessary to pay the farmer, and we are paying this 
farmer eight and three tenths percent of his income from the Federal 
Treasury. From your figures here, it is apparent that instead of the 
farmer’s condition improving under the present system, the contrary 
is true. It is less effective each year from 1936 to 1939, so according 
to this report if the trend continues it will be necessary to have an 
increase in the subsidies from the Federal Treasury of 1942 still— 
increase instead of a decrease.” 

“T agree with your conclusion,” says Mr. Appleby. Do you want to 
read this? 

Bell: No. 

H.M. Jr: Give Mr. Bell a copy, will you? 
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Haas: Yes, sir. 

Bell: Don’t you remember Cannon said at the White House that he 
was a little sick and tired of hearing about economy and every time 
we talked about economy it always was to come out of the farmer? 

H.M. Jr: Well, the figure I think is the most interesting one that 
George gave me, which they just can’t dispute, and I wish you would 
run a little explanation on it, the ratio of prices received to prices paid. 

You see, you give prices received but not prices paid. You just 
have the ratio. You ought to have all three on the same page. 

Haas: I see. 

H.M. Jr: Well, since last March the ratio of prices received to 
prices paid has gone up from about seventy-seven percent to almost 
ninety. But you see you have got prices received and you don’t 
have prices paid. Then you could run all three. 

Haas: Yes, sir. 

H.M. Jr: Then you have got the ratio. Because they might ask 
me, yousee. Do you think that is fair, George? 

Haas: Yes, I will get that. 

H.M. Jr: But they can’t laugh that off. The farmers’ condition is 
so much better. 

Haas: They cant laugh off the relationship of farm income to 
business, either. 

H.M. Jr: That is the best one yet. Those are a couple of good 
charts. You might kind of hang onto this, George. 

Well, I am seeing Bill Myers. Then the other thing, you can read 
this by columns in the Tribune, inflation by legislation, and I wish—I 
haven't got it but have you got—I know you run the price increases 
from last September to date, don’t you? 

Haas: That is one of them. 

H.M. Jr: Didn’t you run them recently? 

Haas: Yes, sir. They will be in your memo that you receive today 
sometime. 

H.M. Jr: Well, I want to see it, because this thing here talks about 
Mr. Leon Henderson, but I would like to do—if I get up, before them 
and say, “It is always amusing to me when a fellow can’t do his own 
job like Leon Henderson. The prices have gone up thirty, forty, and 
a hundred percent, and he hasn’t been able to control them. He won’t 
admit it, and then he has got to come over and talk about controlling 
them by increasing the taxes on automobiles. But look at what has 
happened to food. Leon Henderson has just fallen down on his job, 
and when it gets hot, he leaves town for two months.” 

Incidentally, I want the letter Leon wrote me when he left town 
asking me to look after it while he was gone. 

You (Sullivan) had better not let me go up on the stand. I am 
going to pay my respects to the two Charlie McCarthy’s. Charlie 
Henderson and Charlie Eccles, and the Bergen is Mr. Currie that 
pulls the strings. 

The trouble with Mr. Currie is, I don’t know half the time whether 
he is working for Mr. Roosevelt or T. V. Soong, because half the time 
he is on one payroll and the rest of the time he is on the other, so is 
he up there as the great Chinese expert or as the Great Bergen on the 


taxes. ae i 
Sullivan: Are you asking my opinion? (Laughter.) I think you 


had better get laryngitis. 
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H.M. Jr: The Great Bergen. He has got these two Charlie Mc- 
Carthy’s, Charlie Henderson and Charlie Eccles und I wish that Con- 
gress would find out when he is pulling the strings. Is he doing it 
for Mr. T. V. Soong on whose payroll he went to China or is he doing 
it for Mr. Roosevelt ? 

Sullivan: I think we have got more important things to say. 

H.M. Jr: All right, I have got another one on Mr. Eccles, too. 

Sullivan: Come on, let’s try it here. (Laughter.) 

H.M. Jr: I have got one on Mr. Eccles, too. When I put that one 
on Mr. Eccles, he has got to leave town. Federal Reserve isn’t the 
only board he is chairman of. I haven’t told it to anybody. 

Bell: Have you received Jenkins’ letter yet? It was published in 
the paper, I see. 

H.M. Jr: Mr. Eccles is chairman of another board on whose payroll 
he is. He has got a nice, great big fat twelve million dollar War De- 
partment contract through that. He is chairman of the board of that 
company, on their salary rolls. I would like to say when I get up, 
“When Mr. Eccles is here, is he here as Chairman of the Federal 
Reserve Board or as Chairman of the XYZ Company with a big con- 
tract in the War Department and another one for the City of New 
York. Maybe he is Chairman of this other company. If he is chair- 
man of two boards, how do I know who he represents?” 

And I am not day dreaming either. I have got the facts cold. 
How do I know who Currie is working for? Is he working for the 
Chinese Government or is he working for the United States Govern- 
ment? Iam moderately serious. (Laughter.) 

Sullivan: I don’t like moderation. 

H.M. Jr: When they take me on, they are taking something on. 
They can’t run their own jobs, they have got to come over and run 
mine. 

Bell: That New York air over the week-end must have been good. 

H.M. Jr: It is true. He is chairman of a company that has got a 
contract with the United States Army and he is chairman of the same 
company that has got a contract for the City of New York, and they 
are fe ones, running into millions, and he is getting paid for it, too. 

Ed, I have asked you a couple of times for that clause in the Federal 
Reserve, what is the Chairman of the Federal Reserve Board supposed 
to do, something about devoting his exclusive time? Can I have that 
before noon ? 

Foley: Yes. 

H.M. Jr: Something about he is supposed to devote all of his time 
to the public. 

Foley: Sure. We have done some work on that before. 

H.M. Jr: Well, it isjust a little sentence. 

Foley: Yes. I know. 

H.M. Jr: Now, where was 1? 

Sullivan: You were pulling the strings. 

H.M. Jr: Don’t you like that? 

Sullivan: I think it isswell here. 

H.M. Jr: Iam ready for you (Sullivan) at ten thirty. 

Sullivan: Aye, aye, sir. 

Thompson: If I can stay a minute, I have some things here. 


H.M. Jr: Allright. Dan? 
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Bell: I haven’t seen the Jenkins letter, have you? 

H.M. Jr: There is Miss Chauncey. Have you seen a letter by 
Jenkins? 

Chauncey: Isthat on the Byrd bill? 

Bell: No, that ison Ways and Means. 

Chauncey: Yes. I think it is from Jenkins. 

H.M. Jr: Incidentally, when I see the Director of the Budget, I 
have asked him to come over, I don’t know whether he will honor me 
with his presence, at three thirty, I asked you about two months ago 
to ask him to get this for me about CCC and NYA? 

Bell: Do you say you want to tell him that 

H.M. Jr: Yes. 

Bell: March 8 was the date. It is the date I did that five year 
program. 

H.M. Jr: But you did ask him ? 

Bell: I gave him a copy of that statement and I asked him at 
that time if he could make some investigations. Oh, he did start out 
on it. 

H.M. Jr: Have you got anything from him ? 

Bell: No, he started out on it and then he had to pull his people 
off on this Harry Hopkins thing. 

H.M. Jr: He is griping all over town about how I embarrass 
him. One of the things I am going to say when I go up on the Hill, 
I can’t tell him anything about economy because I can find out less 
from the Bureau of the Budget than the Secretary of State can. If 
they want me to do anything about economy, let them put the Bureau 
of the Budget back in the Treasury. 

Bell: Well, he did start out to doit. 

H.M. Jr: But he didn’t do it. 

Bell: He called his people off because of this Lease-Lend thing. 

H.M. Jr: O.K. It is true. We can get less in the Treasury than 
the Secretary of State can get out of the Bureau of the Budget. 

Bell. Well, I think they will try to cooperate. I agree they fell 
down on that. 

H.M. Jr: Well, he is griping all over town about it. 

Bell: They have been pretty good about giving us figures, and I 
think sometimes they have hesitated to do it. 

H.M. Jr: If he comes at three thirty, I want you here. I am going 
to ask him for some figures. 

Anything else ? 

Bell: Apparently Mr. Tydings wrote—— 

H.M. Jr: This is the letter from Jenkins. What are we going to 
do aboutit? 

Bell: I don’t know yet. 

H.M. Jr: You asked for it, so here it is. Now that I am fifty, I 
might start by being tough. I have been too soft the first half of 
my life. 

Bell: The first question I think we ought to decide is as to whether 
we want to reply to a letter from the minority, whether or not we 
shouldn’t take it up with the chairman of the committee. : 

H.M. Jr: Would you have this ready for me, because I am going 
to ask you for it. 4 bios 

1 would like to sit down with you and go over the appropriations 
fnr these various things, non-defense, in the present fiscal year, and 
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then go over the ones in the President’s budget, just you and I, if 
we have got half an hour, and decide what we think could be saved, 
yousee. Just you and I doing it together. 

Bell: Allright. 

H.M. Jr: I mean, the year we are in now, the big items, and the 
ones that they are proposing to do for the next fiscal year. If you 
and I had to do it, where would we save a billion? Iam beginning to 
think a billion is too little. 

Bell: The Chamber of Commerce said two billion. 

H.M. Jr: Will you have that sort of ready ? 

Bell: Yes. 

H.M. Jr: And if you would stay behind a minute, 1 would like to 
talk to you about a personal matter. 

Tydings, I think, wrote several people in the Department. He 
wrote to John and to me in addition to you, and he wrote to Broughton, 
and I don’t know how many other people. I think probably we ought 
to get all those letters together and write a letter acknowledging them 
and saying that we are giving it consideration. 

Will you do it for my signature? 

Bell: Yes: 

ILM. Jr: What else? 

Bell: That is all. 

H.M. Jr: Chick? 

Schwarz: Mr. Mayl, because of illness, wishes to be relieved of some 
of his responsibilities. Until he regains his health, I would like to 
make a change of status between him and Mr. Stone for the time 

eing. 

H.M. Jr: I can’t hear a thing. 

Schwarz: Mr. Mayl, because of illness, has asked to be relieved of 
some of his responsibilities, and I would like to make a change of 
status between him and Mr. Stone while Mayl is 

H.M. Jr: What is the matter with Mayl? 

Schwarz: It seems to be a lung condition. He coughs sometimes. 

H.M. Jr: You had better have him examined. If he is not right, 
let’s send him away and not have him around here. Has he had an 
examination ? 

Schwarz: He hasn’t had one for sometime. He is away for this 
week, and I thought I would see what happens when he comes back. 

H.M. Jr: You had better send him to Public Health and have a 
decent examination. If he is not right, we had better send him 
where he will be well. 

Schwarz: I tried to find out whether he got any gas during the War, 
and he doesn’t like to talk about it. 

H.M. Jr: Well, you can get his record from the Veterans’ Bureau. 

Bell: I think they would have it. 

H.M. Jr: Norman Thompson will get you his record. If that man 
isn’t well, let’s get him well. I won’t have him around half sick for 
his own sake and everybody else’s. 

Schwarz: I wanted to put him on about four days a week. 

H.M. Jr: That is no good. If a man is not well, let’s get him 
well. We will keep him on the salary and keep him going. Isn’t that 
right? 

E Yes. 
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H.M. Jr: We didn’t take What's-his-name off the salary, did we? 

Schwarz: Tietjens. 

, ley No, he is back, and we didn’t take Manning off the salary 
either. 

H.M. Jr: If he is not well, let's get the poor fellow well. Public 
Health will do anything for me. 

Schwarz: Swell. Good. That is much better. 

H.M. Jr: I don’t want a man that is half well around. If you need 
somebody else while he is gone, hire somebody else. 

Schwarz: I have a cartoon here. I don’t know whether you wish 
it or not. 

H.M. Jr: And before he goes, let me talk to him. I would like to 
talk to him before he goes. 

What else? 

Schwarz: I have a cartoon. I don’t know whether you wish it or 
not. 

H.M. Jr: Is it funny? 

Schwarz: 1 thought it was right on the subject. 

H.M. Jr: Oh, I love it. 

Schwarz: We haven't had many from Talburt. 

H.M. Jr: Who is he? 

Schwarz : He is the Scripps-Howard principal cartoonist. 

H.M. Jr:1loveit. Grand. 

Schwarz: That is all. 

H.M. Jr: George? 

Haas: You asked about how much the volume of purchases of cotton 
goods was. 

H.M. Jr: Hang on to that. 

Haas: Here is this WPA thing. It dropped from about two million 

- in the middle of February to about a million and a half. 

H.M. Jr: WPA says there are three hundred forty thousand men 
on their rolls doing defense work. ‘The head of it told meso. Three 
hundred forty thousand. 

Haas: Do you want to do anything about that ? 

H.M. Jr: He called me, and I referred him to you, and you tell him 
that I don’t have any Chinese decipherer that can decipher his statis- 
tics and therefore I am going to continue to have yours. 

Haas: Swell. Fine. 

H.M. Jr: Isn’t Chinese a good example or have you got to go to the 
Persians? 

Haas: A Chinaman would have some trouble, I think. 

H.M. Jr: I can’t make head or tails out of his, and I haven't time. 
If he doesn’t like it, he can jump in the Potomac. Tell him to go 
out and build some planes instead of making figures. 

Haas: Those Allison figures look bad. 

H.M. Jr: Tell Meigs to go out and build some planes instead of 
bothering me. a a 

Are you continuing getting Army statistics? 

Haas: Yes, sir. 

H.M. Jr: Got anything new ? 

Haas: Oh, I was thinking of something else. We haven’t gone 
ahead on those other procurement items. I was waiting to see which 
field you want us to go into. I have a report, though, from 

H.M. Jr: Take the thirty-seven millimeter guns. 


Haas: All right. 
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H.M. Jr: And take the various guns beginning with the smallest 
of machine guns and working up. 

Haas: I have a report from May’s office which outlines the progress 
made in all those items. You might—the first eight pages of the 
report will give you a good picture of it, but 1 would be glad to go 
ahead and make some of those charts. 

H.M. Jr: It seems that Colonel Ayres went into Mr. Stimson’s 
office and asked, “Should we really have this,” so Stimson took me 
aside and asked me about it, so I said, “I cleared it with your Under- 
secretary two weeks ago. I can’t help it if he didn’t tell you.” “Oh,” 
he says, “if you did that, it is all right.” So I saw Bob Patterson 
and I said, “Did Stimson ask you about it?” Te says, “Yes, and all 
I can remember was your calling me two weeks ago. I can’t remember 
what you asked me, but whatever you asked me is O.K.” He says, 
“Sure, it was allright.” Soitis all right. 

Haas: All right. 

H.M. Jr: So go after it again. Start in with the guns. 

Schwarz: Could I break in with a point I overlooked ? 

ILM. Jr : I can’t hear you, Chick. 

Schwarz: I am sorry. I don’t see Herbert here, but in line with 
this checking of funds, I saw a labor friend of mine over the weekend. 
It might be of interest to everybody. He has just been on the West 
Coast. He says that whole trouble there is caused by Fritz Weide- 
mann, who is paying lavish sums and his technique is to—his men 
are on his payroll and they go to the employers and get on their pay- 
roll pretending to be company spies, and then they go into the shops 
as workmen and they are on the company payroll there, too. 

H.M. Jr: Can he prove it? 

Schwarz: He is up to it right now. He says he is having trouble 
because these fellows—his men don’t understand the particular brand 
of German, but he is working on that right now. He is the head of 
the machinists and his local is being torn away from him by Weide- 
mann out there. 

H.M. Jr: Well, if he can prove it, can half-way prove it. I would 
like to see him. 1 will introduce him to the right man. 

Schwarz: He has talked to FBI and others, and they say it is up to 
the factories. 

H.M. Jr: I know. I got that same thing from John Wiley, but I 
have got aman inthe War Department that is really interested in that. 

Schwarz: I will put him on the spot to prove it today. 

H.M. Jr: Both McCloy and Lovett are very much interested in that. 

Schwarz: That is his story. He claims it is there. I am sure he can 
prove it. 

H.M. Jr: Well, I have got this thing, that FBI is taking the posi- 
tion that isn't up to them, it is up to the employer, and the Army is 
just desperate about it, so if you had something I would send him over 
to Lovett or McCloy, who are raring to go. 

Schwarz: 1 will get it. This man was formerly Mayor of Alex- 
andria. Heisa Virginian. I will get him in. 

H.M. Jr: Will you? 

Schwarz: Yes, sir. 

H.M. Jr: Did you run down that leak? 

Schwarz: I talked to Gene Duffield and others. He said, “You can't 
kick your foot on the ground without scraping up an economic war- 
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fare story.” He blames Maxwell, but there again he would like to be 
able to prove it without—— 

H.M. Jr: Well. 

Schwarz: He said it was just a bookman’s story. 

H.M. Jr: Harold? 

Graves: Nothing. 

Foley: The Merry-Go-Round has a controversy between Treasury 
and State this morning. 

Kuhn: I have a draft, whenever you are ready to talk about it. 

H.M. Jr: We will go on it at ten thirty, and I would like to see you 
for asecond after this meeting. 

Kuhn: Right. 

Cochran: Gifford picked up in his business last week. He had 
seven million for two days. 

H.M. Jr: How much for the week? 

Cochran: I haven’t the rest of the week yet. Sir Frederick Phillips 
sent me a copy of a list which Secretary Jones had requested of him of 
British direct investments in this country. I think it compares pretty 
well with our own list. Coyne, Canadian Financial Attache, was in 
Friday afternoon and gave me some material that we had asked for 
and expects the rest today or tomorrow, and he thought, also, that Mr. 
Clark would be down this week. 

H.M. Jr: Clark? 

Cochran: Yes, sir. 

H.M. Jr: But you haven't heard anything from Keynes? 

Cochran: No. 

H.M. Jr: Don’t inquire, just sit tight. 

Cochran: I was out and he stopped for lunch Saturday, and he 
had Hall there, Professor Hall, and 

H.M. Jr: Did he say anything about meeting with me? 

Cochran: Said he was trying to get a car and chauffeur so he could 
get down in time for these important conferences. He seemed quite 
happy with the way it has been getting on except he has been late for 
every appointment he has had. 

a is having a press conference this morning at the Mayflower 
otel. 

Kuhn: Four o’clock, isn’t it Merle? 

Cochran: I don’t remember the hour. 

Kuhn: I think itis four this afternoon. 

H.M. Jr: They tell me, I don’t know whether it is true or not, that 
this so-called woman secretary he has is really a trained nurse, that he 
is not at all well. 

Cochran: That is all I had, except Ed and I had one little case 
maybe Ed will want to explain now or later. 

H.M. Jr: Which is that? 

Foley: That Hawaiian investment. 

H.M. Jr: Any hurry about that ? 

Foley: No. It is all right. There is no hurry about it. 

Cochran: I told the man I would call him tomorrow. We can 
take it up later. i 

H.M. Jr: All right. I want to talk to Bell a minute and then you 
Kuhn). 

( F a : I have got a couple of things, Mr. Secretary. 


H.M. Jr: All right. 
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(Book 404, pp. 355-358) 


Mr. Soong came in to see you at noon, 6/4, and handed you this 
memo. You lunched with the President at 1 p.m., that same day. 


JUNE, 1941. 

Since my last report, the situation is still far from being clear, but 
important developments are on the way: 

1. The anti-British military move in Iraq was prematurely staged, 
and the rapidity with which the British dealt with the situation re- 
sulted in a temporary setback for Germany. 

With the consent of Vichy, besides giving airfield facilities to the 
Germans, the French in Syria are giving Germany every possible 
assistance. 

Turkey tries strenuously to maintain neutrality and at the same 
time to remain true to her pact with Great Britain. At the moment 
she is busily engaged in parrying German pressure. 

In North Africa the impetuous German advance in Libya has been 
stopped by the British on the Egyptian border. Serious difficulties 
are encountered by the German and Italian forces in keeping their 
supply routes open, and the British are completing plans for a counter- 
attack. 

With the liquidation of the Italian forces in Abyssinia, the British 
are moving their troops there to reinforce their position at Suez, Iraq 
and Libya. 

After capturing Crete, Germany will occupy the French colonies 
along the Mediterranean and Atlantic coasts. To facilitate military 
movements in North Africa Germany will penetrate Spain and take 
Gibraltar. 

2. Germany has not attained her expected results in her Mediter- 
ranean warfare or in the Atlantic. The ranks of the best German 
submarine officers have been seriously depleted by sinkings and 
captures. 

3. Of course, the battle of the Mediterranean is of paramount im- 

ortance to England and only in a lesser degree to Germany. Accord- 
ing to Dr. Schacht, however, the Mediterranean is not the main battle- 
ground of Germany. 

According to current reports the predetermined German plan to 
attack the Soviet Union and to overthrow the Communist Government 
will be carried into effect early in June. Soviet Russia is increasing 
her supplies of raw materials to Germany with the hope of postponing 
the inevitable conflict. According to German plans, the German 
army will advance to the Volga River before September in order to 
ply solve the food question and to seize new resources and industrial 
districts. 

After September Germany may attempt invasion of England, but as 
to that no decision has yet been taken. At the same time the German 
army will penetrate Spain and capture Gibraltar in order to facilitate 
the occupation of the Atlantic coast of North Africa to increase the 
effectiveness of her submarine warfare and to extend her grasp on 
Africa. 

During the next year Germany will advance to the Ural Mountains 
and from there reach out for Vladivostok. The above may seem to 
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you fantastic but barring unforeseen obstacles they will actually 
materialize. 

4. The Hess affair shows that despite strict Government control 
there is internal friction among the Nazis and discontent among the 
populace is increasing. Morale has been maintained by constant news 
of fresh victories. The Hess affair has important effects among the 
Nazis and the German people because he was fully in touch with what 
had been going on. 

5. Dr. Schacht is anxious for an interview with you on the German 
and European situation, on the cooperation among China, Great 
Britain and America and the future political developments. He re- 
peatedly requested that a meeting be arranged with you in neutral 
Switzerland for a few days which would be beneficial to China. He 
requests me to have you set a date so that he may await you in Switzer- 
land. 1 have already reported this matter to the Generalissimo and 
shall appreciate a reply from you. 


(Book 412, pp. 1-19) 


Group MEETING 
JUNE 23, 1941. 
9:30 a.m. 
Present : 
Mr. Thompson 
Mr. Blough 
Mr. Schwarz 
Mr. Kuhn 
Mr. Sullivan 
Mr. Graves 
Mr. Foley 
Mr. Bell 
Mr. Cochran 
Mr. Viner 
Mr. Odegarde 
Mrs. Klotz 

H. M. Jr: Ferdi, are you responsible for getting me over there 
today to talk? 

Kuhn: Yes, sir. You had better leave about eleven or five minutes 
past. Sorry. 

(Mr. Viner entered the conference) 

H. M. Jr: Do you know where to go? 

Kuhn: Yes. 

H. M. Jr: Are you going to take me over? 

Kuhn: Yes, sir, if I may. 

H. M. Jr: Norman? 

Thompson: I have a memorandum on Robert Crawford. We have 
done all we can do, and he will have to pass a Civil Service examina- 
tion. That is true of all emergency employees. 

H. M. Jr: Would you write Mrs. Morgenthau a little letter on that, 


please? 
Thompson : Sure. 
H. M. Jr: Let me have a copy of it. 
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Thompson: 1 don’t know whether you saw this picture of how we 
‘do things in a big way in the Treasury. 

H.M. Jr: Wonderful. What does that man do? 

Thompson: Fe is assistant chief of a section in the Loans and 
Currency Division. 

H.M. Jr: He is quite a fellow. (Laughter.) 

(Mr. Odegarde entered the conference.) 

Thompson: I can’t imagine sitting down to meals with twenty 
people. 

H. M. Jr: Did you see it? 

Klotz: I saw it in the paper. 

H. M. Jr: No twins, either. 

Thompson: It is a nice looking family. 

Klotz: They are nice children. 

Thompson: The Cadillac is all ready. I will send up and get it this 
morning. Shall I have it brought down here? 

H. M. Jr: Yes. Anything else? 

Thompson : That is all. 

H. M. Jr: Harold? 

Graves: Nothing. 

H. M. Jr: I wrote a lot of stuff out. I will dictate it afterward for 
you. 

Harry ? 

White: The minutes of the last meeting that we had with the Brit- 
ish are very voluminous and I need them for the agenda. Do I have 
your permission to have them? 

H. M. Jr: Yes. What else? 

White: I thought you might want to see Lubin. 

H. M. Jr: I have got a bad day today. Did you (Cochrane) make 
that appointment for Soong? 

Cochran: Yes, sir, ten-fifteen. 

H. M. Jr: What I need is time to go over that agenda with you 
people. You see, I have press at three. 

White: Well, we can have it done this morning, Iam sure. It won’t 
be elaborate. 

H. M. Jr: Well, I will tell you what I will do. I have got Gaier; 
supposing we have Gaier at ten-forty-five, Mrs. Klotz. I could 

White: I don’t think you will need more than five or ten minutes. 

H. M. Jr: I will see you at two-thirty, then. 

White: All right. 

H. M. Jr: And Harold, I want to try this. It may not work, but 
I know this conflicts with another appointment, but at. two-forty-five 
I would like you, Kuhn, and Odegarde and Powel to come in, and I 
am going to have a press conference at three. I want to see what 
Powel can produce that he thinks they can tell me in fifteen minutes 
that he has been doing, and I will take my choice out of the things of 
anything that I want to use at my press conference, you see. 

Graves: This afternoon at two-thirty we are meeting with the Post 
Office Department who have brought in twelve postmasters from the 
field at quite an important conference. 

H. M. Jr: You go and let Powel stay behind. 

Graves: You mean we will have Mr. Powel here with you? 

H. M. Jr: Was Powel going over there? 

Graves: The conference was in this building. 
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H. M. Jr: Well, he can come here at two-forty-five for fifteem 
minutes. 

Graves: All right, I will have him do it. 

H. M. Jr: I want to tell Powel that I am going to try this, what 
can he walk in here and say, “Mr. Morgenthau, here are a half dozen 
things that. we would like to get in the newspapers, you see.” The last 
time Kuhn had it all written out. 

Kuhn: It will be written out on that same subject again today. 
There will be additional names, I hope, of companies. 

H. M. Jr: Well other things—you see, as far as I know, I don’t 
know what Powel is doing. I want to give him a chance to show me. 

Is my contact, Harold, with Powel, supposedly through you or 
through Kuhn or how is it, anyway ? 

Graves: Theoretically it is through me, but. Mr. Kuhn has been 
very kind and has taken on a good many of these things that nominally 
belong to me. 

H. M. Jr: Good. Well then, lets let those men walk in here at 
two-forty-five. We will leave you out. 

Graves: That is Ferdie and Powel ? 

H. M. Jr: And Odegarde. But Powel should be on notice. 

Graves: I will tell him. 

H. M. Jr: Does he have a man? Chick Schwarz should be here, 
too. Does he have a man who is supposed to handle the press? 

Graves: Vince Callahan. 

H. M. Jr: The press? 

Graves: Yes, he is doing both radio and press. 

H. M. Jr: Have him here then, too. We will try it once anyway. 

Chick? 

Schwarz: The A.F. of L. sent over one of their posters for you. 
I don’t know if you have seen it. 

_ H. M. Jr: Ferdie, you might have a dress rehearsal for those people 
in your room. 

Kuhn: I will be glad to. Itisa good idea. 

H. M. Jr: Has that poster gotten any publicity ? 

Schwarz: Their original drawing, the one they showed the Presi- 
dent—it has taken them until now to get the reproductions made. 
They have been working at it rather strenuously. 

H. M. Jr: It is fair. 

Schwarz: Do you wish to say anything before press conference on 
Pat Harrison ? 

H. M. Jr: Yes, I hoped somebody would have taken care of that for 
me. 

Schwarz: I was listening for my telephone yesterday. 

H. M. Jr: Well I mean, it has always been done for me. I took it 
for granted it had been done by—Gaston has done it every other time. 

Schwarz: I didn't know whether Ferdie should write it or me. 

H. M. Jr: You should have done it yesterday. That is your respon- 
sibility. I am amazed that it hasn’t been done. 

Schwarz: We can do it right away. 

H. M. Jr: Yes. It should have been done yesterday. 

Schwarz: I didn’t know about. the writing of it, which way you 
preferred it. 

H. M. Jr: It has always been done. Gaston has always done it, and 


it has been given out. 
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Well, get it done this morning, between you and Ferdie, will you 
please ? 

What else? 

Schwarz: That is all. 

Odegarde: Nothing special. 

H.M. Jr: Did you spend a lovely week-end here? 

Odegarde: Nice and warm. 

H.M. Jr: George? 

Do you people know that the plans of the WPA are to drop four 
hundred fifty thousand people? To put it another way around, they 
were to get them down to a million people on the rolls by July 1. 
This shows June 11, a million four hundred twenty thousand. She 
says they are going to drop four hundred fifty thousand people in 
three weeks. 

Blough: I talked to some Indiana farmers yesterday. I find they 
know very little about Defense Savings Bonds and practically noth- 
ing about the tax bill. 

Viner: Or anything else. 

H.M. Jr: That makes it unanimous. 

Blough: They don't like labor unions and they do like the farm 
program. 

H.M. Jr: They do like what? 

Blough: They do not like labor unions. They are extremely hostile 
tothem. And they do like the farm program. 

Viner: Do they know there isa war on in Europe? 

Blough: Yes, they know there is a war on and by and large they 
are in favor of doing everything we can to help and they very much 
like the higher prices they are getting. 

H.M. Jr: They and me too. Well, we are going over at eleven 
o’clock to tell these 4-H Club boys—of which I am surprised there are 
a million and a half, I say in my speech—and they are going to dis- 
tribute literature for us. 

Let me read you something that was handed to me on June 4. I 
can't reveal the source. 

“According to current reports, the predetermined German plan to 
attack the Soviet Union and to overthrow the Communist Government 
will be carried into effect early in June. Soviet Russia is increasing 
her supplies of raw materials to Germany with the hope of postponing 
the inevitable conflict. According to the plans, the German army will 
advance to the Volga River before September, in order to finally solve 
the food question and to seize new resources and industrial distribu- 
tion.” 

I thought this fellow had it right. Isn't that amazing? He is the 
only man that did. We checked up in the State Department. No- 
body had it. This fellow had it right. I have my own spy system. 
sete it got to the President the same day. I personally handed it to 
him. 

Bell: What date was that, April? 

H.M. Jr: June 4. And the only thing the State Department had 
was June what, twenty, twenty-one? 

Cochran: I didn’t go back beyond that. That was the first specific 
thing they had, was on the nineteenth. 
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ILM. Jr: Where was1? You (Blough) were talking about Indiana 
farm prices. How are the crops out there? 

Blough: Very nice now. The drouth was very bad earlier in the 
summer, but they looked good all the way through Ohio and Indiana. 
H.M. Jr: Dr. Viner. Did you stay here Saturday and Sunday? 

Viner: I went home. 

H.M. Jr: Harry, let Dr. Viner take a look at that agenda before you 
bring it in to me, will you? 

And I, at the request of Mr. Bell, spoke Saturday night to Mr. 
Arthur Purvis, whether he or Maynard Keynes or Sir Frederick Phil- 
lips had any objections to the Canadians being present. 

He said that whatever objections they may have had were past. 
Mr. Clark could not come because he had to see through their Victory 
Loan. 

He thought it would be a great mistake now to tell the Canadians 
they couldn't come. He also said that Mr. Keynes had been ex- 
tremely rude to the Canadians when he was first here by telling them 
to keep their mouths shut. 

He didn’t expect them to say anything. 

But now that that thing had passed, he thought to ask the Canadians 
not to come would be very bad, and I said, would he take full re- 
sponsibility for their being here, and he said he would. So I think that 
that is that. . 

Bell: Itis all right. 

H.M. Jr: But he said he would take full responsibility for them. 
And he thought it was very good to have them here, very important. 

Bell: I think it is very good to have them here. I was just ques- 
tioning in this particular conference whether you wanted to have them 
separated. 

H.M. Jr: I said twice would he take full responsibility for the 
success of the meeting with them present, and he said he would. 

Ferdie? 

Kuhn: I have a couple of small things that I would like to clear 
with you on the way over to the meeting this morning. 

H.M. Jr: Thank you. Iam very nervous on the way over. 

Kuhn: Are you? 

H.M. Jr: And I am exhausted on the way back. (Laughter.) 

Bell: All these appointments you are making, when are we going to 
do REC financing? 

H.M. Jr: I knew there was something I had to do this morning. 
I knew I had something to do. 

Bell: We ought to have five minutes anyhow to raise half a billion 
dollars. 

H.M. Jr: We will have to shift Gaier. (Laughter.) I knew there 
was something. 

Bell: What time will you be back from your 4-H Club meeting? 

H.M. Jr: Just as soon as Soong leaves. 

Bell: Ten thirty? 

H.M. Jr: Around ten thirty. I will phone you. Will you be 
ready ? s 

Bell: Yes, sir. 

H.M. Jr: I will phone you. < t 

Cochran: I have two or three things here you might care to look at. 
One is a letter that was written to Mr. Bell enclosing one to you from 


MORGENTHAU DIARY 423 


Phillips on British payments for French material. I think you ought 
to see that before the meeting comes up. Do you want it now? 

H.M. Jr: No, I don’t want to bring that into this meeting. 

Cochran: Unless they might bring it up. 

H.M. Jr: Well, I will rule it out. 

Cochran: Do you want the minutes of the Thursday meeting we 
had or not? 

H.M. Jr: Yes, give them to Mrs. Klotz. 

Cochran: All right, and there are a couple of letters I ought to give 
to Mrs. Klotz too. 

H.M. Jr: Fine. 

Cochran: Then there is a message here that came through the State 
P amoni from Fox that you might want to see. (Dated June 19, 

941.) 

H.M. Jr: When White comes in I want that—White is here at two 
e I want Bell and Cochran present too as well as White and 

iner. 

Cochran: I think you ought to read the last paragraph on the next 
page oe rie (Memorandum from Mr. Cochran to the Secretary on 

une 21. 

H.M. Jr: Well, the point was, he said to send somebody, and I 
promised to send somebody. I didn’t tell him 

Cochran: 1 don't know whether you had been specific onthat. 

H.M. Jr: By name? No. 

Cochran: That leaves it all right then. 

H.M. Jr: He just left it to me, but if they want to send a name 
over, that they want to send Coe, that would be agreeable to me. 1f 
they have any doubts, let them send a telegram today. 

Cochran: No, I don’t think they have any doubts at all. 

H.M. Jr: Well, it is easy enough to—why not do that? Then there 
can be no doubts. Why not ask Mr. Shaw to send Winant a telegram 
that we are going to send Coe for a short visit? 

Cochran: Yes. 

H.M. Jr: Are you due on the Hill ? 

Sullivan : Yes. 

H.M. Jr: What time? 

Sullivan: Not until ten. I have plenty of time. I wasn’t able to 
get to Indiana, but I made some inquiries on these Defense Bonds up 
in New Hampshire, and I guess I must have talked with between fifty 
and sixty fellows, and there was just one out of the group who had 
not bought a Defense Bond, and I have never known that particular 
crowd to be so unanimous on anything, and they all stressed just one 
thing, and that was that if these weren’t good nothing in the country 
was and they were buying them for security. I thought you might be 
interested. 

H.M. Jr: Is this on the golf links? 

Sullivan: No, sir, this was at various times of the day and night 
all around the campus. 

H.M. Jr: Oh, of course. I had forgotten that. 

Sullivan: I talked with Mr. Doughton this morning. Apparent- 
ly he feels that this thing has been dallying a little bit too much. 

H.M. Jr: Oh, it isn’t the heat that makes you look so tuckered out 
then? 
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Sullivan: Everybody I have met this morning remarked on how 
well I looked. (Laughter.) 

H.M. Jr: He had a class reunion. 

Sullivan: And he is not going to Pat’s funeral, although the family 
asked him to go, because he feels he should stay here and get this bill 
through and into the hands of the drafting service this week. 

H.M. Jr: Well I am toying with the idea of going to the funeral. 
I can go down in five hours. 

Sullivan : I think you should, really. 

H.M. Jr: I am toying with the idea. I thought I would wait and 
see what the White House does, but I can go down in five hours. It 
is nine hundred eighty miles. 

Sullivan: I think the funeral is 

H.M. Jr: Two thirty. 

Sullivan: Tomorrow afternoon ? 

H.M. Jr: Wednesday. 

Sullivan: And that is Central Time, too. 

H.M. Jr: That is right. 

Well, when IJ said five hours, I meant flying time. 

Sullivan: Yes. 

H.M. Jr: It is one hour. We are Standard, aren't we? I wonder 
if they are on Daylight. 
` Sullivan: I don’t know. I will find out for you if you want to 

cnow. 

Foley: Probably not. That part of the country is not. on Day- 
light Time. They are an hour earlier. 

H.M. Jr: You think I should go, just like that? 

Sullivan: Yes, sir, I do. 

H.M. Jr: Well, I am toying with it anyway. At least I have got 
the fellows all working on the airport, which airport, Biloxi or the 
other one. 

What about you ? 

Sullivan: What? 

H.M. Jr: Going? 

Sullivan: If Mr. Doughton doesn’t feel he can go—you might take 
him. I would be delighted to go along with you. 

H.M. Jr: You fellows are all so busy, but 1 have got nothing to do. 
(Laughter.) 

Sullivan: I wondered if you would get it. 

H.M. Jr: I get it all right. Just a stuffed-shirt,am I? O.K. If 
I go, you go, believe me. (Laughter.) 

Sullivan: That is all right, too. I will settle for that. I was 
afraid I would have to go alone. 

H.M. Jr: As a matter of fact, not to get off, I was going to ask 
you to go to keep me company. I thought it would be fun to have 
you with me. 

Sullivan: I would be delighted to. 

H.M. Jr: Ed? 

Foley: We have the telegrams ready, whenever the White House 
issues the proclamation recognizing a state of war between Germany 

and Finland and Russia. We also can have the general license for 
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Russia ready this morning, to go with a press release that we think 
favorably of it, which would tie in with Churchill’s speech yesterday, 
and say, “Now, there can be no doubt in our minds that Russia will 
not be used as a means of evading the terms of the order for Germany 
and Italy.” 

H.M. Jr: Listen, as far as I am concerned, there is no hurry about 
Russia. I don't change from one day to another. Can I repeat 
what you told me about it? 

Cochran: Surely. 

H.M. Jr: I had Cochran go over to see the State Department and 
check up and they asked—they served notice on Oumansky the middle 
of last week—is that approximately right? 

Cochran: A few days ago. 

H.M. Jr: That certain members of the Embassy or Consular 
staff were no longer welcome in this country, and the answer that 
Oumansky gave was so outrageous that the State Department 
wouldn't receive it and they returned it to him. 

Now, as far as I am concerned, I am in no hurry to do anything 
about Russia. It is six of one and seven of another, as far as I am 
concerned. One day it is the Ogpu and the next day it is the—what 
1s the German police ? 

Sullivan: Gestapo. 

H.M.Jr: Yes. Soljust would sit tight. 

Foley : There were some things in the paper 

H.M. Jr: Y know. 

Foley: About the Treasury officials. I don't know who they spoke 
to. They talked to neither Bernie nor me. 

H.M. Jr: What did they say about Treasury officials? 

Foley: Well, a general license would be given to Russia now ac- 
cording to Treasury officials. 

H.M. Jr: Six months ago the President told me he wanted to stay 
on the fence as long as possible. He said he didn’t care what the cost. 
Mr. Hull raised one of his worst rumpuses he has raived as far as I 
am concerned since I have been here. He didn’t want anything to do, 
and since then they have done everything possible to drive them into 
the arms of the Japanese and the Germans, and I put it up to the 
President that we should bribe them, do business with them in any > 
way to keep them neutral, and I believe it then and I thought it was 
good policy, but Mr. Hull and Mr. Welles didn’t and it was one of the 
worst rows that ever took place in Washington. I was right then. 
Iam right now. But I am not going to rush into this thing. 

Foley: Well, I brought it up only because there might be some 
discussion this morning. 

H.M. Jr: Well, let Mr. Hull come out and kiss the Russians on both 
checks. 

Foley: If they don’t want to go all the way and give them Lend- 
Lease help. 

H.M. Jr: And please, everybody, sit back and wait. Let Mr. Hull 
kiss the Russians first. I mean, I can’t be a weathervane. It is one 
thing to bribe them and try to keep them neutral and try to keep peace 
in the Pacific. I think that is good diplomacy. But when it comes 
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to this thing, let's just sit tight and see. But Iam glad you are ready. 
I mean, I will never get over that episode. 

What. was it, about six months ago? 

Klotz: At least that. 

H.M. Jr: Before election, but that was what they used on me. It 
must have been a month or two before the election. I mean, there was 
even talk of Hull resigning at that time. So we will wait. 

Well, Dan, we will do financing at ten thirty? We can see how the 
market is and so forth and so on. 

y pe The market has started up. Stock market and bond market 
oth. 

H.M. Jr: Good. 

Bell: We are also ready to discuss the tax note, but maybe you would 
like to have a memorandum on it that you can take home tonight? 

Sullivan: I would like to have that concurrence at a time when I can 
attend. They are asking me a lot of questions up there about it, if it 
can be conveniently worked out. 

Bell: I can tell you about it in five minutes. 

Sullivan: All right. Well, then, you go ahead and have your con- 
ference and I will see you. 

Bell: I can give you (Secretary) a memorandum you can take 
home tonight. 

H.M. Jr: Norman, who should be here representing Gaston? He 
represents so many people. 

Thompson: I imagine Huntington Cairns would be the best one? 

H.M. Jr: Well, tell him to be here tomorrow, will you please? 

Thompson: Yes. 

H.M. Jr: And tell him I am counting on him to look after things, 
will you? 

Thompson: Yes. 

H.M. Jr: That he should know what is going on, please. 

Thank you all. 


(Book 412, p. 20) 
June 23, 1941. 


Nore: During my conversation with Soong, I said what I wanted 
him to try to find out was what plans the Japanese had. I said, “After 
all, when Matsuoka saw Hitler, he must have made certain demands 
on Hitler and among those were that Germany attack Russia and that 
if that was done, Japan would then feel free to do something. What 
I want to know is what is that ‘something’.” He said he would get off 
a cable at once to Moscow, Chungking and Berlin and see what he 
could get for me. 

I said, in just so many words, that I understood he was close to Ou- 
mansky, the Russian Ambassador, and couldn’t he find out something 
from him, particularly as Oumansky had undoubtedly been collaborat- 
ing very closely with the Germans in this country. So Soong told me 
(showing how smart he is) that there had been gossip that he had 
been too close to Oumansky; that he no longer saw Oumansky on ac- 
count of the criticism, but he would try nnd see him and see if he could 


get any information for me. 
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JUNE 23, 1941. 

My Dear Mr. Preswent: This morning I got out the enclosed 
memorandum which had been handed me by Mr. T. V. Soong on 
June 4. You will undoubtedly remember that I gave you a copy of 
the same at lunch on that day. 

I want to draw your attention to the second paragraph on page 2, 
where Mr. Soong’s informant forecast 100% correctly what the Ger- 
mans’ plans were in regard to Russia. 

Mr. Soong called on me today, at my request, and I have asked him 
to try to get additional information. He cautioned me to keep this 
eee as confidential as possible as his informant’s life was at 
stake. 

Yours sincerely, 


THE PRESIDENT, 
The White House. 


(Book 418, pp. 309, 310) 
Juuy 7, 1941. 
4:22 p.m. 

Harry White: Yes sir. 

H.M. Jr: Give me a little memo in the morning about this Chinese 
business and Mr. Fox being over there. 

We Right. 

H.M. Jr: Just slip it to me in the morning, and then I’m going to 
say at the 9 :30, I expect to put the responsibility on you. 

W: All right, sir. But does—do you want any of the particulars 
or just—— 

H.M. Jr: Pm not interested. I just wanted—I want somebody— 
one person who's going to look after it. 

W :I mean, what sort of a memo do you want from me? 

H.M. Jr: Just—just put—when you come in put on my desk—I 
asked—that I asked you to remind me to bring up the question of who's 
going to look after Fox in China. 

W: You just want a memo to remind you then. 

H.M. Jr: Yeah. 

W: You don’t want me to raise any of the issues that he raises. 

H.M. Jr: No, you settle them. 

W: Right. 

H.M. Jr: You get the responsibility and you settle them. 

W: Okay, sir. 

H.M. Jr: What’s—what’s fairer ? 

W : Nothing could be better. 

H.M. Jr: dens 

W:Okay,sir. (Laughs.) Allright. 

H.M. Jr: Goodnight. 
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(Book 419, pp. 17-44) 


Group MEETING 


JuLy 8, 1941. 
9:30 a.m. 
Present: 
Mr. Bell 
Mr. Cochran 
Mr. Haas 


Mr. Thompson 
Mr. Gaston 
Mr. Blough 
Mr. Odegard 
Mr. Foley 

Mr. White 
Mr. Schwarz 
Mr. Kuhn 

Mr. Graves 
Mrs. Klotz 

H.M. Jr: Herbert? 

Gaston: We are about to recommend to you the discontinuance of 
Grand Rapids as a port of entry. We have already talked it over with 
Vandenberg and he males just a mild protest as a matter of form. 
There is every reason why it should be discontinued. 

H.M. Jr: Sold. 

Gaston: Three transports commanded by Coast Guard officers re- 
turned yesterday to New York. They have been just out on a practice 
cruise, and they are scheduled to sail again on Saturday or Sunday 
with the information that it is to be a practice cruise, but I don’t know 
what the destination may be. Thatis all I have. 

H.M. Jr: Edward Foley? 

Foley: McGoldrick, the Comptroller of the City of New York, wants 
to come in and see you today about investing twenty million dollars of 
trust funds of the City of New York in Defense Bonds. 

The “F” and “G” Series are limited to fifty thousand dollars for any 
one holder. We amended the regulations of January 1940, to limit 
the holdings of Savings Bonds by trust funds to the trustee. Before 
that, they were regulated by the number of beneficiaries of the trust. 

I don’t see how without changing the regulations we can go along 
with what Mr. McGoldrick wants, but it is a matter of regulations, 
not a matter of law. Here is a memorandum on it. 

H.M. Jr. How long is it? 

Foley: One page. 

H.M. Jr: Let me just ask a question. If we did this, is this money 
in the banks, do you suppose, on deposit? 

Bell: It probably is. 

Foley: He didn’t—if he didn’t-buy Defense Bonds with it, he would 
buy some public securities of one of the public corporations in the 
State of New York, I assume. l i 

H.M. Jr: Well, is this, Dan, do you think, the kind of money we 
want to get in? E 

Bell: It is the kind of money you probably want to get in, but I 
don't think you ought to do it. I suppose we have got a couple of 
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drawers full of correspondence with various cities over the country 
on Savings Bonds. There are water funds and all that business. 
think we ought to confine them to the limit. 

H.M. Jr: Supposing it is for pensions. That is what this is, 
isn’t it? 

Bell: Yes. Well, they have got pension funds, the water funds, the 
sinking funds, they have got all kinds of funds. We let them invest 
each fund to the limit. What they want to do is separate their funds 
down into small units, just as small as they can, and invest each unit. 
You have got the same problem with the banks and corporations of 
all kinds, charitable institutions. 

Graves: Trade unions. 

Bell: I think we are getting into something we may not want to 
get into. 

H.M. Jr: Let me just argue with you. Supposing you took a trade 
union or a union that had its members. I mean, I don’t want the 
water fund, but where it is the funds which are being held—pension 
funds, retirement funds, why shouldn’t they be invested here? 

Bell: You mean take more than the limit? 

H.M. Jr: Yes. 

Bell: Well, it is making an exception. 

H.M. Jr: Well, I mean—well no, we would write it into the regula- 
tions. 

Bell: Well, that makes it an exception in that case. That is what we 
had in the old series and all of these pension funds came in and we 
considered each individual as a separate entity and he could invest 
ten thousand dollars for account of each individual and we got about 
forty-five or forty-eight million dollars in the course of a month. 

Then we amended the regulations to call those pension funds an 
entity rather than the individual an entity. It is easily done, but I 
just question whether we ought to do it at this time. 

H.M. Jr: Well, the discussion is open. Does anybody want to get 
in on it either way? 

Haas: Mr. Secretary, 1£ you do it in this case you would have to 
do it for insurance companies, because their funds represent accumu- 
lations of interest. 

Foley: You could limit it to public money. ] 

Haas: Well, that is public money. Well, pensions for some people 
are kept by insurance companies. They buy annuities and so on, too. 

Foley: We are talking about public funds. I mean, teachers’ re- 
tirement funds and employees’ retirement funds and you could limit 
it in the regulations. You don’t have to open it all the way up. 

Haas: This isn’t opening it up to insurance companies, but there is 
the same type of money in insurance companies. I think the difficulty, 
if there is any, Mr. Secretary, on that, is that there would probably 
be sales of other securities to buy these bonds, and that wouldn’t get 
us anywhere. If you limit just the new savings companies, O.K., but 
if they sell out what they have got to buy these, it is no good. 

Blough: Won't these funds, on the whole, buy about as many Fed- 
eral Bonds of other types as they would of these? They are pretty 
well limited and what they can put their money into, they can put it 
into state and local and Federal and that is about all, and I have some 
doubts as to whether you would get a great deal more in Savings 
Bonds than you would in the regular. 
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Haas: You cripple your open market. You leave it to the banks 
entirely. 

Foley: But if you want to show popular sales of your defense bonds, 
this is a way of lifting your curtailment. 

Blough: It has that function, of course. 

H.M. Jr: How would it be to keep this as a card up our sleeve 
against a rainy day? We don’t need it now. 

Incidentally, Harold Graves told me this morning at the house at 
eight that the figures of the twenty-five dollar denomination bonds 
as compared with U.S. Savings Bonds—have you got those figures? 

Haas: We gave them to Harold. 

Graves: I gaveacopy to Peter yesterday. 

ags: I don’t have those here, but I have that other job you asked 
me for. 

Graves: I can get that table in just a minute if you would like me to. 

H.M. Jr: I would like somebody to get it. 

Graves: I will get it. 

H.M. Jr: Well, I will tell you, you be here at ten-thirty and then 
I will shake hands with him and I will turn him over to you (Bell) 
but I think we will keep this against a rainy day. The day may come 
when we would like to have this kind of money, and we don’t need it 
now. 

Bell: You may want to do a lot of things. You may want to sell 
special obligations to insurance companies. I don’t think you ought to 
do it now. 

H.M. Jr: Let's keep it against a rainy day. I love what LaGuardia 
said. I talked to him on the phone. He said, “You can do this 
quietly or with publicity. If it is with publicity, I will handle it 
personally.” (Laughter.) 

Schwarz: That sounds like the Little Flower. 

H.M. Jr: There is nothing in it for me. 

Foley: You sent around an article from the New York Times 
about—— 

H.M. Jr: Yes, what did you do about that ? 

Foley: Well, once the Maritime Commission requisitions these ships 
that we have our guards on, then they take over. 

H.M. Jr: Yes, but you told me just as I was leaving the other day 
that between the time I signed the thing and the time that—that 
they had lost their case on this thing, taking over the boats. This is 
nothing 

Foley : Nothing to do with that. 

H.M. Jr: We haven’t stepped aside? 

Foley : No, we haven’t stepped aside. 

H.M. Jr: O.K. 

Foley: That announcement is a little premature, because they 
don’t—they haven’t taken over any boats which they haven’t requisi- 
tioned, which the Maritime Commission has not requisitioned. 

H.M. Jr: What else, Ed ? 

Foley: Here is that amendment of the law to permit the Secretary 
of the Treasury to buy obligations of the United States and that is 
the change that will have to be put in. 

ELM. Jr: What did you slip that on? 

Foley: Here is the way the statute reads now, and that is what you 


would drop out, in here. 
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H.M. Jr: Now, how could we get that done? Could What-is-his- 
name—— 

Foley: Sure, let Bernard talk to Barkley and to John McCormack 
and ask them how they would like to handle it. 

H.M. Jr: But also the Republicans ? 

Foley: And talk to Charlie McNary and Joe Martin and see if they 
would have any objection. If there is no objection, it could go in as 
a bill and go right through. 

H.M. Jr: Would you do it that way or as an amendment ? 

_Bell: Why not attach it to the Federal Reserve Bill? They havea 
bill up there which is now on the floor of the Senate or House, I don’t 
know which, which extends the time to—— 

H.M. Jr: Ithink that is better. 

Foley: All right. 

Bell: To put up Government securities as collateral. 

H.M. Jr: I don’t want it asa separate bill. 

Foley: All right. 

H.M. Jr: I only want it done if it will go through a hundred percent 
sure. 

Foley: All right. Well, I will have Larry talk to them and see if 
they have any objection; and if they have no objection, then we will 
pick out a bill that we can put it on and—— 

H.M. Jr: Well, I don’t want it as a separate bill. It is ridiculous 
that I can’t buy United States Government Bonds. 

I am signing a letter here to permit guide dogs to go in Government 
elevators. 

Foley: This is a memorandum on that press notice that defense 
articles may be admitted free of duty. 

H.M. Jr: Well, what about it? 

Foley: Well, the War Department is in favor of it. 

H.M. Jr: How about us? 

Foley: Well, we are going to say that it can be done without ad- 
ministrative difficulty. 

Gaston: I think we collaborated with the Army and Navy in the 
preparation of that. 

H.M. Jr: Come on, you are doing fine. 

Next? 

Foley: Here is a memorandum on that contract. They aren’t par- 
ticipating in the strike anyway. Ñ h 

H.M. Jr: But Mrs. Klotz made a very good point, why wait? Why 
suddenly wake up in early morning to see whether they have struck? 

Foley: I think it might be a little embarrassing for you, because 
you have an exclusive marketing agreement with them; and if they 
agreed not to sell their milk because they think by going into the strike 
they can get a better price, that the court would say that they were 
using their best efforts to market the milk under those circumstances 
and you would have to participate. 

H.M. Jr: Even asa Federal officer? 

Foley: Even as a Federal officer. 

H.M. Jr: Are you sure of that? > e 

Foley: Well, you are participating as a private citizen and your 
contract requires you to doit. Otherwise, you would have to keep the 
milk and use it yourself or dispose of it, but you couldn't sell it. 
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H.M. Jr: But there is nothing as a Federal officer? 

Foley: No. 

H.M. Jr: Just stick by my contract? 

Foley: You have to. 

H.M. Jr: All right. We are going to make butter of it and come 
down and sell it to the nine-thirty group. 

Foley: You could make butter out of it and give it away. 1 don't 
know whether you could sell it or not. 

H.M. Jr: Our butter we could sell. 

Foley: I could use that fellow here, but I don’t have anything in 
Cleveland, Mr. Secretary. ‘ y 

H.M. Jr: Would you write to Henry direct in your letter? 

Foley: Yes. 

We haven't seen you yet on the arrangements in so far as investiga- 
tions for Foreion Funds are concerned, and now that Herbert is back, 
John Pehle and Herbert and I would like to tall to you some time 
today. 

H.M. Jr: Are you in agreement? 

Foley: Yes, sir. 

Gaston : Oh, yes. 

Foley: Ihavethe memorandum. They are all in agreement. 

H.M. Jr: Who did I say I wanted to see after ten o’clock this 
morning? 

Bell: Foley, White, Cochran, and myself at eleven-thirty. 

That is the only thing I know of. 

Graves: You had my group down, but you postponed it until to- 
morrow. 

H.M. Jr: What are we going to—when are we going to talk about 
financing ? 

Bell: Awell, we ought to do that this morning. 

I have had a report on the first twenty minutes of the market. 

H.M. Jr: Well, we can talk about it then. 

Look, I am seeing Gaston, Wiley, and Johnson at a quarter of twelve, 
and that won't run more than about five minutes; and as soon as that 
is over—who else sits in on it ? 

Foley : We ought to have Pehle. 

H.M. Jr: Well, have Pehle in your office at a quarter of twelve. 

And don't let me forget that they are waiting there, will you, 
Herbert ? 

Gaston: Yes. I don’t think there is likely to be any development on 
that other thing today, but we will find out. 

H.M. Jr: Well, they will bestanding by from a quarter of twelve on. 

Foley: Allright. 

I thought, as a matter of interest you would like to know that Her- 
bert Feis called up yesterday and said that they wanted to get that 
eleven million of Yugoslavian gold back in the United States but the 
Central Bank of Brazil wanted to be held not responsible, and he 
couldn't figure out any way and nobody in the State Department had 
been able to figure out any way, but he was sure that Treasury might 
make some suggestions as to how it could be handled. 

H.M. Jr: I don't know what it is. 

Foley: Remember the Yugoslavian gold that was transferred down 
there. There was twenty-two million and eleven of it went down. 
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The other eleven was kept in New York. Now they are anxious to 
bring it back. 

H.M. Jr: Oh! Well, Ed—— 

Foley: We are working on it. 

H.M. Jr: Can you work on it without me ? 

Foley: Yes. 

H.M. Jr: Wonderful. 

Is your docket clear ? 

Foley: Yes,sir. 

Cochran: Here is a statement for June. We are not buying much 
gold now. The profits are down. We got one little bit of gold in at 
San Francisco last week. The British brought it in. We think it came 
by warship. Iam checking up. They didn’t have it invoiced. 

H.M. Jr: Well, until further notice, until I can do it, I want Harry 
White to service Fox in the Far East. If there is something that you 
can’t handle, Harry, speak to me about it, but it is your responsibility 
from now on. Somebody has got to take care of those cables that are 
coming in, and it is your responsibility, Harry. 

White: All right. 

H.M. Jr: Thanks for the memo. 

Kuhn: The round table of labor and industry that you suggested 
has been fixed for July 22 at nine fifteen p.m., and I hope the inter- 
locutor is going to be free for that evening. 

H.M. Jr: Have you got them all ? 

Kuhn: Apparently they have got them without any trouble. I 
haven’t heard about that. I know that the time has been fixed. 

H.M. Jr: Does everybody know about it? Are you ready for a 
shock? Have you heard about it, Herbert ? 

Gaston: No. 

H.M. Jr: William Green, Murray, the head of the Railroad Broth- 
erhoods, the president of the United States Chamber of Commerce, the 
president of the National Association of Manufacturers, and H.M. Jr. 
are going to sit around a table and discuss defense bonds. 

Gaston: As long as you keep them on defense bonds, that will be 
swell. (Laughter. 

Kuhn: Well, I will have to check on the acceptances, but the date 
has been fixed, and they weren’t expecting any trouble. Are you free 
on that night? 

H.M. Jr: lam now. 

Kuhn : Good. 

White: I will venture to say that is the first time in history they 
have ever sat around the same table. 

Kuhn: July 22, nine fifteen p.m. to nine forty-five. 

H.M. Jr: Isthe table here? 

Kuhn: It can be here, if you want. Itmight be a good idea. 

H.M. Jr: I think it is good stuff to do it from the Treasury. 

White: I think so. 

Schwarz: It is ideal. 

White: It adds to the dignity and prestige of it, rather than the 
radio station. 

H.M. Jr: Listen, how long have you worked for me? Never use 
the word dignity, please. 

White: I was thinking of the labor leaders. (Laughter.) 
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H.M. Jr: The first thing, you are going to talk about my— (indi 
cating stuffed shirt). 

Kuhn: Our radio people would like to ask Senator Norris a week 
from Sunday. They have got somebody they like better than Senator 
Norris for this Sunday. 

H.M. Jr: Who is that ? 

Kuhn: Mr. Gaston. They think it is very important to have a 
Treasury man open this series, and Herbert would do it well, and 
Herbert is willing. 

H.M. Jr: Fine, swell. 

Kuhn: They will ask Norris a week from Sunday. 

H.M. Jr: Good. 

Gaston : That means Ferdie will write a good speech. 

Kuhn: You were asking about the Irving Berlin sheet music. It 
will be ready Friday. 

H.M. Jr: Cheap music? 

Kuhn: Sheet music. 

H.M. Jr: I think I can tell that story about Mrs. Berlin, don’t you 
thinkso? Sure, itis good for all of them. 

Klotz: Well, I don’t know. Imean, it is—— 

H.M. Jr: Well, it is a good story. 

Mrs. Irving Berlin was down at Arthurdale—I should preface my 
remark in the first place, being married to Irving Berlin, she is very 
pro-Jewish and very sensitive about any criticism. So somebody— 
a man down there that met her came up and said, “You know, Mrs, 
Berlin, I much prefer ‘Any Bonds for Sale’ to ‘God Bless America’, 
because I think ‘God Bless America’ is nothing but a steal. Where- 
upon she looked at him and said, “You are nothing but an anti-Semite.” 

The man felt so upset he sent her some flowers and she threw them 
out of the window. e wrote her a letter. She tore it up and went to 
her room and had hysterics. 

He is a perfectly nice man, and nobody could do anything about 
it. Ithinkit is a wonderful story. Don’t you think it is a wonderful 
story ? 

Gaston: Yes. 

H.M. Jr: Where were we? 

Kuhn: That isall. 

H.M. Jr: I thinkit isa marvelous story. 

Blough: When I bring in this report on the Ways and Means 
tomorrow, 1 would like to have copies for all the members of the 
group. 

E a a E NE Ane. 

Blough: I will have some detail and a little short statement on top. 

H.M. Jr: And may I say, my dear Professor Blough, that where 
you and Sullivan are falling down, and you can come back at me one 
hundred percent, you don’t let this group know what is going on. 

Now, the purpose of this thing tomorrow is to let them know what 
is going on in the tax bill, but this is the kind of thing I want you to do. 

Blough: May I come back, Mr. Secretary. 

H.M. Jr: Yes. o l 

Blough: I think when I came into the conference first, you said I 
might report on anything except what happened on the Hill, but you 
had that taken care of otherwise. 
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H.M. Jr: Well, all right. And having waited for “Otherwise” and 
she not having produced, I now refer to you. “Otherwise” is falling 
down on the job. 

Allright? Do you want to come back on that? 

Blough: Notat all. 

H.M. Jr: O.K. Anyway, somebody from that section connected 
with the Treasury should let these people know, you see. 

Blough: I will be very happy to do it every day. I will report this 
morning, if you wish. 

H.M. Jr: No,tomorrow. 

Incidentally, are you all right now? 

Blough: Yes, thank you. 

H.M. Jr: You are all over that—— 

Blough: All over it and feeling fine, thanks. 

H.M. Jr: George? 

a: EMS: You asked for the number of people that are buying these 
onds. 

H.M. Jr: Yes. Now tellit outloud. Everybody wants to know. 

Haas: You asked for the number of people who are buying defense 
bonds and our estimate, which I think is on the conservative side, for 
the E Bonds in May, it was four hundred seventy-five thousand. In 
June, four hundred fifty-six thousand. 

H.M. Jr: Isthat more in June? 

Haas: No, it is somewhat less. 

And the F Series is five thousand in May and four thousand in 
June, and the G Series, thirty-nine thousand in May and twenty-five 
thousand in June, and the total of the two months for the E Series 
is nine hundred thirty-two thousand. Total for the two months for 
the F Series is nine thousand. Total for the two months for the G 
Series is sixty-four thousand. Add them all together and it is a 
million. Each series is taken separately, so there may be some dupli- 
cations when you add the three series together. 

H.M. Jr: Now, have you got the one on the number of twenty-five 
dollar bonds? 

Foley: What is the dollar amount? 

Haas: Oh, the dollar amount—— 

H.M. Jr: Seven hundred million. 

Want to give us something on that subject, Harold ? 

Graves: Yes. 

This compares sales in May and June 741 of the E Bond with sales 
in May and June last year of the D bond. In May, total dollar sales in 
May 1940 were fifty-five million. In May of this year, one hundred 
fourteen million. Itisjust about double. 

Now, on the twenty-five dollar bond, sales a year ago in May were 
ninety-six thousand and this May, three hundred seventy-eight 
thousand. 

As I said to you this morning, it is four times as many twenty-five 
dollar bonds sold in May. ; 

The fifty dollar bonds, fifty-five thousand a year ago in May and 
one hundred eighty-two thousand in May of this year. 

The hundred dollar bond, a hundred thousand in May a year ago, 
two hundred and ninety-four thousand this year. 
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In June a year ago, the sales of the D Bond, eighty-six thousand 
twenty-five dollar denomination. Four hundred seventeen thousand 
in June of this year. 

The fifty dollar bond a year ago, June, sixty thousand; this year 
one hundred eighty-five thousand. 

The hundred dollar bond a year ago, ninety-two thousand, issued 
two hundred eighty-five thousand. 

So that the sales of the small denomination bonds in terms of the 
number of units sold are from three to four times greater this year. 

H.M. Jr: That is the best news I have had yet. 

Graves: Whereas the dollar volume in total is just about double. 

H.M. Jr: Now, Chick, have that for me Thursday morning and 
have a dozen copies for the boys, will you? That is good stuff. 

Anything else, George? 

Haas: I have nothing. 

H.M. Jr: George, you know I asked for the list of the manufac- 
turers of the State of Michigan, didn’t I; and we were going to check 
off those who had put in the plan? 

Graves: You asked me for that. 

H.H. Jr: Who is running that? 

Graves: I am. 

We had that set up in our office in Detroit. We can get that here 
in twenty-four hours, if you care to have it. 

H.M. Jr: Don’t you want George to run that for you? 

s Gigas; Well, I think it would be much easier for us to run it in the 

e 

You see, that is the Social Security Title 8 List which we had any- 
way in the field. 

H.M. Jr: Could I get a little report for our meeting for tomorrow 
on 1t? 

Graves: Yes. 

H.M. Jr: If that is too difficult, then next week, and then each week 
thereafter. 

Graves: I will try tomorrow, and in any case we will have it a 
week from tomorrow. 

H.M. Jr: Are you all right, Peter? 

Odegard: Yes. 

H.M. Jr: Are you and Ferdie going to read the script for tomorrow 
night? And incidentally, 1 will be here at eight tomorrow night to 
listen to the broadcast. You and your wives or husbands are invited 
to join me, or sisters, and then at nine o’clock, if you (Klotz) will tell 
Sammy Klaus, we are going to show that German picture on the 
Western Front. It is the war on the Western Front. 

Gaston: The Victory of the West, it is sometimes called. 

H.M. Jr: It is purely one of these things, come or not, just as you 
please. I mean, don’t feel it is—I mean, it is for your entertainment, 
and only come if you feel like it. } 

How many have seen that picture besides Gaston? (Mr. Kuhn 
and Mr. Odegard raised their hands.) 

Have you seen it? 

Odegard: Yes. a tS 

H.M. Jr: Is it very exciting? 

Odegard: Yes, J think so. A 

ELM. Jr: Isit in English, thescript* 


MORGENTHAU DIARY 437 


Gaston: No, all German. 

H.M. Jr: But it 1s all pictures? 

_ Gaston: Yes, it is German with a running commentary, and there 
is sometimes the incidental local sound of gunfire and so on. 

H.M. Jr: I would like to see it. 

Schwarz: It is exciting because of the realization it is actual 
warfare. 

Kuhn: Some of it, Chick. The impression they give is that it is 
actual warfare, but some of it isn’t. 

H.M. Jr: Well, I am going to be here at eight, and anybody that 
would like to come is welcome, and then we will see the picture after- 
ward; but, as I say, only come if it amuses you. 

Schwarz: There is an interesting list of this Citizens’ Emergency 
Committee on non-defense expenditures. Some of the members of 
the group might like to look at it. 

H.M. Jr: Let Harry White. There will be a lot of Harry’s friends 
on there. Give itto Harry. Don’t give it to me. 

Schwarz: It mentions your statement on savings. 

H.M. Jr: I saw it. 

Anything else, Chick? 

Schwarz: That is all. 

H.M. Jr: Harry? 

White: The chief is a friend of mine, Wristin, President of Brown. 

Bell: He has just written a new book. 

White: He specializes in getting it on the band wagons. Keynes 
sent me a note that I think would interest you. He said that he is 
much interested in your new Defense Anticipation—Tax Anticipa- 
tion Bonds. He thinks they would like to do something like that in 
' England and he wanted as much information as we had. I am just 
getting press releases together and I am going to suggest that he 
talk to Dan about it. 

H.M. Jr: Dan is the man. While on that, Dan, would you have 
ready for me Thursday or Friday morning at the latest an outline of 
how we are going to proceed on this, the publicity and the money 
and everything, with Friday the deadline, please. 

Bell: Yes. Do you want something for release or just want to 
tell the press ? A don 

H.M. Jr: No, no, I want it for my education and edification and 
criticism and suggestions. I will give youatime now. 10:30. And 
then you invite who you want to have come in with you. 

Bell: 10:30 Wednesday ? 

H.M. Jr: Friday. That will give you plenty of time. And you 
bring the people that you want. I want a complete program on how 
we are going to take this to the country. 

Bell: Allright. We are sending out today or tomorrow the mimeo- 
graphed statement that went out plus a schedule of the prices on these 
different denominations to the Collectors of Internal Revenue, so they 
can begin to familiarize themselves, with the suggestion that they 
might raise any questions that come to their minds, so that we can 
put it in this question and answer booklet we are writing. 

H.M. Jr: Well, will you give me a complete sales program please? 

Bell: O.K. 

H.M. Jr: Anything else, Harry? Harry, is anybody going to 
Keynes’ tonight for supper? I am. He said he is leaving—he is 
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aR aie shortly to Europe. It is sort of a farewell. Is nobody 
going ? 
~ White: Iam having lunch with him today. 

H.M. Jr: Anything else, Harry ? 

White: The—Mr. Coyne of the—the Canadian delegate, 1 think, is 
back. Is it your suggestion that he not be included in further meet- 
ings? 

H.M. Jr: Yes. 

White: All right, thatis all. 

H.M. Jr: And the English brought a couple of fellows 1 wasn't 
counting on the other day, too. 

White: 1 transmitted your message but they rather insisted and 
they didn’t even ask permission. 

H.M. Jr: Tell it to them again, will you please? Purvis will be 
back. 1 will tell itto Purvis. Heisback. 

Bell: Those men handle different: 

White: They know about it and the others don’t. 

Bell: Whenever you ask questions concerning those matters, they 
usually turn to those men. 

H.M. Jr: Well, they bring too many people. 

White: You have a meeting at 3 o'clock, and there is a meeting at 
two in Dan's office to prepare preliminary agenda to go over the mat- 
ters that we have been going over during the week. I am having some 
various committee meetings which are meeting in between the meet- 
ings, and I contacted Henderson’s group with respect to prices of wool 
and cocoa and sisal, and I am also going to get in touch with the Mari- 
time Commission to find out what they can do about shipping on cocoa 
and so forth, all tentatively, without making any commitments or final 
requests. I take it that that is satisfactory. 

H.M. Jr: Entirely. Anything else? 

White: That is all. 

H.M. Jr: Harold? 

Graves: This is the letter to Stephenson at Philadelphia. 

H.M. Jr: Where was it? Chauncey said she didn’t have it. 

Graves: Well, she brought it to me. 

H.M. Jr: Send it out airmail, Mrs. Klotz. 

H.M. Jr: Have you got Dick Jennings fixed up? 

Graves: Yes, we have. We put him yesterday in our Field Divi- 
sion across the street and he is going to be useful to us, and he will also 
learn about this thing so that when he goes out to Arizona he will 

really be an asset to them out there. 
` HM. Jr: Fine. Anything else? 

Graves: Nothing. 

H.M. Jr: Bell? 

Bell: The market went off about three thirty-seconds last night on 
the long-term bonds after that announcement about Iceland, but this 
morning it has recovered and itis firm and quiet. 

ELM. Jr: Well, if you—I am ready to go—sit down with you right 
after this meeting. 

Bell: All right. i , 

H.M. Jr: Right after this meeting. 

Bell: Everybody up there thinks that you ought to go ahead and it 
would be reassuring 1f you did go ahead. There is only one question 
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raised, as to whether the reaction from Germany might be stronger 
than you expected. 

H.M. Jr: Well, I was planning to do it Thursday. 

Bell: Thursday, and not tomorrow ? 

H.M. Jr: No, that will give Germany a chance to speak. 

Bell: Itisall right. 

H.M. Jr: Thatis my guess. I would doit Thursday. 

Bell: But you would still send it out tomorrow afternoon ? 

H.M. Jr: Oh, yes. 

Bell: Then you don’t have to do anything on it today; you can do it 
tomorrow. 

H.M. Jr: Allright. Are you still thinking of January *45? 

Bell: Yes. 

Haas: Yes. 

Bell: Itisa very good place. One and an eighth. 

H.M. Jr: AM right. My hunchis to dothe January. 

Thompson: I have nothing. 

H.M. Jr: The President always says a little robin in the grass out- 
side twitted in my ear. He said that you have not got space for Pehle 
and his crowd. 

Thompson: No, we are working on that. We are trying to get the 
Raleigh Hotel, but the RFC apparently are unwilling to buy it. They 
don’t think it is a good proposition. 

H.M. Jr: Allright, what is the alternative? 

3 Thompson: An apartment building on Park Road off Sixteenth 
treet. 

H.M. Jr: Step on it, will you, Norman? 

Thompson: I ought to hear from it today. 

H.M. Jr: Is there a penthouse on it there? I am losing my house 
this fall. Maybe you could fix me up a penthouse on top there. 

Thompson: Pehle and Foley would like to get the Raleigh Hotel, 
but it looks as though it is impossible. I don’t know whether you want 
to speak to Jesse Jones or not. : 

H.M. Jr: No, I don’t. 

Thompson: We will go right after that. 

H.M. Jr: Allright. 


Book 419, pp. 373-378 
oa eat hea 10, 1941. 
2:26 p.m. 
HM Jr: Hello. 
Operator: Mr. Currie. 
HM Jr: Hello. 
Lauchlin Currie: Hello, Mr. Secretary. 
HM Jr: Lauch? 
C: Yeah. f 
HM Jr: Here's a complicated story, which Pl try to make more 
complicated. This morning I got a message that T. V. Soong had 
to see me. 
C: Yeah. 
HM Jr: And I saw him at 11:30 and he gave me three different 
messages. Hello? 
C: Yeah. 
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HM Jr: Well, I succeeded in getting them into the hands of the 
President before he saw Ouminsky [Oumansky]. 
C: Yeah. 


C: Yeah. (Laughs.) He saw him at 12, didn’t he? 

HM Jr. What? 

C: He saw him at 12, didn’t he? 

HM Jr: Yeah. I got them into his hands before and he read them 
before, which was even a greater accomplishment. 

C: Yeah. 

HM Jr: Now, I just called up the President and I said, had he read 
it and he said, “Yes”. I said, “Well, how do you want to answer him?” 
“Well”, he said, “my trouble is”, he said, “I’ve got three avenues of 
communication”, see? 

C: (Laughs.) 

HM Jr: “Currie and myself” and he says, “Talk it over with Lauch 
and decide how I should answer”. So think it over. Have you seen 
those messages? 

C: I got the one, which was in. The first one that came in July 
2—I don’t know whether Soong got this or not because I got it directly. 
It was that the Japs are going to abrogate the treaty with Russia, and 
they were going to move if, as, and when they felt assured that we 
wouldn’t do anything against Russia. Then three days later I got 
another one from Chungking saying that the situation had changed 
and please arrange for T. V. Soong to see the President, which I 
haven’t been able to do. Now, I take it—my suspicion is that the 
change is that the Japs now are going to try and move down into 
Indo-China, is that right? 

HM Jr: This one I’ve—now, wait a minute. (Pause) I’ve got a 
message here from Chiang Kai-shek. Mine is dated July 8. 

C: Yeah. Well, that is the most recent then. 

HM Jr: Have you got that one? 

C: No. 

HM Jr: Well, any way think over the thing and the main thing 
is that we've got to see that Chiang Kai-shek gets service. See? 

C: (Laughs.) Yeah. 

HM Jr: And think it over and—— 

C: Now, what would you like metodo? He can 

HM Jr: Well, personally, the thing that I think is the simplest 
thing is to—that the President should see T .V. Soong. 

C: Yeah. Well, I urged that on him. 

HM Jr: Yeah. That’s what I think heshould do. 

C: Andthen T. V. Soong could wire it back. 

HM Jr: Sure. 

C: Whatever the President tells him. 

HM Jr: Sure. 

C: Yeah. 

HM Jr: I'd rather—I—I mean, I don’t give a damn. I mean, I was 
able to get it to him and I think it—that that was a service to the 
President, but I do think that he oughtn’t to leave it just in the air. 

C:Uhhuh. Isit the kind of message that requires an answer ? 

HM Jr: Yes. Heasked for an answer. 

C: He asked for an answer? 

HM Jr: Yes, he does. 

C: Yeah. 


MORGENTHAU DIARY 441 


HM Jr: He asked for an answer. 

C: Well, now is there anything you’d like me to do? I can tell 
Grace again if you like or 

HM Jr: Yeah, Pd do that. 

C: Yeah. 

HM Jr: And tell Grace that you talked to me. 

C: Yeah. 

HM Jr: And that I talked to the President and he said that the two 
of usshould get together 

C: Yeah. 

HM Jr: And that we have decided the easiest way that the Presi- 
dent should do is, he ought to see T. V. Soong. 

C: Yeah. Andthen T. V.can dothe answering. 

HM Jr: Now, the President made this amazing statement. He says 
that he never answers directly. I don’t know what he means by that. 

C: It's either the State Department to [sic] he holds it off to com- 
municate something or—this is for your own ears, but I have a private 
code too which I never use except at the expressed direction of the 
President, you see? 

HM Jr: Isee. 

C: And I show anything that comes or goes in that private code— 
I show to Hull. 

HM Jr: Isee. 

C: I’m frankly embarrassed about it all, but he thrust it in my hands 
when I left and there—— 

HM Jr: Who thrust it in your hands? 

C: Madame Chiang Kai-shek. (Laughs.) 

HM Jr: Oh. 

C: And I put it away and never expected to use it, you know. You 
just take those things uncomfortably. 

HM Jr: Oh. 

C: Through Commercial Cables one day arrived this long message 
in code. 

HM Jr: That’s what happened playing around with these Soong 
girls. 

C: I know, I went to the President most embarrassed about it all. 
He treated it lightly and told me to check with Cordell, which I did. 
So we fixed it up amicably, but I’m awfully Epone in my use of that 
because I don’t think it’s quite proper. (Laughs.) 

HM Jr: We have—— 

C: Ido have few scruples, you know. 

HM Jr: We have a song around here entitled, “Sing a Song” or 
“Sing a Soong” or “Sing a Song of Six”—— 

C: (Loughe) 

HM Jr: Well, anyway think it over. You—I know one of the 
President’s—— 

C : He uses—he also uses a fourth channel, by the way. 

HM Jr: What’s that? 

C: Occasionally, I get a wire from Hollington Tom [Tong], who 
is his confidential interpreter, you see, which I know. Holly would 
never write—wire under those, you see? 

HM Jr: Is whose interpreter ? 

C. Chiang Kai-shek. 

HM Jr:Oh. It’stoomuch forme. I giveup. 
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C: It gets very complicated. (Laughs.) 
HM Jr: Well, any way 
C:Pll call Grace right away. 

HM Jr: Yeah. You know now what I’ve done. 

C: Yeah. 

HM Jr: And the President has the—this stuff, but—unless I hear 
from you, Pm—I don’t think 111 make another move. I'll leave it 
with you. 

C: Yeah. A 

HM Jr: As a personal representative of the Madame in America, 
Dll leave it to you. 

C: The President (laughs) —There's one further thing, Mr. Secre- 
tary—the President didn’t give you the message to send, did he? 
Didn’t suggest a message as areply, did he? 

HM Jr: No, no. 

C:So we really have to go back to him then. 

HM Jr: Yes, and it’s terribly important. They’re asking for an 
answer on a very important question. 

And it ought to be batted around today. 

C: Yeah. Well, Pl call right away then. 

HM Jr: Thank you. 

C: Okay. 


(Book 419, p. 379) 
Juny 10, 1941. 

This morning Mr. T. V. Soong telephoned and told the Secretary 
he would like to see him at once on a very important matter. He came 
in at 11 :30 and handed the Secretary the attached cable. 

The Secretary talked to Grace Tully and told her how important it 
was and please to get it in the hands of the President before he saw 
Ambassador Oumansky at 12 o'clock. At 11:50, H.M. Jr. sent it to 
Miss Tully by a Secret Service operator and it was placed in Miss 
Tully’s hands at 11:55. 

The Secretary learned from Grace Tully that T.V. Soong tried 
to get this cable to the President through Lauch Currie yesterday 
and could not get anywhere. 

(SUBCOMMITTEE Norr.—The following is handwritten below the 
text of the foregoing: “See also phone conversation with Mr. Currie 
at 2:26 pm.”) 


Confidential (Book 419, p. 380) 
onfidenti 


TELEGRAM From Bertin Datep JULY 4, 1941 


Replying to your telegram No. 19: During Matsuoka’s visit to Berlin 
although understanding was reached as to the respective spheres of 
interest and responsibilities the three Axis partners were unable to 
agree on the tempo of action. Germany and Italy desired immediate 
Japanese advance southward to which Matsuoka would not agree 
owing to the then prevailing situation. 


MITTEE NoTB.—On the same sheet and below the text is a memo, part in long- 
a RTI part in shorthand which appears to say that Grace Tully delivered this to the 


president before he saw Oumansky. 
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I now learn that since the outbreak of the Russo-German conflict 
complete agreement has been reached which calls for early action 
against Vladivostok by Japan, simultaneous with consolidation of 
Japanese bases in Indo-China and Thailand preparatory to an ad- 
vance southward against the British and the Dutch. 

Our friends here declare that we should be by no means discouraged 
by developments and hope that you may still be able to visit Switzer- 
and. 

Owing to the severance of diplomatic relations I am routing my 
telegram through Switzerland. I am proceeding there myself and 
hope to maintain contact with our friends from there. 


(Book 419, p. 381) 
TeLecran From Minister or COMMUNICATIONS Datep JULY 8, 1941 


The Government has secured definite information that the recent 
Japanese Imperial Conference made the decision to move southward 
against Singapore and the Dutch East Indies first before coping with 
the Siberian problem. 

In accordance with this information all departments of the Govern- 
ment have received instructions from the Generalissimo to take im- 
mediate measures to meet this action. 


(Book 419, p. 382) 
TELEGRAM FROM GENERAL CHIANG KAI-SHEK DATED JULY 8, 1941 


From most reliable sources originating from Japan it is learned 
that a secret agreement has been concluded and signed between Ger- 
many, Italy and Japan on the 6th of July, covering on the one hand 
recognition of Japanese spheres of interest, and on the other J apanese 
undertaking to advance southward and against Siberia. Please com- 
municate the news to the President immediately. 

Since the outbreak of the Soviet-German war, the Soviets have 
repeatedly announced their desire to conclude definite military ar- 
rangements with us against Japan. Will you ask the President if he 
would be in favor of such an arrangement, and if the situation is 
ripening for a military pact between China, Russia and Great Britain 
with the friendly support of the United States. 


(Book 421, p. 390) 
JuLy 16, 1941. 
Drar Mr. Soone: Thank you for sending me the latest telegram 
from Berlin. I have forwarded it to the President. 
Yours sincerely, 


Mr. T. V. Soona, 
2817 Woodland Drive, 
Washington, D.C. 


(Signed) H.Morcanruav, Jr. 
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2817 Woopianp Drive, 
Wasurneton, D.C., 
July 15, 1941. 
Dear Mr. Morcentuau: I take the pleasure of sending you copy 
of a telegram that might prove of interest, although it was dated 
the ninth. With kind regards. 


Yours sincerely, e 
. V. Soona. 


(Book 421, p. 394) 
TreLecramM Frox BERLIN Joy 91, 1941 


Staunch resistance of Soviet troops entirely unexpected by the 
General Staff, which had hoped to achieve a break through in a few 
days, entrap and destroy the main Red armies and destroy their fight- 
ing strength, and secure the crops and industrial areas intact. 

So far the Soviet line is unbroken, their armies are making orderly 
retirement according to plans, and destroying everything in the areas 
they are evacuating. 

If, in the scheduled time, the German army cannot achieve the col- 
lapse of the Soviet armies, it will affect their entire military plans 
and the situation of Germany. 

After careful consideration I propose to come to the United States 
and report to you before returning to Switzerland. 


(Book 421, p. 395) 
JuLy 16, 1941. 
My Dear Mr. PresiDeNT: Mr. T. V. Soong has given me another 
message which he has received from Berlin. I am enclosing a copy 
herewith. 
Yours sincerely, 
(Signed) H.Morcenruav, Jr. 
The PRESIDENT, 
The White House. 
(By Messenger A. M., Secret Service.) 


(Book 424, pp. 12-29) 


Grovur MEETING 
JULY 23, 1941. 
9:30 a.m. 


Present: 
Mr. Sullivan 
Mr. Schwarz 
Mr. Blough 
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Mr. White 
Mr. Cochran 
Mr. Thompson 
Mr. Foley 

Mr. Bell 

Mr. Odegard 
Mr. Graves 
Mrs. Klotz 
Mr. Haas 

Mr. Kuhn 


H.M. Jr: Do you want to do taxes first ? 

Thompson: Ihave nothing this morning. 

Bell: I have nothing. 

H.M. Jr: Harold, I was delighted at the arrangement of the Bond 
organization for that broadcast that took place here yesterday. Every- 
thing went off beautifully. Thank you and Odegard and Kuhn par- 
ticularly, and Callahan. 

Graves: And Gilchrist. 

H.M. Jr: And Gilchrist. They did a swelljob. 

Thompson: The programs were wonderful over the radio. 

Bell: That seven thirty was a good program. 

H.M. Jr: To show you for instance, I was talking with Dan Bell’s 
friend, Marriner Eccles. 

Bell: Gee, that is terrible. 

H.M. Jr: He said, “You must have worked that out in advance 
because the thing went so smoothly. Did you work it all out in ad- 
vance?” Dan Bell's friend Marriner Eccles is supposed to be intel- 
ligent. 

Klotz: Poor Dan. (Laughter.) 

H.M. Jr: He can take it and like it. 

Bell: Just like that. 

H.M. Jr: Incidentally, I had my talk with Marriner, which meant 
I listened, and I told him I was very sorry. I was not changing my 
position, but he could take over two drafts, his draft and our draft, 
and tell the President that is the way I felt. I had not communicated 
with the President, and he could be my advocate at the court. On 
that basis we will try it. Harold? 

Graves: Nothing. 

H.M. Jr: Harry? 

White: Here is that book you once spoke of. 

H.M. Jr: Spoke on? 

Klotz: Of. 

H.M. Jr: When I went to school, it was of. r 

White: Spoke of, yes. It still is. That book ought to be required 
reading for every Government official. 

.M. Jr: The President said so yesterday in his press conference. 
White: Who did? 

H.M. Jr: To everybody. Oh, yes, he had the book and he recom- 
mended it at his press conference, didn’t he, Chick? 

Schwarz: Right, sir. 

H.M. Jr: Hetold me he did. 
Schwarz: He had that and Dave Coyle’s little book on his desk. 
White: I didn’t know that, but I agree with him. 
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H.M. Jr: For once. 

White: I have agreed with him before. I don’t do it as often as 
I used to. 

H.M. Jr: What else, Professor White? 

White: I have this telegram. I am wondering whether you would 
want to reconsider it. 

H.M. Jr: Why shouldn’t it go? 

White: I don’t see why it should appropriately go from you. I 
think if we want to we can take it up with the English here. 

H.M. Jr: You don’t like it? 

White: No, I think it better not go. 

H.M. Jr: You don’t like it very much ? 

White: No,I don’t think it is that important. 

H.M. Jr: All right, if you are not going to fight about it, I will 
tear it up. 

White: I see. Do you want to have discussions continued with 
the English while you are gone, Mr. Secretary ? 

H.M. Jr: Mrs. Klotz reminds me to tell you that that letter to Elmer 
Thomas really ought to go out today. 

White: Well, maybe it is circulating. 

a EL AL Jr: Well, supposing it stops circulating and finds its way to 
apa 

White: Well, it will gather the initials. Do you want to sign it be- 
fore you go? 

H.M. Jr: Twelve o’clock today. 

White: All right. Mr. Bell, Mr. Foley, Mr. Cochran, when they get 
it, will initial it. 

H.M. Jr: I want it in the hands of Mrs. Klotz so there is no argu- 
ment. Itissomewhere around the office. 

Bell: It isn’t in my office. I cleaned my desk this morning. 

White: All right, 1t will be on your desk—with or without the sig- 
natures. 

H.M. Jr: Give it to Mrs. Klotz in person. 

Klotz: Some kind of an acknowledgment anyway. 

White: No, I think it had better be handled briefly the way it is and 
I don’t think there will be any disagreement. 

(Mr. Haas entered the conference.) 

H.M. Jr: Get Foley—I have already told Bell to tell you about 
Oumansky, Foley and Bernstein. 

White: Oumansky, Foley and Bernstein ? 

It sounds like a bum orchestra. 

H.M. Jr:Itwas. (Laughter.) 

Continue with the English? The answer is yes. 

White : Thatis all. 

Bell: Is there any answer to go to the State Department? You 
kept the Welles letter. 

H.M. Jr: Yes. 

Bell: Is he coming back ? 

H.M. Jr: Yes. You might let Mr. Welles” office know that he is 
putting it up to his Government, that it should be between the Russian 
Government and the Treasury, and that it should be an agreement 
coterminous with the trade agreement, but outside the trade agreement. 


Bell: And informal? 
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H.M. Jr: Yes, but just the same thing as I said before, just the 
same. Chick? . > 

Schwarz : There is still a tremendous interest in the freezing situa- 
tion. I think to help the lawyers, we can blast out a story. 

H.M. Jr: Have you seen the French ? 

Cochran: I am not sure. Have you seen the ticker this morning? 

H.M. Jr: The reason I am teasing is, the other day I had Madame 
Tabouis, who speaks, I guess about as beautiful French as anybody 
can. It isso good that I can understand almost everything she says. 
It is just beautiful. So I said I wanted to hear it because it is very 
beautiful. So Merle starts talking and he jabbers away in French 
and he says, “Oh, but, Madame, what you ask me in French, that is 
frozen funds, using the English words.” 

So I said, “Isn't there a word for that in French?” He says, “Oh, 
yes, gelés funds.” (Laughter.) 

Y ou don’t mind that, do you? 

Cochran: No, that is good French. 

Odegard: You asked about the ratings of the Texaco show. 

ELM. Jr: Yes. 

Odegard: The Hooper ratings will not be in for some time. The 
C.A.P. ratings should have been in by the twentieth, and we are call- 
ing—Mrs. Betts is calling to see if she can’t get that rating for the ten 
thirty meeting. 

H.M. Jr: All I know is what the President told me that Steve Early 
told him, that they are running number two for the country. 

Odegard: Well, I don’t think he has the rating. He is relying on 
the old rating. 

H.M. Jr: The old rating was number three, wasn’t it? 

Odegard: Yes. 

e o lis All right. Who am I to argue with the White House. 
eorge ? 

Haas: Ihave nothing. 

H.M.Jr: Roy? 

Blough: Nothing this morning. 

Cochran: I wasn’t able to get Sir Frederick Phillips before I came 
in, but I am positive he is going to be here beyond the first of August. 
I asked him a few days ago. 

H.M. Jr: Well, I just didn’t want him to leave without saying 
goodbye. 

Cochran: Surely. 1 will get him yet this morning. But he didn't 
feel that he ought to go away while Purvis was going to be away. 

H.M. Jr: I havesald goodbye to Purvis. 

Bell: Keynes thinks Phillips ought to stay here, and 1 encouraged 
him all I could. 

H.M. Jr: Who thinks so? 

Bell: Keynes. He doesn’t think Phillips ought to go back person- 
ally. He can go back for a holiday but he ought to go back. 

H.M. Jr: I would be glad to have Phillips stay here. I get along 
very well with him. 

Bell: I told him that you would. I thought he ought to encourage 
the people over there to send him back. 

H.M. Jr: Just as long as they don’t send the editor of that other 
financial paper over here. Whatis his name? 

48-378—65—vol. 1—30 
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Schwarz: Brendan Bracken ? 

H.M. Jr: No, he has been here already. 

White: Sir Walter Layton ? 

H.M. Jr: Yes. 

White: Well, he isn't of the other, he is of the same, but a former 
editor. Crowther has replaced him. 

H.M. Jr: Ithought he wasthesame. Isthat right? 

Kuhn: Yes. Layton was the owner of “The Economist”. I think 
he still has an interest, but no editorial direction. 

Sullivan: They ploughed right through until five o’clock yesterday 
afternoon. I think they will finish before noon today. Only two 
changes in the afternoon in the bill. One was in the exemption in 
the excess profits tax in favor of those companies mining certain ores. 
And we eliminated that entire exemption. We had opposed it last 
year and the House refused to include it. It was included in the Sen- 
ate and then the House had given in in conference but the entire ex- 
emption section has now been removed. The rates on wine were 
lowered a little bit, but those are the only two important changes. 
The figure you asked for as to how much our loss would be if the 
Treasury’s suggestion on mandatory joint returns were enacted, the 
figure is twenty-four million dollars. 

H.M. Jr: You would lose? 

Sullivan: That is right. 

H.M. Jr: Twenty-four million dollars? 

Sullivan: That is all. 

H.M. Jr: Well, that is not very much. 

Sullivan: No, it isn’t. You will recall I told you that Mr. David- 
son of Fiduciary Counsel was interviewing a lot of people who had 
a large number of State and Municipal bonds and was drawing a 
statement which is to be published in full-page advertisements, and 
he hoped that we wouldn’t object to it, and that he could be free to 
say that we didn’t object and we might comment favorably, and I 
told you he was going to send along the petition. I think it is a pretty 
good one. Would you like to hear it? 

H.M. Jr: Sure, is it funny ? 

Sullivan: No. It isn’t funny. Some of the people he has got who 
are going to sign this, one fellow owns more tax exempt securities 
than anybody else in the country and has already agreed to sign it. 
It is in the form of a petition to Congress. 

“We urgently request the Congress of the United States to enact 
proper and constitutional legislation for the purpose of eliminatin 
the tax-free income feature from all securities of any governmenta 
agency, including state, cities, counties, and so forth. ' 

“Tf there is no proper method of applying this change immediately 
to the securities already issued, we then urge that all new issues be 
made taxable. This would gradually but inevitably reach all issues, 
because millions of dollars of such bonds are being replaced by new 
issues each year. ; 8 

“Buying state bonds is merely loaning money to the state. As long 
as these securities are legally sold, they will be bought. No one can 
be criticized for buying them. On the contrary, citizens of any state 
would be considered unpatriotic if they refused to loan money to their 
state. The only possible method of closing the door to tax-free in- 
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come is to remove the tax-free privilege. We urgently request that 
Congress initiate such action immediately.” 

H.M. Jr: Wonderful. 

Sullivan: I think we ought to give them a little encouragement. 

H.M. Jr: Sure. Do you know who the man is who owns the most 
bonds? 

Sullivan: Yes. 

H.M. Jr: Whois it? 

Sullivan: Marshall Field. 

H.M. Jr: I didn’t know that. 

Sullivan: I suggested to this fellow that he get some governors to 
sign it and make it more of a cross-section. 

H.M. Jr: What with not having to pay taxes on his securities and 
being able to deduct his loss from PM, he ought to be sitting pretty. 
(Laughter.) 

What else? 

Sullivan: That is all, sir. 

H.M. Jr: Allright. 

Foley: Down at Miami we have ten planes that the Procurement 
Division bought for the British, and they are to be Lend-Leased. 

Now, the State Department is asking that they have U.S. markings 
on them, because they have got to go into Brazil and they don't like— 
Brazilian authorities don't like British marked planes going in there. 

They are being flown over by one of the subsidiaries of Pan-Amer- 
ican employed by the British for this purpose. They are being fol- 
lowed by a clipper and the clipper arrives a day afterward and brings 
back the pilots. 

I think it is perfectly all right for them to go over with U.S. mark- 
ings on them, because they are—the title still remains in the United 
States to all this Lease-Lend equipment, but I thought you ought to 
know about it in case something happened to them. 

H.M. Jr: When does title pass? 

Foley: Title doesn’t pass. The stuff remains in the United States 
allthe time. We just let them have the use of the stuff. 

H.M. Jr: Is that true with all of it? 

Foley : That is the position that they have taken over there in respect 
to all of it. 

Bell: Leased, isn’t it? 

White: Why doesn’t it have Brazilian markings if it is going to be 
in Brazil? 

H.M. Jr: It is going to Takoradi. 

Foley: It goes to Trinidad, Brazil, and Bathhurst, West Africa. 
Over there the mechanics will change the markings and make them 
British markings and put them in shape to be flown up into the Medi- 
terranean country. 

H.M. Jr: Allright. 

Foley: Here are the people that you wanted to goto Manila. 

H.M. Jr: Whoelse has seen this? 

Foley: Merle, Harry, Delano. 

H.M. Jr: Bell? 

Foley: No, Dan gave me his proxy because he had to go down on 
the Hill. 

Bell: It is all right. 
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H.M. Jr: From Pehle’s office, Mr. Saxon, thirty-five, bachelor, with 
blue eyes, James J. Saxon. 

Why do they put in the color of his eyes? 

Foley: For passport purposes. I thought maybe the State Depart- 
ment would be interested. 

H.M. Jr: Twenty-eight, bachelor, with prospects. 

Foley: Noprospects. (Laughter.) 

White: They are good in the Philippine Islands. 

H.M. Jr: What was that, Harry? Isit repeatable? 

White: Really not good enough to repeat. 1 said they would be 
better in the Philippine Islands. 

Thompson: Saxon may be eligible for the draft. 

H.M. Jr: Hesays Saxon is almost to be reached in the draft. 

Foley: I don’t know anything about it. He is subject to the draft 
and may be called for duty at any time, but it will be necessary to 
obtain a deferment from the draft board. No difficulty is anticipated. 

H.M. Jr: Well, I won't ask for deferment. 

Thompson: Well, Pehle talked to me, and I told him I didn’t think 
the Secretary would ask for a deferment. I told him I wouldn’t 
recommend it. 

H.M. Jr: No, 1 won't ask for it. 

s Thompson: Probably he ought to clear that with his board before 
ne goes. 

Sullivan: I don’t think they are going to take any more who are 
twenty-eight. 

H.M. Jr: Clear it with the draft board before he goes, will you, 
but with no recommendation from the Treasury. 

Foley: As I understood it, all he was going to do was to get per- 
mission from the local draft board for the fellow to leave the country. 

H.M. Jr: That is all right, if he can get it. 

Now, in the Comptrollers office, you just give their names. 

Foley: Well, they are kind of fussy about that around there. They 
didn’t want to divulge any secrets. (Laughter.) 

H.M. Jr: They don’t say what they are. 

Foley: No, just where they are. 

Klotz: Thatisascream. 

H.M. Jr: Are you sending Sol Adler? Was he the fellow that was 
down in Chile? 

White: No, that was Spiegel. 

H.M. Jr: You are sending Sol Adler because he is good or because 
you want to get rid of him? ot 

White: No, no, he is—(Laughter) I will have a time living that 
down. No, he is good, and he is on the Far East now. 

H.M. Jr: Heis good? 

White: Yes, he is good. 

H.M. Jr: O.K. 

White: With the understanding with Mr. Foley that we won’t keep 
him there more than a few months at the most. 

H.M. Jr: Allright. What else? 

Foley: Nothing else. Are you going to call Welles about that? 

H.M Jr: No. Why not let Merle handle it? 

Foley: Allright. ; 

Cochran: I had a suggestion, Mr. Secretary. 
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H.M. Jr: He handled the Coe matter very well. He got Coe diplo- 
matic status, which we have never been able to get before. 

Cochran: I spoke with Ed yesterday. Should we suggest a vice 
consul to be assigned there in addition? I though we might get some 


one from Japan who would know Japanese, one of their language 
officers. 


H.M. Jr: Good. 

Cochran: You wouldn’t need to put that on the list. 

H.M. Jr: [think that would be good. 

Cochran: Itmight make them feel a little better. 

H.M. Jr: I think that isan excellent suggestion. 

_Foley: Won’t somebody have to talk to Sayre about that and tell 
him these fellows are coming? 

H.M. Jr: Sure. Let Merle dothe diplomatic end. 

Cochran: I will go over this morning. 

H.M. Jr: He handled the Coe matter very well. Let him do it. 

Bell: There is a question as to whether that shouldn’t be done 
through the Interior, isn’t there? 

Thompson: Yes, it comes under the Division of Territories. 

Bell: I should think a cable ought to be sent to Sayre on what 
you are doing. 

Foley: The trouble is, Dan, that may tip our hand, and they have 
been very, very careful to keep this a secret over in the State Depart- 
ment, and they haven’t told the boys on the third floor anything about 
it, and that was why I thought it ought to be handled with Welles, 
because he was particularly careful that Dean should mention this 
to nobody else in his office and not to the career guys at all. 

H.M. Jr: Well, let Merle handle it. I am leaving at two. I will 
be back here on the night of the thirty-first just to be here for the one 
day, and then I will come back again Monday. 

Bell: The night of the thirty-first or the first? 

H.M. Jr: 1 will be back here on the night of the thirty-first. 

Bell: And be available the first ? 

H.M. Jr: Yes. 

Lieutenant Stephens is at Malone at the end of the telephone. He 
will see me at noon every day or sooner, if there is an emergency. 

If there is something moves on Japan, I would like to know about 
it, you see. 

Selena Any directions, Mr. Secretary, as to what to tell the 

ress? 
i H.M. Jr: You can tell them tomorrow when you call the thing off 
that I have gone away for a week’s rest. 

Bell: How long does it take you to get to a telephone? 

H.M. Jr: Ican get toa party line up there in about fifteen minutes. 

Bell: Would you want to talk on the telephone on the Japanese 
thing if there is anything doing on it? 

H.M. Jr: I can get up to Malone, twelve miles, in about twenty 
minutes. 

Bell: Sure, that isn’t very long. 

H.M. Jr: Where they have got a good wire. I can get up to Malone 
in twenty or twenty-five minutes, if you can find me. 1 recommend 
that everybody take it easy while I am gone. I am sincere. We have 
all worked hard. Things are fine. I saw the President yesterday. 
Very much in the room, I am so pleased. After about two months 
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now they have found out what is the matter with him and it is nothing 
serious and it is nothing but what can be cured, and it has just made 
all the difference in the world. For the first time, I have really seen 
him gay and kidding, and his mind is free. I was with him for forty- 
five minutes. They have finally found out what is the matter with 
him, and they say it is nothing but what can be cured, but these dumb 
doctors, I don’t know why they didn’t give him this certain test two 
months ago or two years ago. To me it is unbelievable, because it is 
something he must have had for years now. It is just unbelievable 
that they wouldn’t have tested that, made that certain test, but I 
thought everybody would like to know that—I mean, he is a changed 
person. For the first time, I have seen him his old self. It is the 
first time in months. 

We have been—on the first of August we wanted to take one of our 
Defense Bonds, and I walked in there and he said—Miss Tully came 
in and said, “Mrs. Klotz, Mr. President, wants you to sign a check for 
twelve hundred dollars.” He said, “What does Mrs. Klotz want 
that for? Why can’t she wait until the first of August?” He says, 
“I am not going to sign any check for Mrs. Klotz.” He was a little 
annoyed. He says, “After all, I don't want to lose any interest on m 
money.” (Laughter.) Grace says, “Well, Mrs. Klotz wants it.” He 
said, “You tell Mrs. Klotz she shouldn’t bother me. She should wait.” 
Grace said, “Well, Mr. —” he says, “Don't bother me.” So she says, 
“Well, Mr. President, it is only dated August. 1.” Hesaid, “Well, why 
didn’t you say so in the first place? Well, I guess I don’t get any 
interest on my money anyway.” 

Bell: Have you got it? 

H.M. Jr: Yes. But Grace knew, so we started ten days early to 
make the thing in time, and we got it. She came in while I was 
there. 

Bell: So that is twelve hundred dollars that he wants? 

H.M. Jr: Yes, he wants his thing on the first. I got quite a kick 
out or it. 


(Book 424, p. 30) 


TREASURY DEPARTMENT InTER-Orrice COMMUNICATION 


Date: July 23, 1941 
To: Secretary Morgenthau 
From: Mr. Foley 
It is proposed to send the following persons immediately to Manila: 
(a) From John Pehle’s office: 
Richard P. Aikin, age 35, bachelor 
James J. Saxon, age 28, bachelor 
(b) From the Comptroller of the Currency’s office: 
A.L. Price of Seattle 
L. B. Dunham of Portland 
(c) From the Legal Division: 
Lehman C. Aarons, age 32, married 
T. Maxwell Anderson, age 30, bachelor 
(d) From Dr. White’s office : 
Sol Adler, age 34, bachelor 
Lawrence Hebbard, age 29, bachelor 


MORGENTHAU DIARY 453 


It is expected that Aikin, Aarons, and Adler will stay in the Philip- 
pines only temporarily. 

I am canvassing the situation to see whether or not we should also 
send a group of men out to Hawaii. 


E. H. F., Jr. 
O.K. 
H. M. Jr. 


(Book 424, p. 31) 
Treasury DEPARTMENT InTrr-Orrice COMMUNICATION 


Date : July 23, 1941 
To: Secretary Morgenthau 
From : Mr. Cochran 


In accordance with the instructions which the Secretary gave me 
in this morning’s Staff meeting, I called Mr. Acheson’s office at 10:05 
a.m. Mr. Acheson was in a meeting, so I spoke with his assistant, Mr. 
Donald Hiss, who is entirely familiar with Foreign Funds Control 
problems. 

I read to Mr. Hiss the list of persons proposed for immediate sending 
to Manila, which list Mr. Foley had submitted, and the Secretary had 
approved, at the Staff meeting. I also told Mr. Hiss that the Secretary 
of the Treasury would look with favor upon the Department of State 
adding to the group in Manila a Foreign Service Officer with experi- 
ence in Far Eastern matters. I suggested that such an officer might 
be available either in the Department of State or among the Foreign 
Service Officers now on duty in Japan. 1 raised several questions, 
which Mr. Hiss said he would look into and call me back. 

At 12:30 Mr. Hiss called me. He had not yet been able to see Mr. 
Acheson. In reply to my inquiry about passports, Mr. Hiss had learned 
from Mr. James McKenna of the Passport Division that passports are 
not required for direct travel to the Philippine Islands. If anyone of 
the group contemplates going to China, application should be made at 
once for a passport. In case decision is taken after arrival in the 
Philippines to travel to foreign territory in the Orient, passports 
could be obtained in Manila. Mr. Hiss agreed with my thought that 
the members of the group should be definitely on Commissioner Sayre’s 
staff, and that if passports are applied for, “special passports” indi- 
cating that the bearers are traveling on official business of the Govern- 
ment should be issued. 

Mr. Hiss and I agreed that it might not be necessary to withdraw any 
Foreign Service Officer from Japan to Manila at present, since we al- 
ready have a Foreign Service Officer, Mr. Salisbury, on Mr. Sayre’s 
staff. Mr. Salisbury speaks Japanese and has had much experience in 
Japan, as well asin the Department of State. Mr. Hiss is still working 
on the recommendation that someone go from the Department of State. 
He thinks there is a possibility that Mr. J. Bartlett Richards, a Foreign 
Service Officer who formerly served as Trade Commissioner at Manila, 
and who also knows China, may be sent. 

_ Mr. Hiss is working on the question of earliest possible transporta- 
tion of the group. He will keep in touch with Mr. Foley on this sub- 


ject and will also discuss with Mr. Foley the question of salaries, 
expenses, etc. 


454 MORGENTHAU DIARY 


As to instructions to Commissioner Sayre, Mr. Hiss said that the 
State Department had authorization to communicate through the 
American Consul at Manila with the Commissioner when matters of 
foreign relations are concerned. In such cases copies of the messages 
are provided to the Department of the Interior in Washington. In 
the present instance, it was our feeling that the message to Mr. Sayre 
should go in the most secret coae, which would be presumably that 
utilized by the Department of State with its Consul at Manila. 

H. M.C. 


(Book 433, p. 29) 
AucustT 14, 1941. 

T. V. Soong called on me today, and said that his secret agent from 
Germany had returned to Washington, and after cross examining 
him, he is convinced that the German Army wants to throw Hitler 
out; that people like General Keitel and I think he said Tomlinson, 
and the head of the State Police—not the Secret Police—are the kind 
of people who want to doit. They feel if Hitler should win now the 
Nazi Party would be in control forever, and this is their chance. 
However, they don't want to have a coup unless they could come to 
some understanding with the United States and England first. They 
want to stop fighting but, on the other hand, they do not want to 
have another Versailles Treaty. 

Soong said they wanted to work through Chiang Kai-shek, so I 
asked, “Is this a message from Chiang Kai-shek to the President?” 
He said, “Oh, no. He knows nothing about it. It is T. V. Soong who 
has the message.” (Following my usual practice of steering clear 
of anything which comes out of Germany, as I never know when a 
trap is being laid for me, I told him that I was very glad to receive 
the information, but I would not forward it to the President. I told 
him he would have to find some other channel like Currie, or some- 
body else. He said, “I understand.” I told him that I am always 
glad to receive any information, but in this case I did not want to 
be a part of it. 


(Book 433, pp. 269, 270) 
Avucust 15, 1941. 
My Dear Mr. Preswent: I am sending you herewith a copy of a 
memorandum, prepared for me by Mr. Harry White, on the Far 
Eastern situation. 
Yours sincerely, 
(Signed) H. MorGeNTHAU, Jr. 
THE PRESIDENT, 
The White House. 


Copies to: 
Secretary of State, 
Secretary of War, 
Secretary of Navy. 
By Messenger Brown, 2:35. 
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Treasury DEPARTMENT INTER-OFrrice COMMUNICATION 


Date: August 15,1941. 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Developments of Special Interest in the Far Eastern 
Situation 

I believe that you will find of interest the following items which 
have been culled from the cables and other materials coming into 
my Division. 

I. Dollar-Yuan Stabilization Board 

(a) The British have appointed Hall-Patch, although on a tem- 
porary basis. 

(b) Fox reports that steps are now being taken to carry through 
the official organization of the Board. 

(c) The British take the view that as a result of freezing Chinese 
assets, the prime function of the Stabilization Board will largely 
disappear. In Shanghai, however, financial circles expect the Stabili- 
zation Board will support fapi in the local “black market”. 


2. British proposal of an economic mission to China and visit of Sir 
Otto Niemeyer 

(a) The British suggestion of an Anglo-American economic mis- 
sion to China, of which Sir Otto Niemeyer was to be the British 
representative, may again come up for consideration since Sir Otto 
has now arrived in Washington. 

(b) Ambassador Gauss writes on August 1 that he was confi- 
dentially informed of the British proposal by Quo Tai-chi, Chinese 
foreign minister. Quo informed him that the coming of the mission 
might have a good “psychological” effect. Gauss, however, is of the 
opinion that it could accomplish very little and suggests that the 
invitation to the United States to join might have been prompted to 
some extent by the consideration that the principal recommendation 
of the mission would probably be outright financial assistance and the 
United States would probably be expected to supply the greater part 
of this assistance. Moreover there is the suspicion, according to 
Gauss, that the British proposal is another abtempt to embarrass Kung. 


3. British proposal of a Chinese central exchange control committee 
in London, Washington, Singapore and Rangoon to assist in 
administration of freezing controls 

(a) The Chinese have responded favorably to the British preps 
The Treasury has taken the position that a decision regarding this 
matter is to await report from Fox and visit of Niemeyer. 

(b) Taylor has been sent to Shanghai to observe and report on 
the operation of the freezing controls there. 

(c) Fox has suggested securing the assistance of a Treasury ex- 
pert. Lockhart (our Consul-General in Shanghai) also suggests the 
stationing of a Treasury expert at Shanghai if it is thought desirable 
to keep close contact with the situation there. 
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(d) Fox reports that the Ministry of Finance desires a list of 
Chinese nationals who are depositors in the U.S. together with their 
securities and other holdings. The Ministry also asks how it could 
requisition such funds. 

(e) The Generalissimo is disturbed by the newspaper report that 
American assets of Germans, Italians, Japanese and Chinese who are 
doing business within the British Empire and other allied territories 
have been unfrozen. 

4. Actions taken by the Japanese in China against American interests 

U.S. freezing of Japanese assets have brought retaliatory freezing 
from the various puppet governments and Japanese authorities in 
China. In addition, however, further measures unrelated to freezing 
have been taken against American interests. For example, in Shang- 
hai an export contro] system has been instituted similar to that already 
in operation in North China; in Chefoo, mail is not being delivered, 
and in Swatow, anti-American and anti-British demonstrations were 
held opposite the Consulates. 


5. Conditions in unoccupied China 
(a) Economic. Inflation in unoccupied China continues, while the 
Government takes no effective steps to remedy the situation but 
merely continues to print money. The Government officials are re- 
ported to be afraid to tale any effective measures against the land- 
lords, who are largely responsible for China’s economic ills. 
(b) Political 
(1) Mr. Taylor reports a conversation with Madame Sun in 
which she expressed concern about the “Chungking appeasers”. 
(2) Mr. Hemingway reports of extreme bitterness between 
Kuomintang leaders, including the Generalissimo, and Commu- 
nists. Some in Chungking favor peace with Japan and U.S. 
support for war against Communists. Hemingway agrees with 
U.S. policy of opposing civil war in China, 


6. Burma Road 

(a) In May 1940 the volume of goods imported over the Yunnan- 
Burma highway approximated the best performance of the Yunnan 
French Indo-China railway in the month prior to the severance of 
that line in 1940. In June, traffic declined because of rain, but an 
animal transportation route has been opened between Kunming and 
Burma to supplement the regular highway transportation system. 

(b) The Chinese complain that the Customs authorities in Ran- 
goon are unsympathetic and non-cooperative, with resulting delays in 
clearing cargo from the wharves. 
7. Decline of the Chinese national currency in Shanghai 

Fapi has tended to decline in Shanghai, being 5%, cents on July 
28 and 4%, cents on August 11. This decline is explained by the 
heavy purchases of foreign exchange by speculators, importers and 
foreign banks; the insufficiency of the available supply of exchange 
because licensing has stopped the repatriation of funds and remit- 
tances from abroad, and the fact that much of the export business in 
Shanghai is carried on by the Japanese and the export bills have not 
yet begun to come to the licensing banks. 
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Treasury DEPARTMENT INTER-Orrice COMMUNICATION 


Date: August 14, 1941. 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Digest of Mr. Hemingway’s Letter on China 

1. The bitterness between Communists and most of Kuomintang 
leaders he talked with, including the Generalissimo, can hardly be 
exaggerated. 

2. Communists in Chungking are “window-dressing” to make it 
appear that Generalissimo is tolerant toward Communists. Only true 
Communist representative is Chou En-lai. Elsewhere in Kuomin- 
tang territory, Communists are hunted relentlessly. Liberal profes- 
sors are extremely suspect and under close surveillance. Speaks of 
“atmosphere of fear of betrayal” at university at Chengtu. 

3. Civil war can be delayed indefinitely if U.S. representatives 
make it perfectly clear at all times that we will not finance civil war 
inany way. Many in China will try to persuade these representatives 
that crushing of Communists is advisable but Hemingway thinks such 
an attempt would be disastrous for China. 

4. Land owners and bankers anxious for war to end. Favor peace 
with Japan and U.S. support for destruction of Communists. Bring 
every form of pressure to bear on Generalissimo and advisers. 

5. Says should not completely accept the value the Communists put 
on their own war effort. Quotes Generalissimo regarding this. 
Chiang very deprecating of Communist aid. Says large number of 
Government troops are diverted to guard against the Communists. 
However, unless the Communists use force, the Government will not. 
Hemingway says that Generalissimo's statements were at variance 
with his former statements and with known facts of Communist war 
effort. Chiang's statement shows passion aroused by Communist 
question. 

6. Mr. Hemingway feels there will be no permanent settlement of 
Communist problem in China until an agreement between General- 
issimo's Government and Soviet Union settles definite limits to the 
territories the Communist forces are to occupy. 

7. Hemingway offers to forward additional information including 
report on incidents in Communist-Kuomintang clashes and study of 
wage scale of Chinese army. 

(July 30, 1941. Mr. Hemingway to the Secretary.) 


(Book 433, p. 278-283) 
Finca Viera San Francisco DE Paura CUBA, 


July 30, 1941. 
Mr. Henry MorGENTHAU, 
Secretary of the Treasury, 
Washington, D.C. 
Drar Mr. Morcenruau: I was dreadfully sorry not to get to 
Washington again in June. One of my best friends became ill while 
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we were on a trip down here and died on the day I had planned to go 
to New York, so I had to call the Washington trip off. 

When I left for China Mr. White asked me to look into the Kuo- 
mingtang-Communist difficulties and try to find any information 
which could possibly be of interest to you. When I was in Washing- 
ton last this problem was comparatively dormant, so I left it more 
or less alone when we talked. It will recur as a serious problem quite 
frequently, so I thought perhaps it would be useful for me to write 
you a short summary of what I find at this date to be true, after study- 
ing the problem for some three months in China. 

First, I believe there will be no permanent settlement of the Com- 
munist problem in China until an agreement between the Generalis- 
simo’s Government and the Soviet Union settles definite limits to the 
territories the Communist forces are to occupy. Until then the Com- 
munists, as good Chinese, will fight against the Japanese but as good 
Communists they will attempt to extend their sphere of influence in 
China no matter what territorial limits they may accept on paper. It 
is to their territorial interests to try to make a geographically de- 
fensible frontier for whatever territory they are occupying and they 
have consistently tried to keep a corridor open between the spheres of 
influence they have behind Nanking and the territory they legally 
occupy in the northwest. 

The bitterness between the Communists and most of the Kuoming- 
tang leaders I talked to, including the Generalissimo, can hardly be 
exaggerated. It is necessary to remember, always, that the General- 
issimo fought the Communists for ten years and that his kidnapping 
and conversion to the fight against Japan was under Communist 
influence. 

The extent of the Communists’ part in the kidnapping has always 
been played down both by Mme Chiang Kai-shek in her writing and in 
all official accounts of the kidnapping. The Communists have also 
played it down as they sought to appear merely as mediators who were 
brought in and finally showed the Generalissimo the light but, as one 
Kuomingtang official put it to me, they still regard Communism as the 
“HEART DISEASE” from which China sufters while the Japanese 
invasion is only a “SKIN DISEASE”. 

There are a certain amount of Communists kept in Chungking as 
window-dressing to prove the existence of Kuomingtang-Communist 
cooperation in the fight against Japan but aside from these show- 

ieces, some of whom seemed to me to be agents provocateurs, others to 
eS sort of tourist traps, i.e., they were there well-watched and perhaps 
acting innocently in order that any visitors making contact with them 
would be signalled by their watchers to the local secret police, there is 
very little true Communist representation in Chungking with the ex- 
ception of General Chou En-lai. He is a man of enormous charm 
and great intelligence who keeps in close touch with all the Embassies 
and does a fine job of selling the Communist standpoint on anything 
that comes up to almost everyone in Chungking who comes into contact 
with him. I do not know whether you ever knew Christian Rakovsky 
who was a very able and also very charming Soviet diplomat before he 
was sent to Siberia. Chou En-lai’s ability, brilliance and charm re- 
minded me very much of the early Rakovsky, of the period of the 
Genoa conference and the negotiations of that first German-Soviet 
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pact. He is one of the few people of opposing views who can get to 
and talk with the Generalissimo. He was once, as you undoubtedly 
know, the Generalissimo’s aide when Chiang Kai-shek headed the 
Huang Pu (Whangpoo) academy. It was he who did the talking to 
Chiang Kai-shek at the time of the kidnapping and they will see each 
other quite often. Chou En-lai and his wife and Mme. Chiang Kai- 
shek and the Generalissimo had dinner together in Chungking while I 
was there; but while Chou En-lai and the window-dressing Com- 
munists move about freely in Chungking, under-cover Communists are 
hunted in Kuomingtang territory almost as relentlessly as they would 
be in Japan, and Liberals, when they are professors in the University, 
are extremely suspect and under close surveillance. Students sus- 
pected of liberal views, and by this I do not mean Communist but mere- 
ly those who are at all to the left of political views of the gentry or 
land-holding class, are liable to arrest and imprisonment in concentra- 
tioncamps. Ihave seldom seen such an atmosphere of fear of betrayal 
by informers as there was among the liberal professors at the great uni- 
versity of Chengtu. These were men that I knew were not Commu- 
nists nor fellow-travelers nor Communist sympathizers, but at a tea 
party on the campus anyone who wished to tell you anything even 
remotely critical of the Kuomingtang would be careful to walk away 
into a clear open space before speaking. 

You have probably noticed that reports of Kuomingtang-Commu- 
nist friction come simulatenously with any aggressive move in the East 
by Japan. Undoubtedly, incidents are created between Kuomingtang 
and Communist troops by the Chinese in favour of the Wang Ching 
Wei puppet government to create friction, always with the ultimate 
hope of civil war between the Communists and the Kuomingtang. I 
believe a part of these incidents are artificially forced by the pro-peace 
generals and politicians who surround the Generalissimo. Others are 
the natural product of the conflicting aims of the two parties, but the 
timing of the incidents over the past six months has too often been to 
Japan’s advantage for them to be merely coincidences. I think it is 
very possible that Japan has agents working on both sides. But with 
the natural desire for peace of all those members of the gentry who are 
unable to enjoy their former privileges in wartime and whose one 
desire is to have the war with Japan over and the Communist destroyed, 
it is very natural to suppose that they would try to produce any sort of 
incident which would lead to war with the Communists. 

To keep the whole thing as simple as possible, I think we can be 
sure that war between the Kuomingtang and the Communists is in- 
evitable unless the Soviet Union and the Chungking Government come 
to some mutual agreement which will make a part of China really 
Soviet-China with a defensible frontier which will be respected by 
both the Chungking Government and the Communists. I believe we 
can delay indefinitely any all-out civil war between the Chungking 
Government and the Communists if our representatives make it per- 
fectly clear at all times that we will not finance civil war in any way. 
I am perfectly sure that many people in China will try to make it clear 
to any American representatives there, as they attempted to do to me, 
that China now has an army capable of crushing the Communists in 
a short time and that it would be advisable to complete the surgical 
intervention to cure the “Heart Disease”. Personally, I have known 
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no disease of the heart which has ever been cured by such violent 
means and I think that a major military campaign against the Com- 
munists in the northwest would be the most disastrous thing that 
could happen for China. 

It is very easy to criticize the lack of true democracy in the area gov- 
erned by the Kuomingtang but we have to remember that they have 
been at war against Japan for five years now and it is a great credit to 
China that after five years of war, which almost invariably produces 
a form of dictatorship during its prosecution, any vestiges of de- 
mocracy should remain at all. Life in Chungking is unbelievably dif- 
ficult and unpleasant. Many of the wealthiest Chinese have fled to 
Shanghai or Hong Kong. Those who remain are heartily sick of the 
war although their public statements naturally say nothing of this. 
It isthe wealthy people, the land-owners, and the bankers who are most 
anxious for the war to end. They are naturally anxious to enjoy the 
fruits of their wealth and position. There is no enjoyment of any 
kind in Chungking but these people who want the war with Japan 
to end are equally anxious for the destruction of the Communists and 
their ideal of a solution would be for us to back China while she de- 
stroyed the Communists and made peace with Japan. They bring 
every form of pressure on the Generalissimo and his advisers to work 
toward this solution and naturally, as nothing is done clearly or openly 
in China, their aims seldom seem to be what they actually are. 

I could outline the various peace groups to you, but you undoubtedly 
have had so much information on that from others better qualified 
than I am to analyze them that I shall not bother you with that. 

While we recognize the importance that there should be no civil war 
between the Communists and the Kuomingtang, we should also not ac- 
cept completely the value the Communists put on their own war effort. 
They have had such excellent publicity and have welcomed writers of 
the calibre of Edgar Snow to their territory so that America has an ex- 
aggerated idea of the part they have played in the war against Japan. 
Their part has been very considerable but that of the Central Govern- 
ment troops has been a hundred times greater. The Generalissimo, in 
conversations, is very bitter about this. He said to me in conversation, 

“The Communists are skillful propagandists but without much 
fighting ability. As the Communists do not possess military strength, 
the Government does not need to resort to force against them. If the 
Communists try to create trouble injurious to the prosecution of the 
war, the Government will take minor measures to deal with them as 
disciplinary questions arise. I guarantee you that the Government 
will undertake no major operations against the Communists. 

“The Fourth Route Army incident was very insignificant. It 
equalled one-tenth of one percent of the noise created about it in 

America, 

“There has been intensive propaganda, so that Americans believe 
that Communists are necessary to the war of resistance. Actually, 
without the Communist Party, the armed resistance of China would be 
facilitated, not hindered. —The Communists are hampering the Chinese 
Army. There are eight war zones without any Communist troops 
in them at all.” À f e 

At this point Mme. Chiang Kai-shek said that she had received let- 
ters from Americans stating the Government army fired at the backs of 
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the Fourth Route Army while it was withdrawing according to orders. 
The Generalissimo interrupted her impatiently to continue. 

“The Communists give no assistance tothe Government Army. They 

disarm Government troops whenever possible to get more material 
and more territory. It is not true about firing on withdrawing Com- 
munist armies. The Communists have refused to retire to the areas 
which have been assigned to them, and disciplinary measures were 
taken against them accordingly. Those are the type of disciplinary 
measures which will be taken in the future but there will be no major 
operations against the Communists and no measures against them if 
they obey the orders of the Central Government.” 
_ The Generalissimo went on, “The Communists made no contribution 
in the war against Japan but hampered the war effort. If there were 
no Communists in China the Government could have made greater 
achievements. The Government is not afraid of Communists, but 
they only delay the final victory. If the United States worries about 
the Communists they are simply falling into the Communist trap.” 

During this time the Generalissimo spoke with great passion and 
vehemence, and Mme. Chiang Kai-shek interpreted for him. He 
sometimes interrupted her in his eagerness to proceed with his theme. 
He went on, 

“Large numbers of Government troops are diverted to guard against 
the Communists. Sixty divisions are held in the rear, in readiness 
against a possible Japanese southward push. They also serve to 
watch the Communists. I tell you this in confidence. Unless the 
Communists use force, the Government armies will not. I hope that 
the Communists will come into the framework of the Central Gov- 
ernment. They will be treated as any other army unit if they do. If 
they do not, they must accept the disciplinary measures which they 
will incur.” 

Mme. Chiang Kai-shek interrupted to say, “We are not trying to 
crush them. We want to treat them as good citizens of China.” 

As these statements would have only served to inflame feeling be- 
tween the Kuomingtang and the Communists and tend toward creat- 
ing an atmosphere of civil war, I didn’t publish it. Dr. Laughlin 
Currie told me in Hong Kong, as he came out, that our policy was to 
discourage civil war between the Communists and the Central Gov- 
ernment and I wrote nothing which would encourage a possible war 
between the two parties. Also the various statements of the General- 
issimo were at variance with his own former statements and with the 
known facts of the Communist war effort. I write them to show you 
the passions and the disregard of the facts which enter when the Com- 
munist question is raised. Communists, however, in my experience in 
Spain, always try to give the impression that they are the only ones 
who really fight. This is part of their tactics and their enemies 
slander them with equal injustice. 

You have probably had enough of this subject for one letter. There 
are a couple of other very interesting angles which I would like to 
write you about if it would be of any interest. Checking over all my 
material, certain things stand out as of more or less permanent 1m- 
portance, no matter what necessary changes in the manner in which 
the situation must be regarded due to developments in the past 6 
weeks. If you would care to have me write a couple more letters on 
these subjects, perhaps your secretary could let me know. 
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I have a report on various incidents in the difficulties between the 
Eighth Route Army and the Fourth Route Army (the two Com- 
munist units; the latter now disbanded) and the troops of the Central 
Government, written by Generals Ho Ying-Chin and Pai Chung-Hsi, 
Chief of Staff and deputy Chief of Staff of the Chinese Army, and 
two answers to their thesis on the whole situation which General 
Chou En-lai wrote for me. The attack on the Fourth Route Army was 
as long ago as last February but the basic attitudes of the two parties 
toward all of these incidents are set forth very clearly in these docu- 
ments. They can, therefore, serve as a basis of study for the sifting 
out of the truth on future incidents which are bound to occur. In 
reading them each side makes an extremely strong case. Their re- 
spective case is that handled in the first paragraph of this letter. I 
believe these dissimilar reports are valuable as background for judg- 
ing the importance of future incidents which will arise. Could your 
secretary let me know if you want these and other documents? 

Another thing you might wish to have is a study of the wage scale 
of the Chinese army. A Lieutenant-Colonel in the Central Govern- 
ment Army with ten years of military service as a commissioned 
officer having fought against the war lords, the Communists and the 
Japanese, at present makes 126 Chinese dollars per month. In 1937, 
before all officers took a voluntary pay cut as their sacrifice toward 
fighting the Japanese, the same officer received 180 dollars. In 1937, 
one dollar bought 14 pounds of rice. This Spring one dollar buys 
two pounds of rice. Officers have no food allowance. I believe that 
in the present wage scale of officers in the Kuomintang Army there 
is a greater threat to Chinese continuance of the war—not this year, 
but for next year—than in any other single destructive possibility. 

I have the notes for a report on this which I can write and send to 
you if you will be interested. 

Please forgive me for bothering you with such a long letter. There 
was so much to say when I saw you last in June, and I have tried to 
let time eliminate those things which did not seem essential. 

With very best wishes to you in this most difficult time, I am 

Very truly yours, 


Ernest HEMINGWAY. 


(Book 483, p. 275) 
AucusrT 15, 1941. 
Dear Mr. Hemineway: I deeply appreciate your writing to me of 
your experiences in China and read with great interest your discussion 
of the situation there. I shall be glad to receive any additional infor- 
mation which you may care to forward to me and you may be sure it 
will receive my careful consideration. 


Sincerely yours, 
(Signed) H. Morgenthau, Jr., 
Secretary of the Treasury. 
Mr. Ernest HEMINGWAY, 
Finca Vigia San Francisco de Paula Cuba. 


HDW : as 8/14/41. 
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(Book 436, pp. 161, 162) 
STABILIZATION Boarp or CHINA 
CENTRAL BANK BUILDING 
TAOMENKOU, CHUNGKING 


Mania, August 30, 1941. 
The Unirep States Treasury DEPARTMENT, 
Washington, D.C. 
(Attention: Messrs. H. M. Cochran and B. Bernstein.) 

My Dear Cocuran AND Bernstein: In accordance with your sug- 
gestion I am writing this letter and enclosing a memorandum of our 
telephonic discussion. I am very sorry White could not be reached 
and would greatly appreciate it if you would make a copy available 
to him for his information. It would be most Heletal to get his 
reaction. 

It was most reassuring to be able to have the talk, for operating 
conditions in China are at best most difficult. This is illustrated by 
the fact that the cable to the Chinese Consul General in the Philip- 
pine Islands informing him of my visit to the Islands arrived about 
five hours after I did. It is not unusual for telegrams to take four 
days between Shanghai and Chungking and two days between Hong 
Kong and Chungking. It is for this reason especially that I have 
made my cables full and have endeavored to anticipate problems which 
may arise in order to get the Treasury’s reaction in ample time. I 
came to Manila especially to be able to communicate with you more 
freely. In preparing for our telephone talk I outlined briefly the 
more important problems which I had cabled you about in the past 
two months. It would be rather helpful if someone could be assigned 
to review my cables to Washington so as to make certain that I receive 
replies to at least the more important problems as early as is con- 
venient. I believe that I covered most of them with you last night. 

You may be interested to know that the bombing which has recently 
been almost continuous, especially during moonlight nights, adds 
greatly to the difficulties in China as during the bombing all business 
operations cease and decoding and other activities come to a standstill. 
One therefore feels isolated and for that reason it was particularly 
reassuring to be able to speak to both of you and to be able to carry 
away assurances of continued cooperation. The agency problem is 
particularly pressing and must really receive immediate attention. I 
have been most fortunate in my contacts generally in China and in 
the close relationship which is growing up between my associates on 
the Boardand me. I have every reason to be satisfied with the progress 
and, with your cooperation in solving the Agency problem and the 
few other questions I am raising, I have every reason to be most hope- 
ful for the future. 

With kindest personal regards, lam, 

Very sincerely yours, 
(Signed) (i) A. M. Fox, 
(Typed) A. MawurrL Fox, 
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STABILIZATION Board or CHINA 
CENTRAL BANK BUILDING 


! TAOMENIOU, CHUNGKING 
Via Air Mail 
AucusT 30, 1941. 


MEMORANDUM TO U.S. Treasury, Wasuincton, D.C., or TELEPHONIC 
CONVERSATION BETWEEN COCHRAN, BERNSTEIN AND Fox 


I. AMERICAN BANKS IN THE TAR EAST 


United Press reports of Chase Bank’s announcement that it will 
handle exchange only at official rates has caused considerable excite- 
ment in Shanghai and has been the best break the Board has had for 
some time. Cochran was asked to please convey to Chase my personal 
thanks for their cooperation. 

Saturday morning I received a telegram from my associates on the 
Stabilization Board, from Hong Kong, to the following effect: 

“1, Bank just handed us following telegram addressed to the Chase 
Bank Shanghai from Chase National Bank New York ‘Referring to 
our cable of yesterday regarding Stabilization Board please stop 
immediately operating in free market same as National City Bank 
and Bank of China. All our orders must be covered by sale of dollars 
to Stabilization Board. .. .’ 

“9. Bitting [of National City] informs us that he has received tele- 
gram from his Shanghai office that they have suspended free market 
operations pending further instructions.” 

It would be well in view of this telegram for Cochran also to convey 
my thanks to National City for their cooperation. 

Real difficulty in the Far East is that the officials of the Hong Kong 
and Shanghai Bank are in the position to take immediate advantage 
of opportunities whereas the officials of the American banks seem obli- 
gated to refer all matters to home office. Cochran can make vital con- 
tribution to American banks in Far East by getting across to them 
the fact that there is a real opportunity for them in the Far East but 
that they cannot possibly take full advantage of such opportunity 
unless their managers in Hong Kong and Shanghai have more leeway. 
I am willing to do everything I can to assist them in developing their 
opportunity, which is particularly great by reason of the fact that 
the Chinese Administration dislikes the British banks in the Far East, 
especially the Hong Kong Bank. 


II. POSITION OF AGENCY WITH RESPECT TO STABILIZATION BOARD 


In the exchange of letters of April 25, 1941 provision zs made for 
an Agency to handle and control exchange and it is vested with powers 
that spell trouble unless immediate action is taken to clarify the situa- 
tion. Unquestionably a Frankenstein has been created which if not 

roperly handled will work out badly for China. There is great 
Neer of having, as I pointed out in a recent cable, two parallel 
conflicting exchange organizations. 
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There is convincing proof of the fact that Dr. H. H. Kung had not 
had available copies of the April 25 letters until the Board supplied 
him with a set on August 11. Immediate advantage was taken to set 
up an agency the complexion of which is clearly highly political. All 
members of the Board are greatly worried about the situation espe- 
cially in view of the fact that if the Agency develops along the lines 

rescribed for it in the April 25 letters all overseas remittances and 
foreign exchange accruing from exports are apt to go to the Agency 
and not to the Board, making the Board’s operations most diflicult. 

There seem to be two methods of handling the situation: 

(1) The Board might continue to carry on its operations as at 
present and wait until a clash ensues—as it surely would very soon 
between it on the one hand and the Agency and the Ministry of Finance 
on the other. If this develops the Board and especially the Chinese 
members will be in a very uncomfortable position and Washington 
Treasury will be faced with an ugly situation. 

(2) Washington could immediately take the following steps to help, 
preferably in collaboration with the British Treasury: 

(a) Advise the Board and perhaps the Chinese Embassy that in 
the opinion of the Treasury General Counsel the decree issued by 
the Chinese Government creating the Board needs to be modified and 
that it should be set up by the Executive Yuan, a new decree being 
issued as of August 12; no difliculty in China in having decrees 
predated ; 

(b) That it is Treasury’s considered opinion that it would be best for 
the Agency to concentrate on policy matters, and particularly because 
of the Board’s technical competency, reserve exchange operations for 
the Board. In order to save the Agency’s face you could recommend 
that the Agency pass a resolution to have all actual exchange operations 
handled by the Stabilization Board. Flall-Patch, the British member, 
was greatly worried also by the political setup of the Agency and 
would, I am certain, welcome such action by the British and American 
treasuries. 

I cannot too earnestly stress the importance of this and the imme- 
diacy of action. Chinese members within a few days after reaching 
Hong Kong were summoned back to Chungking for an initial organi- 
zation meeting of the Agency. I have urged my Chinese associates 
on the Board in a cable from Manila to delay their return. Your 
immediate action in this matter would be both timely and most helpful. 


WI. BANKS GRANTED GENERALLY LICENSED NATIONAL STATUS 


Severe criticism has been directed against the U. S. Treasury on the 

round that highly efficient banking institutions, such as the Shanghai 
E RR] and Savings Bank unquestionably is, have not been 
granted the status of generally licensed national, while the Sassoon 
group, whose operations are not those of a bank, the American 
Express, Underwriters Savings Bank and Thomas Cook’s have. 

One of the Dutch banks (Nederlandsch Indische Handelsbank) has 
been raising particular havoc by undercutting the Board’s rates and 
those offered by all other banks in Manila while at the same time apply- 
ing to the Board for large cover, some of it for what appeared to be 
rather doubtful imports. Would it be feasible to withdraw general 
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license privileges from Nederlandsch Indische Handelsbank without 
causing too great embarrassment? It would have a very helpful effect 


if it could be done. 
IV. FAMILY REMITTANCES 


Pending arrangements being made by the Chinese Government with 
respect to family remittances, all of such funds have been accumu- 
lating. It is most desirable to have them ultimately reach the Board. 
There is some hope of their so doing if Washington will take some 
measures to clarify the Agency-Board situation. It would also help 
if collection of all family remittances is centered in one bank in each 
important region. In Manila I am arranging to have this done 
through the Philippine Bank of Communications in accordance with 
the wish of the Chinese Government. In the United States I under- 
stand it is to be the Bank of China, which, by the way, I find to be a 
very efficient organization. Anything you can do to help the send- 
ing of these remittances through directed channels and to have them 
ultimately reach the Board would facilitate the Board’s operations. 

Remittances through Hong Kong alone from United States and 
sterling area are estimated to be the equivalent of about US$60,000,000 
a year. Remittances from the Philippine Islands are estimated to be 
about US$10,000,000 a year. 


V. EXPORT CONTROL 


fe following brief notes have a bearing on the trade situation in 
ina: 

(1) All trade between China and the United States via Rangoon is 
desirable. 

(2) As far as exports to Shanghai are concerned, 

while 

(a) Shanghai imports which are smuggled into Free China are of 
great assistance, and 

(b) Imports of rice and other essentials of which there is a short- 
age in Shanghai should not be discouraged, 

on the other hand 

(a) There are already large stocks of many goods in Shanghai. 
With the recent uncertainty with respect to the foreign exchange situa- 
tion there has been a speculative flight from money into goods. Thus 
the stocks which have been built up for speculative purposes do not 
relieve the high price situation and at the same time constitute a strong 
temptation to the Japanese. 

(b) Further imports of goods other than rice and essentials consti- 
tute a drain on Chinese foreign exchange resources while, at the same 
time, conferring little, if any benefit on Free China. 

(c) Moreover, their shipment absorbs valuable shipping space which 
can be advantagously diverted elsewhere. 

(d) The Chinese Government itself favors more drastic treatment 
of Shanghai. 

(3) Trade with Chinese ports other than Shanghai needs even more 
stringent control than trade with Shanghai. All these ports are more 
or less completely dominated by the Japanese. As some smuggling 
from these ports occurs and as there is also a severe food shortage on 
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the South China Coast, some trade should be allowed, but it should 
be subjected to close scrutiny and regulation. 

(4) Hong Kong occupies a somewhat different position. Together 
with Macao, it is the most important smuggling base. In addition, 
control over its external trade is already exercised by the British. 
Therefore, there is much less need to restrict trade between the United 
States and Hong Kong, and between the Philippine Islands and Hong 
Kong, particularly if the British controls and ours are effectively 
coordinated. 


Recommendations 


Closer control over trade with China is urgently needed. This can 
be achieved by either of the following methods: 

_ (1) Extension of export control by requiring export licenses on the 
lines of the British system (Board of Trade Order of August 25, 
1941) for all exports, other than foodstuffs and certain other essentials, 
to China not being transshipped via Rangoon. The export license 
requirement need not cover trade with Hong Kong. 

_(2) The revocation of General Licenses 58 and 64 except for trade 
via Rangoon, handling all trade with China on an F.F.C. specific 
license basis. Hong Kong could, of course, be left in the same posi- 
tion as at present by making the appropriate additions to General 
License No. 57. 

Procedure (2) has much to recommend it: 

(a) It could probably be effected more expeditiously than an exten- 
sion of export control. 

(b) The administration of trade with China on a specific license 
basis would be efficiently centralized in the Treasury. Needless back 
and forth consultations with the office of the Administrator of Export 
Control and the resultant delays would consequently be avoided. 

(c) Trade with Japan has already come to a standstill. General 
Licenses 58 and 64 are thus a dead letter as far as Japan is concerned. 
In any case, even if trade with Japan revives, more stringent control 
over it might be desirable, and such control could be effec- 
tively exercised by handling the trade on a specific license basis. 
Moreover, while this is not an important consideration, there 
would be some diplomatic advantage ın introducing the control in 
this way, as ostensibly revocation of General Licenses 58 and 64, 
applying both to China and Japan would not be as discriminatory 
against Japan as a measure affecting Japan alone. 

From this end, therefore, revoking General Licenses 58 and 64 would 
appear to be the preferable procedure. But you are in a better posi- 
tion to make the final decision in Washington, because I am not in 
touch with the latest political developments vis-a-vis Japan and be- 
cause you know the Erie pros and cons better than 1. 


VI. LIST OF DEPOSITORS IN CHINA AND HONG KONG 


Chinese officials have repeatedly indicated desire to obtain a list 
of all Chinese depositors in the United States and the possibility of 
assistance from the U.S. Treasury in requisitioning such Chinese 
funds. From our telephonic discussion 1 learned that such an inven- 
tory is being made now and will be available September 30, 1941. It 
is highly desirable to make available to me for use by the Chinese 
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‘Government any general published statistics that may now or later 
become available bearing upon this subject; but I most earnestly rec- 
ommend that serious thought be given to the question before turning 
over any confidential list of depositors to the Chinese Government. 
Such a list might be made available to me or to the Stabilization 
Board for such study and suggestions as we can make but even then 
it is my recommendation it be furnished us in confidence. I am con- 
vinced that such a list would be used in a most political manner by 
the Chinese Government and might lead to annoying and disagree- 
able complications. 


VI. THE NEED FOR AN ECONOMIC SURVEY 


Now is the psychological moment for us to initiate economic studies 
on the lines I have already recommended. The freezing order puts 
us in a very strong position to make positive recommendations to the 
Chinese Government and particularly the Ministry of Finance. The 
Chinese are in a more receptive mood to listen to and—perhaps I am 
being over-optimistic—at least to some extent accept American eco- 
nomic and financial advice. Recommendations on the basis of specific 
investigations by American experts furnished by Washington would 
carry much greater weight, and the backing of such recommendations 
by Washington would at this time be particularly influential. 

As I have already indicated by cable, in view of the favored posi- 
tion of the United States, an American rather than a joint U.S.-U.K. 
survey is to be preferred if at all possible. The Board would prefer 
not to have the survey made for it officially as a Board but to have 
them conducted directly under my supervision and responsibility. 

There is a wide range of problems of which studies serving as the 
basis for recommendations for action could profitably be made. These 
include among others: 

(a) The best methods of gradually eliminating the differential ex- 
change rates for the Chinese national dollar existing between different 
points in the interior. 

(b) A study of China's foreign trade with particular reference to 
China's foreign exchange position and the possibilities of expanding 
smuggling. i E i , 

(c) The internal price situation, the need for tightening up exist- 
ing price controls and restrictions and introducing new ones. d 

(d) Ways and means of increasing the flow of goods through in- 
creased production, the improvement of transportation facilities, ex- 
tension of industrial cooperatives, etc. 

(e) The governmental financial structure and the tax system—or 
rather lack of system. The Third National Financial Conference held 
in Chungking at the end of June made a number of recommendations, 
but again American backing would help a lot. me 

(£) Chinese Government expenditures. The Ministry of Eco- 
nomics has informed me that there is room for savings of 25 percent 
in Chinese Government expenditures. A recommendation based on a 
specific study and supported by Washington would carry a lot of 
weight and would have a much better chance of being acted on than 
would be the case if the Ministry of Economics acted alone. Savings 

of this order of magnitude would of course enormously improve the 
fiscal position of the credit of the government, help keep the mount- 
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ing note issue in check and thus relieve the upward pressure on prices, 
strengthen China’s foreign exchange position and at the same time 
have significant favorable internal political repercussions. 

The Board itself needs studies on these lines for its own information 
and use even if they are made on a limited and modest scale. So far 
we have been so busy that I have not been able to spare Taylor from 
his other duties in Shanghai and Hong Kong and he has not had the 
chance to initiate or direct the needed research. This is all the more 
unfortunate because he is a first-rate economist and researcher and 
while there are a number of capable Chinese economists, they defi- 
nitely need direction and supervision. 1f Taylor could devote part of 
his time to this work, it would, I am sure, make substantial progress. 

Adler, because of his familiarity with Far Eastern problems and 
freezing setup is particularly fitted for research and other economic 
work in China, and will serve Treasury much more effectively in 
China than in the Philippines. Please send him along on first clip- 
per or boat. 

VOI. TRANSFER OF FUNDS TO BOARD 


The first ten days’ actual operation of the Board cost it in the neigh- 
borhood of US$5,000,000 and pretty nearly 800,000 pounds sterling. 
I have not the report for the last few days but I do not expect that they 
continue in the large volume that took place for a few days preceding 
the holiday (Confucius’s Birthday) in Shanghai. The Bank of China 
has been advancing the funds for the Board’s operations. These 
should be returned to the Bank of China at the earliest opportunity. 
I was very much impressed with Bernstein’s suggestion that only so 
much of the funds be turned over to the Board as are necessary until 
the Agency matter has been straightened out. I shall recommend 
along this line to the Board upon my return to Hong Kong and 
would appreciate your support in this position. Withholding the 
funds until the Agency muddle is straightened out is an excellent 
suggestion. 

IX. AARONS AND AIKIN 


I very much appreciate your sending Aarons and Aikin out to 
Shanghai and Hong Kong for a short time, and if any legal questions 
arise in the near future I assume that I can take advantage of 
Aarons’ presence and have him work on them. But if we are to coop- 
erate effectively with Foreign Funds Control, especially in view of 
complicated situation in Shanghai and Hong Kong, it would be ad- 
visable to have two or more people—people with some background 
and knowledge—available for a longer period. Frese must get to his 
accounting work at once and Taylor, as I have already indicated, 1s 
needed for economic research. 

(Signed) (i) A. M. Fox, 


(Typed) . M. Fox. 
Copy :lg :hr :wc :bj 


<i——— 


(Book 441, p. 185) 


SEPTEMBER 16, 1941. 


Dear Mr. Caen: Thank you for your letter of J uly 31, 1941, con- 
veying your assurance that the Chinese Currency Stabilization Board 
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will cooperate with us in attaining the objectives contemplated by 
our freezing order. Please be informed that, on our part, we will 
continue to do all possible to assist the Board in effecting its policies. 
I enjoyed the Burma Road film very much. It must have taken a 
considerable effort to prepare. 
With best wishes for your good health. 
Sincerely yours, 
(Signed) H. Morcentuav, Jr., 
The Secretary of the Treasury. 
The Honorable Kwane Pu CHEN, 
Chairman, Chinese Currency Stabilization Board, 
Chungking, China. 


File to Miss Chauncey 
cc: Mr. White’s office 
ISF : mw 

9/10/41 


(Book 441, pp. 186-187) 


SEPTEMBER 16, 1941. 
Dear Mr. Cuen: Thank you for your letter of July 31, 1941, con- 
veying your assurance that the Chinese Currency Stabilization Board 
will cooperate with us in attaining the objectives contemplated by our 
freezing order. Please be informed that, on our part, we will con- 
tinue to do all possible to assist the Board in effecting its policies. 
I enjoyed the Burma Road film very much. It must have taken a 
considerable effort to prepare. 
With best wishes for your good health. 
Sincerely yours, 
(Signed) H. Morcentiav, JT., 
The Secretary of the Treasury. 


The Honorable Kwane Pu Cuen, 
Chairman, Chinese Currency Stabilization Board, 
Chungking, China. 


File in Secretary’s office 
ISF : mw 

9/10/41 

HDW 

CRS 


(Book 441, p. 188) 


Hold for Secy—per Hsk 8/28/41) 
ie Kwanc Pu CHEN, 


Chinese Currency Stabilization Board, 
Chungking, China, July 31, 1941. 
The Honorable Henry Morcentuav, Jr., 
Secretary of Treasury, 
Washington, D.C., U , i 
Dear Mr. MorcentHAU : Today's U.S. mail brought the good news 
that you had been kind enough to take time to see the Burma Road 
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film and that you liked it. I had the picture made with the special 
purpose of giving my American friends an idea of the famous road. 
Although nearly ten months have passed since the picture was made 
and the traffic on the road has considerably increased, the film still 
gives a rather accurate picture of what the road and the region it 
passes through are like. The news that you have enjoyed it gives me 
much satisfaction and makes me feel that the film had not been made 
in vain. 

Since our return from inspection trips in Shanghai and the interior 
about a week ago, Messrs. Fox, Taylor, and Frese and I have been 
living in the same Neighborhood. Their house is only about twenty 
feet from mine. The Chinese Currency Stabilization Board have 
met often since our return and I am glad to tell you of the happy 
coincidence that, on the same day, July 25th., you froze Chinese and 
Japanese assets in the United States, our Board passed the enclosed 
resolution recommending to the Chinese Government to request the 
U.S. Government to take exactly the action that you were then taking. 
This demonstrates a similarity of approach which makes cooperation 
easy and pleasant. In addition to expressing my personal satisfac- 
tion over your government’s action, I wish to tell you that the Chinese 
Currency Stabilization Board will cooperate with you, within the 
limits of our authority, to attain the objectives contemplated by the 
freezing order. 

With the kindest personal regards, 

Sincerely yours, 
K. P. Cuen. 


RESOLUTION ADOPTED BY CHINESE CURRENCY STABILIZATION BOARD ON 
JULY 25, 1941, CHUNGKING, CHINA 


“It is recommended that the Chinese Government request the Gov- 
ernments of the United States and the United Kingdom, at an early 
date and by simultaneous action, to freeze the foreign exchange assets 
of the Chinese Government and of Chinese nationals in their respec- 
tive countries. 

“The Board makes this recommendation in order the more effectively 
to manage and control the funds for the purpose of stabilizing the 
exchange value of the Chinese yuan with respect of the United States 
dollar and/or the United Kingdom pound sterling. 

“The Board further recommends that generous treatment by the 
control authorities be applied in regard to the requirements of legiti- 
mate business interests.” 


SUBCOMMITTEE Nore.—The following note was attached to the July 
31 letter from Mr. Chen to Secretary Morgenthau: 


SEPTEMBER 16, 1941. 
Memorandum for Mr. Lochhead 
From: Mrs. H. S. Klotz 


Would you please transmit this letter to Mr. Chen? Thank you 
very much. 
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(Book 447, pp. 48, 49) 
Treasury DEPARTMENT InterR-Orrice COMMUNICATION 


Date: October 1, 1941 

To: Secretary Morgenthau 

From: H.D. White 

Subject: Request from the Secretary for comments on survey released 
by “Contemporary China” 


SUMMARY or ÁPPENDED MEMORANDUM 


1. “Contemporary China” states that at the current rate of con- 
sumption, Japan will have exhausted her reserves of oil and gasoline 
by the end of March, 1942. 

This underestimates Japan's petroleum reserves. Our earlier 
studies indicated that they are probably sufficient for about a year, 
rather than for the six months suggested by the press. 

2. “Contemporary China” concludes that Japan will have used up 
her stocks of imported iron and scrap before the end of the current 
year. 

Japan may exhaust her stocks of imported iron and steel before the 
end of this year. However, since Japan is reducing the amount of 
scrap used in the mixture with pig iron, her total stock of scrap, i.e., 
domestic as well as imported, may possibly be sufficient for a year. 
Of more importance is her shortage of iron ore, pig iron, manganese 
ore and coal. 

3. “Contemporary China” claims that the silk industry will be at 
least two-thirds ruined next spring. 

This conclusion seems to be based on the pre-1939 importance of 
foreign markets to Japan’s silk industry. During this year consider- 
ably more than half of Japan’s production of silk is for domestic 
consumption. 

4. “Contemporary China” states that the cotton industry will be 
operating at 25 percent of normal capacity next spring. 

This estimate is probably too low. Our figures seem to indicate 
that if Japan is cut off from all non-yen bloc supplies of raw cotton, 
her cotton industry will probably be operating at about 35 percent of 
normal output in the near future. If, however, Japan is able to con- 
tinue obtaining supplies from Latin America, her cotton textile indus- 
try will have sufficient raw cotton to maintain production at more than 
50 percent of normal output. 


(Book 448, pp. 175-180) 


UNITED STATES Treasury DEPARTMENT, 
OFFICE or THE ÁTTACHÉ, 
Shanghai, October 6, 1941. 
Confidential memorandum 
To THE SECRETARY: i 
Dr. Wm. H. Taylor, American Alternate to Stabilization Board, 
just returned from Kunming where he has been making a general 
survey of conditions in Yunnan Province for the Stabilization Board. 
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In addition to the attached copy of Dr. Taylor’s report to the Board 

the following is a synopsis of his conversation with the writer relative 
to the current political situation in Yunnan Province: 
_ 1. Conflicting stories are heard about the actual political situation 
in Yunnan. At the outbreak of the war Yunnan was virtually an 
independent government with General Lung Yun, warlord and nomi- 
nally “Governor of Yunnan” but officially Chairman of the Yunnan 
Provincial Government. Even today its personalities remain largely 
the same and Governor Lung is the only warlord Governor since 1937 
who still retains his position. The underlying situation has, however, 
changed drastically and there are keen observers who assert that the 
power of the Central Government in Yunnan is actually greater than 
it is in Szechuen. Others dispute this but only to the extent of won- 
dering whether the control of the Central Government is 45 or 55% 
effective. 

2. In the situation that prevails in China today and for many a 
decade past armies, and their numbers and equipment, are the decisive 
element. At present there are no Yunnanese troops outside their 
own province and their numbers total about 300,000. Half of these 
are “modernly” equipped, ie., they have steel helmets, late-type car- 
bines, and good training. The other half is the old-style Chinese 
army with totally inadequate equipment and insufficient descipline 
and leadership. Central Government troops in Yunnan probably 
number 250,000. These troops are from other provinces and bear 
no local loyalty to Yunnan except as it is a province of China. They 
are excellently equipped according to Chinese standards with light 
arms, machine guns of light and heavy caliber, trucks, and some light 
artillery. They are deficient in tanks and heavy artillery. To offset 
this they could count on the support of a limited but growing air force 
stationed in Yunnan. And with the arrival in Yunnan of an in- 
creasing number of American planes with American personnel there 
can be no question who controls from a martial point of view. 

3. The story of the growth of the influence of the Central Govern- 
ment gathered from reliable sources on the spot marks a transition 
point in modern Chinese politics. For Yunnan was not conquered but 
rather subject to a gradual process of penetration, which has grown 
in volume as it has gone along. In 1937, at the opening of the year, 
Yunnan controlled its own military and financial destiny. There 
were no Central Government troops in the province. There was no 
branch of any of the four government banks. Yunnan controlled its 
own foreign trade, had its own foreign exchange control, issued its 
own provincial bank notes, had its own banking system although in 
this field it met with rather severe competition with the Kunming 
branch of the Banque de l’Indo-chine. 

4, The picture, four years later, is far different. Today all of the 
four government banks have large branches in Kunming and more 
than a score of agencies elsewhere in the province. Foreign exchange 
control is subject to Chungking law and administration and will be- 
come increasingly severe. The province no longer issues its own 
banknotes, though there are still Yunnan $400,000,000 outstanding or 
the equivalent in CN dollars of 200,000,000. The banking system is 
subject to competition of the government banks and a number of 
leading commercial banks. Such Shanghai banks as the Shanghai 
Commercial and Savings Bank, the Kincheng Banking Corporation, 
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the National Commercial Bank, the Sin Hua Trust and Savings Bank, 
and the Agricultural and Industrial Bank of China now play an 
active role in commercial financing. The Banque de 1'Indo-chine has 
become definitely a second rate concern and the piastre has almost 
disappeared as a currency of calculation. 

5. Governor Lung has been and is an astute politician. He came 
to power and retains it by division of authority. He has refused to 
give undivided responsibility to any particular subordinate, lest a 
rival be created. He has played off one individual against another. 
The parade of these favored ones has been continuous and the life 
of many temporary. But three names stand out above all others— 
General Lu Han, the commander-in-chief of the provincial armies; 
C. M. Miao, the reputed “Dr. Schacht” of South-west China, and 
T. J. Loh (Lu), Provincial Commissioner of Finance. First one, 
then the other has been in the ascendancy with Loh the No. 1 favor- 
ite of 1941. 

6. General Lu Han has been forced into the background some- 
what by war events and the coming of Central Government generals 
to Yunnan. The Governor has made of Miao and Loh not alone 
rivals but enemies. One can hardly do anything without a counter- 
move by the other. Miao is an American-educated mining engineer 
who has gravitated toward banking and in politics would be termed 
progressive. Loh is an old-fashioned conservative, willing if forced 
to utilize the ways of the west to gain his ends but neither caring for 
nor understanding western culture. Miao is the director-general of 
the New Futien Bank, the Yunnan provincial bank of issue. Loh is 
Provincial Commissioner of Finance and head of the provincially 
owned Shin Wen Bank, which acts as the treasury bank of the gov- 
ernment. 

7. Since the beginning of the war Miao has been an advocate of 
cooperation with the Central Government. Half-willinely and half 
under the pressure of events he has surrendered to the Central Gov- 
ernment function after function of his bank, always careful nonethe- 
less to gain compensation or expansion in other directions. In 1937 
the New Futien Bank had five functions: 

(1) It was the sole bank of note issue in the province; 
(2) It was an exchange bank, controlling Bech the inflow and 
outflow of goods and the receipts thereof ; 
(3) It was a commercial bank, underwriting merchant needs; 
(4) It was an agricultural bank, making loans to farmers; 
(5) It was an industrial bank, engaging in small-time financing 
of the limited industrial activity of Yunnan. 
Since 1937 the bank has surrendered the right to issue more notes 
though notes outstanding are still in circulation. It has turned over 
the control of foreign trade and foreign exchange to Chungking in 
compensation whereof it receives UIC£1,600,000 from the Central 
Government per annum. It has voluntarily withdrawn from com- 
mercial banking, but is now fostering a provincial-wide program of 
cooperative banking for the farmers. But it is in the field of in- 
dustrial financing that the Bank has made its greatest strides and it 
has taken a leading part in the industrial transformation that has 
come to Yunnan with the war years and the opening up of the South- 
west. It now has part ownership in iron mines, coal mines, small 
steel mills, cotton factories, electric light and power generation, and 
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tin smelting. Miao is a director in 36 companies and manager of at 
least a score of these. On several occasions he has cooperated with 
the Four Government Banks in the joint underwriting of new in- 
dustrial units. 

8. Loh has been no sluggard. He has transformed Yunnan’s biggest 
pawnshop into a modern commercial bank, the Shin Wen Bank, gov- 
ernmentally owned. In 1939 this bank opened a branch in Rangoon 
and in 1940 another at Lashio; these serve the triple purpose of gain- 
ing control of the remittances of Yunnanese immigrants to Burma, 
acting as the purchasing agents for the government, and also as trans- 
portation agents on the Burma Road for the Province of Yunnan. 
Loh is engaged today in transforming three small native banks 
(Kwang Nieh, Chuan Nieh and Yee Whua) over which the govern- 
meni has gained control, into semi-modern mining and commercial 

anks. 

9. Chiang Kai-shek has taken advantage of this personal rivalry to 
further the power of the Central Government in Yunnan. He has 
favored Miao but without antagonizing Loh to too great an extent. 
He has been equally as adept and agile, some people would say even 
more so, as Governor Lung m riding two horses at the same time. And 
the division long-fostered by Governor Lung prevented the forma- 
tion of a united front against Central Government encroachment. 

10. The Chungking Government by constructing an interprovincial 
highway through Yunnan to connect with the Burma Road, by extend- 
ing railway lines, and by undertaking the construction of the Yunnan- 
Burma Railroad, and by connecting Kunming with interior points 
through air transport has changed the basic economy of Yunnan. 
This has been further disrupted by the severance of an old-established 
route of traffic with the cutting of the Indochina-Yunnan Railway 
shortly after the fall of France in mid-1940. As the “backdoor” of 
China to the outside world Yunnan has felt the full brunt of western- 
izing influences. Kunming, the capital, has advanced from 50,000 
population in 1937 to over 300,000 today, the increase being due 
mainly to infiltration of people from other provinces. 

11. The latest manifestation of Chungking's power over the Pro- 
vincial Government of Yunnan came in July of 1941. At that time 
Chungking took over the administration and collection of the land tax 
which had long been the foundation stone of provincial revenue. The 
blow was softened by a central-government grant-in-aid to replace the 
land tax. Many observers expected violent expressions of protest but 
the event passed without misadventure. 

12. In recent years smuggling has become a matter of some magni- 
tude in Yunnan. Chinese truck drivers on the Burma Road are 
greatly underpaid (about CN$750.00 per month) and supplement their 
meager income by smuggling in luxury goods, automobile parts, and 
some bank notes from Burma. The military, both provincial and cen- 
tral troops, are in control of the French Indochina border and the 
Customs authorities are bitter in their denunciation of smuggling car- 
ried on either with the tacit or express approval of the military. This 
smuggling has led to the creation of and will tend to perpetuate black 
market currency operations in Kunming. 

Respectfully, 
M. R. NicnorsoN, 
Treasury Attaché. 


476 MORGENTHAU DIARY 
(Book 448, pp. 181-183) 


(Copy) 
OBSERVATIONS ON KUNMING SITUATION 
By Wm. H. Taylor, Esq. 


1. Banking and commercial concerns in Kunming were upon our 
arrival completely in the dark as to what they might or might not do 
with respect to foreign exchange and incidental thereto items such as 
freight, insurance, and personal remittances. 

2. The fact that certain banks have quoted open market rates during 
August and September, though not to be condoned, arises from the 
following circumstances. Neither the Board nor the Chinese Govern- 
ment were making foreign exchange available. After September 8, 
in particular it became increasingly difficult to get foreign exchange 
with the tightening up in the control. Some contracts and obligations 
of merchants and importers had to be met and their only recourse was 
to the open market. When the government banks and leading com- 
mercial banks refused to provide such cover recourse was had to less 
reputable commercial banks, native banks, and the Banque de I’ Indo- 
chine. 

3. Some Chinese commercial banks, it was reported, however, are 
still currently able to obtain HIX dollars. This is done by remitting 
to Shanghai and transporting Shanghai dollars to Hong Kong for 
HK dollar sales. Such credits could then be used for sale at open 
market rates or could be converted into Burmese rupees for open 
market transaction. 

4. Pre-zero commercial commitments and contracts and bank reim- 
busements for credits advanced necessitate early consideration and 
clarification. 

5. Many of the Yunnan provincial officials are personally engaged 
in commercial or industrial operations dependent upon importations 
from or remittances to abroad. These local authorities are not always 
diligent in their observation of rules and regulations emanating from 
the Central Government authorities. 

6. Many of the Chinese immigrants to Burma are Yunnanese. They 
could make remittances to Yunnan in the past through the Lashio and 
Rangoon branches of the Government-owned bank, the Shin Wen 
Bank. Collections can still be effected in Burmese rupees and upon 
notification to the head office in Kunming payments made in CN dol- 
lars. Through this avenue the open market may be supported. 

7. Some importing firms, many of them Burmese, have been im- 
porting goods under the pretext of subsequent export to Free China. 
These goods have been held in godowns in Rangoon and to a lesser 
extent in Lashio. Motor trucks have been held in Rangoon many weeks 
in anticipation of price rises. At one time trucks procurable in the 
United States at $900 were selling in Rangoon for as high as $2,500. 
When the Chinese Government recently announced restrictions on the 
transportation of commercial cargo over the Burma Road the price fell 
to $1,500 but has since recovered to $1,900. a 

8. Lease-lend materials and Universal Trading Co. assignments are 
landed freight paid to Rangoon. Freight from that point on, where 
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mecessary must be paid for by the Chinese Government or its agencies 
with foreign exchange through Burma. 

9. It has been the custom of some companies to order goods con- 
signed to Manila or Hong Kong. Such goods could then be sent to 
Free China, if desirable, or shipped elsewhere if conditions were more 
favorable. 

10. There is little likelihood of the Board obtaining much market 
cover in Free China. Such major exports as tin, wolfram, tung oil, 
antimony, bristles, tea are under the National Government export con- 
trol with the proceeds being utilized to satisfy payments due to the 
Governments of the United States, United Kingdom, and Soviet Rus- 
sia for credits extended. Such “free exports” as sausage casings, pig 
intestines, etc., must turn over 80% of their foreign exchange to the 
Foreign Trade Commission. 

11. Neither the Board nor the Chinese National Government have 
established official rates of exchange for French Indochinese piastres, 
Siamese bahts, or Swiss francs. Presumably these are “open rate” 
currencies, and reference was made constantly to the fact that active 
trading in such currencies might develop with exports being quoted in 
such currencies. 

12. Smuggling into Free China via Yunnan is an undisputed fact. 
Officials in charge of the Burma Road and the Customs Administra- 
tion in charge of the Indochinese border are well aware of the problem, 
and have done and are doing their best to discourage such practices. 

13. Where commodities have been smuggled in by such routes in the 
past it should not be difficult to bring in foreign currency notes of less 

ulk and higher value. In view of the fluctuating value of the Chinese 
dollar in recent years and the abundance of capital in Kunming there 
will be no lack of demand for such notes. Smuggling whether of 
commodities or notes must necessarily remain limited in amount due to 
the physica] hazards of importation and such operations should not 
impair the work of the Board. 

14. Governmental and semi-governmental organizations in the past 
have imported goods and paid freights through conversion of Chinese 
national dollars into foreign exchange at open market rates, e.g. 
the Salt Administration, the Central Electrical Works, the Yunnan- 
Burma Railroad, etc. 

15. The banking facilities of the Four Government banks should be 
adequate to handle the financial problems involved as Licensed and/or 
Authorized Banks. Whereas not one of these banks had a branch in 
Yunnan in 1937 there are now 26 such branches or agencies in the 
Province of Yunnan. Further expansion is being provided for by 
some of these banks at the present time. 

16. The effects upon foreign-currency remitters and recipients (ex- 
porters, importers, employees of foreign companies and foreign-gov- 
ernment agencies paid in foreign currencies, etc.) of the Board’s 
official rates will be much greater in the interior than in Shanghai for 
whereas the rate prevailing in Shanghai when the Board made its first 
announcement was approximately CN$21 to US$1 the rate in Kun- 
ming was CN$30 to US$1 and for other points in the interior was like- 
wise different. 

17. By special arrangement the Kunming remittance rate on Shang- 
hai has been reduced from 132 on September 8rd (1941 high, 144.5) 
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to 114 on September 30th. Remittances of the Bank of China, a party 
to the agreement, jumped from CN$381,919 in August to CN$60,482,- 
103 in September. ; 

18. In respect to remittances a peculiar situation now prevails. The 
Bank of China rates are for cash in Shanghai, but most recipients of 
large amounts in Shanghai prefer wei wah or clearing credits. For 
wei wah, customers in Kunming are willing to pay 3% above the 
prevailing cash rate. Commercial banks accept such business, remit 
through the Bank of China to a branch or correspondent in Shanghai 
which collects in cash and pays in wei wah to the individual receiver. 

19. It was not possible in Kunming to gather full and reliable data 
regarding the value of imports, commercial or governmental into Free 
China. Government imports, particularly materials under Lease- 
Lend are regarded as secret and only isolated data is available in 
Kunming. Commercial imports over the Burma Road are not under 
the control of the Customs Administration centered in Kunming. 
Appended is a list of imports in recent months into Kunming, broken 
down by major categories and tonnage. 

20. The difficulty of estimating exchange requirements is well dem- 
onstrated in the case of the oil companies. Asiatic Petroleum Co. and 
Standard Oil Co. are the big distributors in Free China with Texaco 
just beginning to operate. ‘Interviews with the local representatives 
indicated they had no idea of the volume or value of petroleum prod- 
ucts imported into Free China. They did know what was consigned 
to Kunming for local distribution and data regarding foreign exchange 
requirements for local sales are attached. Free China must also pay 
for petroleum products ex-Lashio, ex-Wanting, ex-Chungking, ex- 
Kweilin, ex-Kweiyang, ex-Hengyang, ex-Liuchow, etc. A similar 
situation prevails in respect to importation of commercial trucks and 
automobile accessories with the added complication that the numbers 
of distributors and importers are almost infinite. 

21. The provincial-government-owned bank, the New Fu-tien Bank, 
by accord with Chungking gets UK£1,600,000 per annum from the 
Central Government. 

22. Most of the large factories and industrial establishments in the 
interior present a problem for consideration of the Board. For ex- 
ample, the Yunnan Consolidated Tin Corporation was organized in 
1940 as a private enterprise. The capital of CN$50,000,000, however, 
was provided for as follows: 

$20,000,000 from the Yunnan Provincial Government 
15,000,000 from the Bank of China 
15,000,000 from the National Resources Commission 

In addition, the Bank of China and the New Fu-tien Bank have 
advanced a loan of $50,000,000 to the Corporation. The Board of 
Directors includes Governor Lung, Minister of Economics Ong, Yun- 
nan Commissioner of Finance Loh, and Mr. Miao, the head of the 
Yunnan government bank of issue. > 

23. In the case of imports to Free China over the Burma Road, 
almost every import transaction will be accompanied by two separate 
applications for exchange; one, CIF Rangoon, and two, for freights 
and other charges from Rangoon to Kunming. 


(Report to the Currency Stabilization Board of China (Oct. 1941) ) 
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RECOMMENDATIONS ON KUNMING SITUATION 


1. It would appear desirable that the Board should issue as early as 
practicable clear and definite instructions to licensed and/or author- 
ized banks applicable not alone to Kunming but to all of Free China. 
To gain the widest possible circulation, the advisability of simul- 
taneously publicizing these instructions through the Ministry of 
Finance, the Head Offices of the Four Government Banks, and the 
Stabilization Board might be entertained. 

2. The Ministry of Finance should be requested to issue an order 
stipulating that no government bank, agency or official shall buy or 
sell foreign exchange except at the official rates as determined by the 
Stabilization Board. 

3. In collaboration with the Hong Kong Government Exchange 
Control authorities an attempt should be made to prevent the flow of 
Shanghai dollars to Hong Kong for conversion into Hong Kong 
dollar accounts. 

4. The same rules and regulations adopted by the Board for pre- 
zero committments in Shanghai should be extended to be applicable to 
Free China. 

5. The fact that some provincial government officials are not always 
zealous in their observation of the Central Government would seem 
to bea political problem. 

6. The proper British authorities in Burma should be petitioned to 
exercise close scrutiny and control over the branches or agencies of 
Chinese banks in Burma, specifically the Lashio and Rangoon 
branches of the Provincial Shin Wen Bank. 

7. Board instructions should contain a clause stipulating that if 
importers re-sell goods in whole or in part before reaching China 
(while in Rangoon or Lashio) they must refund equivalent sum in 
foreign exchange to the Board with full particulars. The Board 
should consider the advisability of setting a time limit within which 
goods after arrival at Rangoon must be imported into China. The 
Burmese Government currently allows 3 months for transit trucks, 
after which the regular customs duty of 33.3% is levied without 
recourse to refund. 

8. For Lease-Lend materials and Universal Trading Corporation 
consignments, freight and other charges from Rangoon to Kunming 
would appear to be a direct responsibility of the Central Government 
authorities. 

9. The Board should consider the desirability of instructing the li- 
censed and/or authorized banks to inform importers that they must 
import directly to Burma or China and not for way points such as 
Hong Kong and Manila. Shipments from Hong Kong and Manila to 

Burma and China can be covered by applications filed in the usual 
manner. 

10. In regard to commercial exports not controlled directly by the 
National Government to set off against contractual obligations, there 
sieems to be little reason why such limited export cover should not re- 
viert to the Board. Further, there is reason to believe that such com- 
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mercial exports could be increased. Dr. J. E. Baker states in an at- 
tached letter that Chinese exports could be increased if the present 
control freight rate on outgoing cargo were lowered to give preferen- 
tial treatment to types of goods that cannot bear the higher levies. 
Concretely such items as low grade ores, pig intestines, sausage cas- 
ings, etc., would move at preferential rates. It is stated that about 
65% of all trucks return empty to Lashio from Kunming. 

11. The Ministry of Finance should be petitioned to announce of- 
ficial rates of exchange for such foreign currencies as the Indochinese 
piastre, Siamese bahts, Swiss francs, etc., to avoid the likelihood of 
these becoming uncontrolled “open market” currencies. Such rates 
should be determined in conformity with the Board’s official rates 
for U.S. dollars and U.K. pounds sterling. 

12. The Board should do all within its power to cooperate with 
the Customs Administration and the South West Transportation 
Company to discourage smuggling. 

13. Only by close collaboration with the British authorities in 
Burma can the smuggling of foreign currency notes from this area be 
adequately run down at the source. It would not be possible to ask 
for such collaboration in the case of Indochina. 

14. The Ministry of Finance should be petitioned to issue a clear- 
cut announcement as to what Government and Semi-government im- 
ports will be provided for by the National Government and through 
what agency or agencies applications for exchange may be filed. Or 
the Board might undertake to provide foreign exchange on the basis 
of individual applications filed with it by Government agencies pro- 
vided that the Ministry agrees to turn over to the Board an equivalent 
amount of exchange when so requested. The question of provincial 
government imports is of a different nature, and seemingly can be 
settled only in consultation with central and provincial government 
authorities. 

15. The advisability of obtaining U.S. general licenses and U.K. 
Treasury sanction for exchange transaction of leading Chinese com- 
mercial banks is understood to be a matter already under consideration 
by the Board. 

16. Foreign embassies should be requested to instruct their consuls 
and registered companies to buy and sell only through licensed and/or 
authorized banks at the official rates as determined by the Board. 

17. It is recommended that the consequences of the lowering of the 
interior remittance rates upon Shanghai should be made the subject 
of a special study by the economic section of the Board’s Staff. 

18. If the Board takes over the responsibility for interior remit- 
tance rates it should extend the agreement to cover all of the licensed 
and/or authorized banks, and should consider the desirability of al- 
lowing quotations for cash and wei wah, - 

19. The Chinese Maritime Customs administration should be off- 
cially requested by the Board to submit a report on the value and 
volume of commercial imports into Free China, together with an esti- 
mate of the extent of smuggling activity. 

20. It should be possible to get a fairly reliable estimate of the 
value of petroleum products and commercial trucks entering Free 
China via Burma from the British Export Control offices in Rangoon 
or Lashio. 
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21. The managing-director of the New Fu-tien Bank, Mr. Miao, 
requests the Board, through its Kunming observer, to obtain a license 
for the foreign exchange obtained from the Central Government 
which is kept for the most part in New York accounts. Since the 
Bank obtained these funds from the Central Government it does not 
desire to turn these funds back to the Government as provided for in 
U.S. General License 60. The Bank would agree to abide by any 
rules and regulations of the Board. If the Board acts on this request 
it is suggested that it do so only after direct communication with Mr. 
Miao. 

22. The Yunnan Consolidated Tin Corporation, though organized 
as a private company, might well be classified as a semi-government 
organization. As there are many companies of similar nature in Free 
China, a Board ruling on this point would clarify a situation that can 
otherwise only result in continued confusion. 

23. Double application filed at different times by the same importer 
for cargo entering Free China via the Burma Road will necessitate 
the establishment of a well-coordinated accounting and examination 
procedure. 

24. The Board in its instructions for Free China should clearly 
designate the buying and selling rates for banks, as distinct from the 
Board's official rate. 

25. The Four Government Banks in an appended letter have re- 
quested the Board to establish an agency in Kunming, because of its 
importance as a distributive and financial center for Free China. If 
such meets with the approval of the Board, it is suggested that the 
Board’s agent or representative should be given discretionary power 
to approve or disapprove applications clearly in conformity with 
the Board’s instructions, and to refer contentious issues back to the 
Board. It would seem advisable that such an agent or representative 
should operate under clear and definite rulings, drawn up in advance 
and amended by telegraphic order from the Board as circumstances 
warrant. Itis felt that due to the particular circumstances prevailing 
in Kunming, the Board’s agent or representative should be a Chinese or 
a foreigner with some knowledge of the Chinese language. (NOTE: 
Dr. W. Y. Lin believes that the agent or representative should be a 
foreigner on the grounds that a foreigner would best be able to with- 
stand local pressures. To Dr. Lin the question of language com- 
petency is a matter of secondary importance.) 

26. If the Board establishes an agency in Kunming it should issue 
the necessary instructions to the Four Government Banks to act as 
depositories for CN dollars against the sales of US dollars and UK 
pounds sterling, in accord with the Stabilization agreements. 

27. In respect to Free China insofar as the demand for foreign ex- 
change is very largely for US dollars and Burmese rupees the Board 
might consider the feasibility of making arrangements with one or 
more leading banks in Rangoon for Board rupee accounts. Such a 
procedure would avoid the difficulty and trouble of the applying Bank 
converting rupees into UK pounds sterling in its application to the 
Board and then reconverting sterling into rupees for the satisfaction 
of Burmese creditors. Settlement, it would seem, could be made with 
the Rangoon banks involved direct in UK pounds sterling. 
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APPENDIX 


1. Petition from four Government Banks for the establishment of 
a Stabilization Board of China Representative in Kunming. 

2. Questions submitted by Central Bank of China, Kunming, at 
a conference of four Government Banks. 

3. Government and Commercial Banks—Kunming. 

4. Burma Road Transport: Trucks outbound from China. 

5. Kunming: Oil Companies Foreign Exchange Collection. 

6. Remittances from Kunming to Shanghai. 

7. Shanghai Dollar T. T. Quotationsin Kunming. 

8. Remittances from Abroad to Kunming through the Bank of 
China. 

9. Foreign exchange sold by leading banks—January to September 
1941. 

10. Foreign exchange bought by leading banks—January to Sep- 
tember 1941. 

11. Estimate of volume of import cargo arriving at Kunming by 
months—January to August 1941. 


(Book 448, pp. 188-194) 


Perrriox From Four GOVERNMENT BANKS FOR THE ESTABLISH- 
MENT OF A STABILIZATION Boarp or CHINA REPRESENTATIVE IN 
KUNMING 

Kunmino, September 26, 1941. 

Mr. Wurm H. TAYLOR, 

Stabilization Board of China, 

c/o Bank of China, 

Kunming. 

Dear Sir: Confirming our conversation with you this morning, we 
thank you that you agree to submit to the Board our suggestion that a 
special office should be established here in order to facilitate our oper- 
ations of applying foreign exchange from the Board for the importers. 

Kunming has been, in the past two years, the only gateway for for- 
eign trade with Free China. Commercial demands for foreign ex- 
change have been so numerous that it is most difficult for us to meet the 
enormous requirements without an office of your Board established 
here to guide us. It takes too long a time for applications to reach the 
Board through our Hong Kong Offices and return with your approval. 
It is, therefore, considered quite inconvenient to our clients, especially 
those who are in need of foreign exchange to meet urgent require- 
ments. 

We believe it is important for us to have your guidance near at hand, 
at least at the beginning of the new foreign exchange practice, so as to 
avoid possible mistakes and delay on our part. You will be able to 
watch local developments and requirements more clearly if you have a 
representative or a special office established here with full authority to 
approve applications or to render special permission to certain reason- 
able requirements when necessary. And it might be possible for us, 
with your strong support, to minimize the activities of local black 

market in the near future. 
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Trusting that you will give our suggestion favorable consideration 
and submit to the Board at Hong Kong for approval. 
Yours truly, 
For Central Bank of China, Bank of China: 
H. M. Kuna /s/ 
Manager. 
C. S. Fan /s/ 
Asst. Manager. 
Bank of Communications, Farmers Bank of China: 
S. C. Wu /s/ 
Manager. 
Tsene CHANG /s/ 
Manager. 


QUESTIONS SUBMITTED BY CENTRAL BANK or CHINA, KUNMING, AT A 
CONFERENCE OF Four GOVERNMENT BANKS 


SEPTEMBER 24, 1941. 

1. Individuals applying for Rupees for travelling expenses to Ran- 
goon. May we sell it to them? If yes, is there any limit in amounts? 

2. Merchants or government organs applying for foreign exchange 
to defray transportation expenses, may we sell it to them? If yes, is 
there any limit in amounts? 

3. Suppose a merchant has paid a part of the price of his merchan- 
dise for a contract signed before August 19 and, having no foreign 
exchange deposit with this bank, applies for the needed exchange to 
pay the balance, what shall be the proper procedure for us to take? 

4, Individuals having debts in foreign currency but can’t get it in 
the black market for its repayment, may we sell foreign exchange to 
applicants in such cases? 

5. Suppose individuals wishing to purchase daily necessities in small 
quantities in Rangoon and apply for foreign exchange for that pur- 
pose? Ifyes,is there any limit? 

6. Suppose a merchant sells a truck or car to another merchant in 
Rangoon and the latter applies for foreign exchange for that purpose, 
may wesell it to him? 

7. Suppose merchants purchasing unprohibited goods without con- 
tracts in Rangoon to be transported into China for sale and apply 
for foreign exchange for that purpose, may we grant foreign exchange 
to them upon the presentation of reliable bank guarantee? 

8. Cases like that in the previous query, it seems unnecessary for the 
applicant to purchase foreign exchange in Kunming, since he tends to 
spend the exchange in Rangoon, may we tell him to get the exchange in 

angoon ? 

9. Is it right that both the Central Bank of China and the Bank of 
China are to take care of foreign operations in the same manner, or is 
there any other arrangement? 3 

10. In cases when the applicant for outstanding reasons, has to 
return the foreign exchange sold to him and is unable to do so, the 
guarantor is (as) a matter of course responsible for its refund, but the 
guarantor also has no foreign exchange to fulfill the refund, what shall 
be the proper step for us to take? N ; 

11. Suppose the son of a family is studying in the States and his 
family having US dollar deposit in this bank asks us to make US 
dollar remittances to the States, may we do it or is there any other 
special arrangement ? 
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12. Suppose the son of a family is studying in the States and his 
family, having no US dollar account, applies for the purchase and 
remittance of US dollars, may we sell and remit as requested ? 


Government and commercial banks—Kunming 


Head Ofico 


Capital 


Central Government Banks: 
Central Bank orChinni -2r emre a eee $100, 000, 000. 00 
Bank onEhing gases ae aeo aana e d 40, 000, 000. 00 

20, 000, 000. 00 
Tha Farmers Rank of Chinga_..._-_.-.-- 10, 000, 000. 00 
Postal Remittances & Savings Bank 1 3, 670, 000. 00 

Provincial Government Banks: 
New Fu-tlen Bank (Yunnan) 2 20, 000, 000. 00 


Shin Wen Bank (Yunnan)... 4, 000, 000. 00 
Kwantung Provincial Bank. 10, 000, 000. 00 
Bank of Sikong Provinca.-.. 6,000, 000. 00 


Commercial Banks: 
National Commercial Bank. -..---..---. 4, 000, 000. 00 
The Sin Hua Trust & Savings Bank d 2, 000, 000. 00 


The Agricultural & Industrial Bank Of China... 5, 000, 000. 00 
Shanghai Commercial & Savings Bank..-_--.-. 5, 000, 000. 00 
Kincheng Banking Corporntion__.-.-.-.-----.------|-..-- 7, 000. 000. 00 
Chu Hsin Chen Bank (Young Bros. Banking Corp.).| Chungking........ 4, 000, 000. 00 
Kunming Banking Corporation.............---.--.-| Kunming. ..-.-... 4, 000, 000. 00 
Mei Feng Bank of Szechuen... -| Chungking.. 5, 000, 000. 00 
Chungking Bank... E 5, 000, 000. 00 
Chuan Kong Bank cando. 4,000, 000. 00 
Chun Yia Bank... Kunmin 2, 000, 000. 00 
Minor ASE TE A ME do.. 2, 000, 000. 00 
Ho Cheng Bank._...-.----.--.-- Chungking... 2, 000, 000. 00 
Tho Salt Industry Bank of Szechucn..._.....-.....-]...-- da ee 6, 000, 000. 00 
cal Uy CO- E a DEA cae] Shanghal___ dana 1, 000, 000. 00 


Banque de ocio Mee a a Kunming (Branch) -enese ermrensa nnna 


' Reserved funds. 1 Yunnan dollars. 
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Burma Roap Transport: Trucks Oursounp From Curina 


SEPTEMBER 27, 1941. 
Gen. Yu Frt-rene, 
Chairman. 


Your ExceLLeNCY : At present a large proportion of the Southwest 
trucks return westward empty. As the number delivered by the U.S. 
Lend-Lease authorities increases, the number returning westward 
empty will increase. 

One reason for high prices is the lack of foreign exchange. If more 
Chinese goods were sold abroad there would be more foreign exchange, 
and prices should decrease. 

Formerly, China exported many commodities which at present are 
not going abroad, due to high transport expenses. Possibly some of 
these could be shipped abroad at present if the rate of transport from 
Kunming to Lashio were something less than the present Control 
Rate. If so, it would be good national policy to give specially low 
rates to such goods, without disturbing the rate on the present Gov- 
ernment commodities such as tung oil, wolfram, bristles, tin, etc. 

I suggest that you request the Transport Control Board to grant 
permission to haul such special commodities at special rates, as a 
matter of principle, and to notify the Foreign Trade Commission of 
their action, leaving to the latter the duty of finding such commodi- 
ties and of devising the means of shipping them to Kunming or some 
other suitable shipping point. 


Respectfully, J. E. Baser /s/ 
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Kunming: Oil companies foreign exchange collections 
(1) Standard-Vacuum Oil Company: 


January 1941_ 22 HEAR. 22 eee USS7, 922 
February 194 Sesser A seer 6, 308 
March 1941 __§ a8 fet ee eee 80, 098 
April 1941-22. sso sow L M 73, 903 
May. 1941" S Car ee CAE aa eee 62, 550 
Junesl941___- 5 Re Ae ee eee 70, 428 
July 101 ANC IT __ ee «eee 136, 814 
August 19417 To A AE 62, 285 
(2) Asiatic Petroleum Co. Ltd. : U.8. dollara Rupees 
January1941 4220064 - HA, ARO ee 4,570  27,800/— 
¡Ma EIA ARAS TE ee 21, 104 
March 1941 TEA O ee CR 60, 574 
A: AAA. E ee a 68,362 1, 663/4/— 
A kbp ieee Se es ada le ee ee 104,649 ooo. 
May*“1941 La 24. SEE, EAS O eee A 61,426 —----..-- 
UL ym 04 (TH E A A EMO 
August? 1941-20 TENA A ts ERIN 98:0002 A 
September .1941_____._______Se Ee we QU) ee 
Ortober+1941- TS Boa 2 ee E ee eee ID 29200,0002 aes 
November" 1941222 ee ee eee ee eee gOTOOO RTTE 
December JOTOCO A 


1ln view of important applications in suspense during the previous month. 


Remittances from Kunming to Shanghai 
[In Chinese National Dollars] 


Months 


Bank of China | Shanghai C. & 
8. Bank 


S11 A RS E IAE 3 IRA RIA A 1, 006, 640. 99 1, 892, 600 00 
February. 693, 307. 79 1, 674, 200. 00 
h 622, 566. 70 1, 400, 425. 00 

H 112, 871. 13 816, 600. 00 

144, 143. 05 2, 079, 600. 00 

1, 136, %5. 32 3, 071, 000. 00 

329, 867. 35 2, 797, 500. 00 

EATA o 1 ca 381, 919. 08 3, 193, 700. 00 
Beier DOr) MES AE... ee ee a a 60, 482, 102. 89 2, 258, 600. 00 
Total a ene a ea A oe 64, 910, 364 30 20, 114, 225. 00 
Monthly ORO AS AAA ee na eee ee 6, 767, 818. 26 2, 234, 013. 89 


Shanghai dollar T.T. quotations in Kunming 


During the year of 1940 


Highest, Feb. 1st-__.-._.-.___.. 1, 240 
Lowest, Feb. 26tb------------- 1, 210 
Highest, Mar. 26th _____________ 1, 540 
Lowest, Mar. 5th__..._________- 1, 218 
Highest, Apr. 3rd_---..-___-___ 1, 450 
Lowest, Apr. 26th_--__-_.__-___ 1, 330 
Highest, May 31St_-----ooo... 1, 400 
Lowest, May 1st_------------.. 1, 300 
Highest, June ¿tb 1, 380 
Lowest, June 28th_____._-______ 1, 215 
Highest, July 29th____-_._____. 1, 290 
Lowest, July 3rd_.----__-__.-_.. 1, 215 
Highest, Aug. Gth______________ 1, 338 
Lowest, Aug. 16th---.-.________ 1, 285 
Highest, Sept. 3rd_--..________ 1, 325 
Lowest, Sept. 14th______________ 1, 275 
Highest, Oct. Ist--__.._________ 1, 280 
Lowest, Oct. 14th_____o ooo 1, 210 
Highest, Nov. 8th-.--.-________ 1, 228 
Lowest, Nov. 25tb----ooo... 1,195 
Highest, Dec. 8rd_--___________ 1, 205 


Lowest, Dee. 11th---.---..... 1,190 


During the year of 1941 


Highest, Jan. 20th_------------ 1, 208 
Lowest, Jan. 9th-------moooo=- 1, 192 
Highest, Feb. 6th-_--- 02 1, 290 
Lowest, Feb. 1st--_.__-...---_--- 1, 210 
Highest, Mar. 22nd_----________- 1, 298 
Lowest, Marth -a 1, 231 
Highest, Apr. 17th---_--------_- 1, 315 
Lowest, Apr. 10th________-----_ 1, 283 
Highest, May 28th_...-----_-.-- 1, 355 
Lowest, May 10th------...----- 1, 205 
Highest, June 13tb------------- 1, 440 
Lowest, June 2nd__----________ 1, 350 
Highest, July 12th_---------.-- 1, 445 
Lowest, July 31st----.-------~. 1, 320 
Highest, Aug. 8th_------------- 1, 360 
Lowest, Aug. 5th---.---------~. 1, 240 
Highest, Sept. 3rd_.------------ 1, 320 
Lowest, Sept. 30th_-__-----.---- 1,140 
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Remittances from abroad to Kunming through the Bank of China 


Month U.S.$ £ H.K.S RS. C.N.S 
Js EU ose sessstronos esoo coco sporecd possssstanco PEE 
Fob. 1941... 24, 485. 50 
Mar, 1941... 20, 273. 91 
Apr. 1941.. 1,184. 81 
A A 
Juno 1041__--...-.- 6, 236. 00 
July 101122. 22 2-2 - 630. 00 
Aug. 1941_....-.-.- 13, 907. 55 100.0. 0 
Sept. IO... ocn nee anenn ne 30, 955. 00 224.0.0 856, 606. 
Ot deena eae ee teen 97, 762, 83 292. 0, 0 5,247.75 324.0.0 | 8,409, 838. 42 
NOTES 


(1) The Bank of China transacts tho largest volumo of inward remittances from foreign countries. 

(2) Probably the bank of secondary importance in this regard is the provinclally-owned Shin Wen Bank, 
of which Provincinl Commissioner of Financo is tho Chairman. This bank opcrates branches in Lashio 
and Rangoon. No figures were obtainable for its operations. 


KUNMING 


Foreign exchange sold by leading banks, January to September 1941 


Jan.-June July August | September Total 
Bank of China: 
WES See aoc a A 694, 421 365, 396 258, 866 
16, 000 0 47,310 84, 890 
POES 22 855, 637 443, 000 294, 608 
Rupees-__.----- 7. 1, 669, 337 810, 788 1, 131, 023 
Piastres. 15 416 , 340 


1, 464, 802 836, 066 716,267 | $0,086, 902 


18, 698 
199, 011 
84, 521 


87, 046 11, 460 1,107 8, 458 108, 071 


Approx. Total in US$.....--..--..... 27, 970 80 160 12, 032 40, 251 
Shanghai Commercial & Savings Bank: 


Es 071, 324 365, 500 270, 040 295, 900 
3, 262, 568 439, 900 576, 890 641, 300 


1, 564, 999 289, 753 194, 576 215, 061 2, 264, 319 
ee oo A A A ene 12, 490, 543 
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KUN MING 


Foreign exchange bought by leading banks, January to September 1941 


Jan.-Juno July August September Total 
Bank of China: 
U.S. $ 908, 385 220, 635 238, 039 
1, 632 06, 624 55, 080 
203, 334 1,118,713 111, 628 
987, 432 1,349, 749 1,055, 043 
1,339 2 a 


11, 041, 820 1,324, 349 1,354,731 830, 047 $15, 951, 821 


AO escccsororoces 54 | Sse aee eee 
171, 272 57 WH) llesoososaoasss 
200, 353 8, 253 G13 84 
Approx. Total in US $..... 108, 899 1, 830 173 19 108, 92u 


Central Bank of China: 
U.S. S 


Approx. Totalin US$.....| «4,635 }-.---------.-. 6, 813 


Farmers Bank: 
U.S 


U. 
H.I 


Approx Totaiin USS. 22 -wae oe [ace eee. 2,450 


Shanghal Commercial & Savings 
Bank: 
Seo e 600, 810 
1,1 


U.S. TORO, ee ae aa aa e a e a SE 
U.K. £ Sterling 
H.K.$ 


E 971,324 | 365,500 | 270,640 | 292,900 
Ruüupets sos soe aa = wees a aes 3, 262, 568 439, 900 576, 890 641, 300 
Approx. Total in US $..... 1, 564, 999 289, 763 104, 576 215, 061 
Grand total imUsisc po A | seen ena aon a 16, 070, 004 
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UNITED STATES Treasury DEPARTMENT, 
OFFICE OF THE ATTACHE, 
Shanghai, September 25, 1941. 
To the SECRETARY: 

Government sale of six important commodities—The Ministry of 
Finance in Chungking is preparing to set up a governmental monop- 
oly sale of six most important articles of daily consumption. For 
each of these six, tea, matches, wine, cigarettes, sugar and salt, a 
special company will be organized, with its branches throughout the 
different provinces. The six special companies will be directed and 
supervised by the Central Sales Bureau under the Ministry. Each 
will have several sales areas in the country, and in each of these areas 
there will be a branch sales bureau. This national plan will be com- 
pleted by the end of September, 1941, and by the end of the current 
year all large distributing merchants will be registered for this pur- 
pose. It is expected that by the beginning of January next year the 
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government sale will actually be carried out. This will of course have 
a very ramifying effect on finance and the national economy. 

It is estimated that some 2,000,000,000 Chinese dollars profit will ac- 
crue as a result of this new financial project. Of this estimated sum, 
salt alone is expected to yield a profit of 800,000,000 Chinese dollars. 
When the government sales begin next January, therefore, the prices 
of ordinary consumers’ goods may further advance by 150 to 200 per- 
cent. Already the price of salt has gone up considerably within the 
past three weeks, in South China as well as in Szechuen and Yunnan. 

Salt has been long under government control and the price of salt 
in China really represents a consumption tax. As the government 
management becomes worse and the price becomes higher and higher, 
the health of the people is being seriously affected. ‘This is especially 
true in the country districts, where due to lack of salt the labor power 
of the poor peasants is declining. 

Government factories for food.—It has been reported that the Min- 
istry of Food Administration in Chungking is planning to set up, to- 
gether with the Central Trust Bank of the Ministry of Finance, three 
new factories. One factory for making bread, another for polishing 
rice, and a third for milling wheat flour; all three will be managed 
by the China Grain Industry Company, for which the Food Ministry 
and the Central Trust Bank will advance NC$8,000,000 as capital. 

The cost of living in Kwangtung.—Kukong, the provincial capital 
of Kwangtung during war time, is a railway center in the northern 
part of the province, near the Kiangsi border. Here there has been a 
very rapid increase in the cost of living. Two months ago a catty 
of pork (11% lbs.) cost NC$1.20 at present it is selling at NC$3.80 to 
4.00. Two months ago one Chinese dollar in Kukong would buy a 
dozen eggs, but now only four and a half eggs can be had for the same 
price. Tn April one Chinese dollar could buy two catties (2% lbs) 
of medium grade rice, now it will buy only a little more than half a 
catty. One box of matches costs half a Chinese dollar, and one catty 
of salt costs more than five Chinese dollars. 

The way that the Provincial Government deals with this situation 
is very interesting. It places the blame for high cost of living on peo- 
ple’s spending. The four theatres in Kukong city are allowed to open 
only two days a week; no new tea houses are allowed to open for busi- 
ness; sale of certain luxury articles are forbidden. These measures, 
however, have not done the slightest good in stemming the tide of in- 
creasing prices. 

In the middle and southern parts of Kwangtung.—The livelihood 
of the people in this area is becoming increasingly difficult. Inflation 
and cornering of commodities have recently caused another wave of 
price increases. The monthly living expenditure of a middle class 
adult is now NC$80 per person, which means that for the average 
middle class family about NC$350 to 450 per month is required. Yet 
the monthly salary for middle school teachers in the districts of 
Kaiping, Enping, Tai-shan and Sunwei—all representative districts— 
is only NC$70 to 100. That for primary schools is not more than 
NC$60. 

Many teachers have deserted their profession, and have become 
small merchants or tradesmen. Some of them have been compelled 

to engage in smuggling business. This general demoralization and 
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the utter neglect of public school education are bringing about very 
serious results in every district. 
Respectfully, 
M. R. NICHOLSON, 
Treasury Attaché. 


(Book 449, pp. 155-157) 


(Paraphrase of telegram received) 


From: American Consulate General, Hong Kong, Via N.R. 
RRS : October 8, 1941, 5 p.m. 
o. 403 


The following is strictly confidential. 
For the Secretary of the Treasury from Fox. 


I concur that all of the members of the Board react unfavorably 
to the Department’s (?) plan. The feeling of the Chinese members 
of the Board is especially strong, particularly with regard to the rel- 
egation of the central bank and the broadening of the other cooper- 
ating banks’ powers. 

Tne Chinese members regard this plan as a reversal of the policy 
and position taken by the United States and, as such, is considered 
to be a serious matter. Their position is briefly summarized as 
follows: 

1. It is usually considered as an unfriendly act to freeze the assets 
of a foreign country. In the present instant, the freezing of assets 
of a foreign country has been employed as a friendly gesture to aid 
China. The new plan would nullify the benefits of freezing to China. 

2. Certain foreign institutions are granted general license status in 
license No. 59. Some of these foreign institutions are not really con- 
sidered as banks. However, Chinese commercial banks of recognized 
standing are not included in this group. 

3. Under the new plan, all “cooperating” banks are extended the 
special powers which are granted to the Government of China and 
its Central Bank in License No. 60. The Central Bank may not be 
equipped to meet the full responsibility which is imposed on it in 
Canton. However, before the Central Bank has been tested, similar 
powers would be granted to a large number of institutions which have 
not been tested. 

4. There is resentment among the Chinese due to point 2 (above) 
which would be heightened by point 3. They feel that it was a step 
to strengthen the foreign banks at the Chinese banks’ expense. 

5. The granting of the same status as that of the Central Bank of 
China to other banks would constitute a show of distrust as well as 
a lack of confidence by the United States. This action would be 
taken as an admission to the world that a mistake had been made by 
the United States. Action of this type would cause the Government 
of China “to lose face”. The Chinese Government would also be 
placed in a situation which would be most unbearable. 

6. Tantamount to putting the Board into the Banking business, 
the new plan is impractical and places part of the functions of the 
Central Bank in the Board. In effect, the Board would become the 
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banker’s bank. The Board would no doubt be called upon to do 
many of those things which are ordinarily done by a central bank. 

Hall-Patch hesitated to express his opinion until after the arrival 
and discussion of the matter with Cochran and Niemeyer. However, 
confidentially, Hall-Patch stated that the “plan was bound to cause 
difficulties and appeared to be ill-considered”. 

Furthermore, Hall-Patch stated that a few snags in the plan were 
apparent, such as the following: 

(1) The new plan would mean an unfreezing of all of the balances 
of the Chinese. 

(2) The plan is a radical change from the procedure of July 26. 
Considerable confusion would be the result of any attempt to put it 
into operation. 

(3) By the virtual elimination of general license No. 60, the plan 
would arouse strong opposition in Chungking. 

(4) Technically, Hall-Patch thought that the plan, should it be 
put into effect, would create a big dollar drain on the resources of 
the Board which are located in Hong Kong. 

The statement was made by Hall-Patch, with regard to the Banque 
Belge, that the (1) Tientsin branch had positively bad record, and 
(2) even at the present time the bank is controlled from Brussels.” 

This is the end of the message. The foregoing is a paraphrase of 
the original message. 

SOUTHARD. 


(Book 449, pp. 158-161) 
FenrraL Reserve Banx or New Yoru, 


October 8, 1941. 
(Attention: Mr. Frank Dietrich.) 

Sir: We enclose for your files a copy of cable No. 3 dated October 8, 
1941, received by us from the Stabilization Board of China, Hong 
Kong and a copy of our cable No. 2 to the Stabilization Board of 
China, Hong Kong. 

Respectfully, 
(Signed) D. J. Cameron, 
D. J. CAMERON, 
Manager, Foreign Department. 
The Honorable, the SECRETARY or THE Treasury, 
Washington, D.C. 


Enc. 
(Copy) 
(Outgoing cablegram) 
Ocroper 8, 1941. 
The STABILIZATION BOARD or CHINA, 
Hongkong. 
No.2 
We have appropriated [sic] cipher “Zahig” to have the following 
meaning: 


“United States Dollar-Chinese Yuan Stabilization Fund of China, 
Special Account” STOP 
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Your number 3. Payment made by debit of United States Dollar- 
Chinese Yuan Stabilization Fund of China, Special Account. In 
your future instructions please specify this account. 


Feprrat Reserve Bank or New York. 
(Copy) 
(Incoming cablegram October 8, 1941) 


Hone Kone, October 8, 1941. 
FreneraL Reserve Banx or New York, 
New York. 
No.3 


Charge our account and pay National City Bank of the City of 
New York U.S. dollars 1,150,000 for account of National City Bank of 
the City of New York Shanghai branch office. 


STABILIZATION Boarp or CHINA. 


Copy: 1c: 8/9/41 
(Cable) 


To: Federal Reserve Bank of N.Y. 

From: Stabilization Board of China 
Hong Kong 

Date: October 8, 1941 

#3. 

Charge our account and pay National City Bank of the City of New 
York U.S. Dollars 1,150,000 for account of National City Bank of the 
City of New York, Shanghai Branch Office. 

(Signed) STABILIZATION BOARD or CHINA. 
Test OK 


(Rec'd. by phone from Fed. Res. Bk. of N.Y., 11: 30 am, Oct. 8/41-elz) 


NorE.—Cable states “Charge our account” and signed Stabilization 
Board of China, whereas the $20,000,000 is held in the account en- 
titled “United States Dollar-Chinese Yuan Stabilization Fund of 
China, Special Account.” 

(Init.) F.D. 


(Book 499, p. 345) 
(Paraphrase of telegram received) 


From: American Consulate General, Hong Kong, via N.R. 
Date: October 9, 1941, 5 p.m. 
No. 404 

The following is strictly confidential. 

For the Secretary of the Treasury from Fox. PF me 

I have been asked to report that the statement of the Stabilization 
Board's operations from August 18 through September 30, 1941 has 
been drafted. This report is under review by the Board at the present 
time. The Stabilization Board of the assembly asked me to report this 
information. This statement will be sent to the Department by the 
next air mail. 
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In the meantime, for the confidential information of the Depart- 
ment, the Board wishes to make the following report: 
The applications which have been approved amount to 1,665. 
The applications which have been rejected total 3,755,881 and (?): 
total 224,291. i 
The foregoing is a paraphrase of the original message. 
SOUTHARD. 


EA: PAK 


(Copy) 
(Book 450, pp. 253-261) 


DEPARTMENT or STATE, 
Washington, October 13, 1941. 

In reply refer to EA 840.51 Frozen Credits/3831 

The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and transmits herewith copy of despatch 
998, dated August 23, 1941, from the American Consulate General at 
Hong Kong concerning the effect of Hong Kong’s entry into the 
sterling bloc and of the recent American and British orders freezing 
Chinese assets. 
Enclosure: Despatch no. 998 from Hong Kong, August 23, 1941. 


AMERICAN CONSULATE GENERAL, 
Hong Kong, August 23, 1941. 
No. 998 
Confidential 
Subject: Effect of Hong Kong’s entry into the Sterling bloc and 
of the recent American and British orders “freezing” Chinese 
assets. 
The Honorable the SECRETARY or STATE: 
Washington, D.C 

Sm: I have the honor to report on the subject of the recent “freez- 
ing” orders and the action of the British authorities in placing Hong 
Kong in the Sterling bloc. Now that nearly one month has elapsed, 
it is pertinent to report the initial effect of the new policy, together 
with local comment thereon from informed sources. The following 
comment has accordingly been prepared by Consul John H. Bruins 
of this office. 

United States Executive Order no. 8389 as amended by E. O, 8785 
of April 10, 1940 and by E. O. 8832 of July 26, 1941, froze Chinese 
and Japanese assets as from June 14, 1941. Hong Kong Order no. 
895 of July 30, 1941, froze Chinese assets. Hong Kong's entry into 
the “Sterling bloc” became effective August 2, 1941. Both the Amer- 
ican and British orders freezing Japanese assets and the Japanese 
retaliatory action are not discussed in the present despatch in view 
of their negligible effect on trade between Hong Kong and the United 
States. 

As already reported, the initial effect of the foregoing was to 
cause a standstill in any new foreign trade commitments in Hong 
Kong until the pertinent administrative measures became known. 
There were also mild runs on local banks by Chinese who withdrew 
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considerable sums. The run lasted less than two days and did not 
embarrass any of the banks. 

There has been very little criticism or adverse effect from the 
American freezing order because of the exemption therefrom of trans- 
actions with the Chinese Government and because of General Licenses 
nos. 58 and 59 under which bona fide foreign trade between the 
United States and China may continue to be financed. Some incon- 
venience has been caused by the fact that some Hong Kong banks 
transferred their U.S. dollar accounts to their United States branches 
or correspondents several months ago because of the uncertain situa- 
tion in the Far East. Most of these accounts were in Chinese names, 
and such owners now find their funds blocked in the United States. 
This action was taken by local banks in the supposed best interests 
of their clients, who are now inclined to criticise the action since most 
of such funds were for personal uses, The Chase Bank and the 
Kincheng Banking Corporation are among those who took this action. 

Some criticism of the British orders has appeared, first because of 
the confusion caused by the initiation of “freezing” and entry into 
the Sterling bloc at almost the same time, and second, over the policy 
involved in the inclusion of Hong Kong in the Sterling bloc. Mr. D 
Kelvin-Stark, Hong Kong Controller of Exchange admitted to the 
writer in a recent conversation, that the new regulations are so com- 
plicated that he has practically ignored the British “freezing” order 
and confined his action to the new sterling policy in view of his opin- 
ion that it transcends the former. 

There is no doubt but that trade between Hong Kong and China 
has been adversely affected by the entry of Hong Kong into the Ster- 
ling bloc. Because of the effective Japanese blockade of the South 
China coast, this trade is now mainly between Hong Kong and Shang- 
hai. Hong Kong buys much more from Shanghai than is sold to 
that port. This adverse trade balance would normally be equalized by 
remittances which are now impossible. Local coverages of payments 
are possible under the new regulations in so far as they balance, but 
at present no excess of purchases by Hong Kong appears to be 
possible. The American Express Company made an arrange- 
ment whereby Sterling was transferred from its London office to 
Shanghai account for debit to the Hong Kong office which in turn is 
repaid for the import of goods in Hong Kong dollars. The latter is 
now a British controlled currency. The National City Bank and the 
Chase Bank also attempted this arrangement but were denied by the 
Hong Kong authorities. This is doubtless one of the details of the 
new regulations which needs standardization. 

From such information as is available, it appears that the British 
banks are thus far getting most of the business which represents trade 
up to the point where it balances. None of the banks can make pay- 
ments for goods imported without a special permit. For the present, 
the policy is to allow payments for foodstuffs and other “essential” 
requirements, but to refuse them for most other imports including all 
luxuries. The Chinese banks in Hong Kong consist of four Govern- 
ment banks (only two of which engage in exchange business with the 
public) and a large number of commercial banks. The latter appear 
to be hard hit by the new British regulations. The Hong Kong Con- 
troller of Exchange stated confidentially to the writer that many of 
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the Chinese banks are carrying on for the present by smuggling large 
quantities of notes back and forth between Hong Kong and Macao. 
He added that the Hong Kong Government staff available here is 
utterly inadequate to cope with this matter, and that no attempt has 
been made thus far to search travellers going to and from Macao. 

The “Sterling bloc” order gazetted July 31st effective August 2nd 
also extended the obligations to offer foreign holdings to the local 
Government in exchange for sterling. Previously this applied only 
to British subjects. The amendment made it applicable to all persons. 
Thus all Americans in the Colony are supposed to report their hold- 
ings wherever situated after which the Hong Kong Government may, 
at its convenience, require such assets to be surrendered against pay- 
ment in Sterling at the official rate. The local Government has not 
gotten around to the enforcement of this provision, although it is stop- 
ping telegraphic orders for trading in securities abroad. Some doubt 
has been expressed in informed quarters whether the local Govern- 
ment can legally compel local Americans to surrender their hold- 
ings which are now in the United States which in most cases would 
cause material deterioration in value. 

Some criticism has arisen from the withholding of remittances from 
abroad. Many Chinese both in Hong Kong Colony and in adjacent 
South China receive regular remittances from the United States, 
Canada and the West Indies. Normally such remittances were cashed 
in Hong Kong into local currency which passed along into the sur- 
rounding territory. Under the new British regulations, such money 
cannot be sent out of Hong Kong. This also tended to remove sup- 
port from the Chinese National dollar. However, this matter has 
now been arranged by permitting Hong Kong banks to remit to the 
interior amounts up to 75% of their normal previous transactions of 
this character. 

The Stabilization Board of China offered sterling and American 
dollars in Shanghai on August 18th at rates below the open market, 
for certain legitimate trade purposes. This had no direct effect in 
Hong Kong where payments normally occur in Hong Kong dollars. 
The American banks in Hong Kong state that their Shanghai branches 
did not have room enough in their vaults for the large quantity of 
Chinese currency obtained from the sale of American dollars at the 
advantageous rate. 

Local criticism centers mainly around the policy of placing Hong 
Kong in the Sterling bloc. It is argued that Hong Kong is almost 
totally dependent for its income on transit trade to and from China, 
and that inclusion in the Sterling bloc cuts off an important part of 
this trade. The Colony is not a producing center, but it is primarily 
a trading point. In so far as trade is cut off, the Colony does not 

rosper. This point of view was repeated privately to the writer by 
Mr. W. H. Evans Thomas, Manager of the Chartered Bank of India, 
Australia and China. He added that in his opinion the order 
emanated from the belief in London that the Colony would otherwise 
become a leakage point for Empire Sterling resources. He gave it as 
his opinion that such is not the case and that exactly the opposite may 
occur, namely that the curtailment of business here may result in the 
Colony becoming a financial liability instead of an asset. A similar 
statement was made privately by Mr. Kan Tong Po, Chief Manager 
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of the Bank of East Asia, probably the largest non-Government Chi- 
nese bank in Hong Kong. 

a Summary: From the foregoing, the following conclusions may be 
drawn: 

(1) The multiplicity of new financial regulations within a few 
days caused great confusion in Hong Kong, and a temporary stop- 
page of new trade commitments; 

(2) No ill effects have been observed in the Colony attributable to 
the American order freezing Chinese assets, other than the unfor- 
tunate but well-intentioned action on the part of some banks which 
transferred considerable sums to the United States in recent months; 

(3) Considerable reduction in the trade of the Colony is expected 
as a result of its inclusion in the Sterling bloc; 

(4) Not only British subjects but all persons must now report their 
foreign holdings for possible later surrender in exchange for sterling 
at the official rate; 

(5) Remittances from abroad are accepted for distribution into 
adjacent territory up to 75% percent of normal requirements; 

(6) Many competent observers believe that the inclusion of Hong 
Kong in the Sterling bloc was a mistaken policy, and that the action, 
because of its adverse effect on trade, may even result in the Colony 
becoming a financial liability to the Empire instead of an asset. 

Respectfully yours, 
Anppison E. SOUTHARD, 
American Consul General. 
Distribution : 
In quintuplicate to Department; 
Copy to Embassy, Chungking; 
Copy to Embassy, Peiping; 
Copy to Consulate General, Shanghai. 
800 
JHB/g 
Copy: bj: 10-17-41 


(Copy) 
(Book 451, pp. 116-119) 


CHUNGKING, October 15, 1941. 
(FE: COPY: NHS) 
No. 177 i . 
Subject: Transmitting a Memorandum of Conversation Regarding 
China’s Economic Condition. 
Air Mail 
Confidential. 
The Honorable the SECRETARY OF STATE, 
Washington, D.C. 

Sir: I have the honor to transmit herewith a memorandum of a 
conversation between Dr. Franklin Ho, one of the outstanding econ- 
omists of the Nankai Institute of Economics, and a secretary of the 
Embassy, regarding the present state of China's economic condition 
and tho necessity for taking steps to improve the existing state of 
affairs. 


48-378— 65—vol. 1——-33 
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Dr. Ho usually presents a more pessimistic view of the future than 
most government officials. He is inclined to be frank in discussing 
matters and does not try to minimize the gravity of the situation. 

Although it is not too late to take steps to prevent an economic col- 
lapse, which Dr. Ho fears, there is always the danger that the Gov- 
ernment will continue a temporizing policy until conditions become so 
grave that few effective measures can be taken. As Dr. Ho intimated, 
some oflicials whose duty it is to exert all their energies in an effort to 
prevent an economic breakdown do not seem to realize the seriousness 
of the position at present. : j ee 

The suggestions for checking inflation and rising prices advanced 
by Dr. Ho are very similar to the program outlined in the memoran- 
dum submitted with my despatch number 173 dated October 13, 1941. 


Respectfully yours 
C. E. Gauss. 


Enclosure: 
1/Memorandum of conversation 
Original and one copy to the Department by air mail 
Three copies to the Department by pouch 
One copy for the Division of Commercial Affairs by pouch 
One copy for the Consulate General at Shanghai 
One copy for the Embassy at Peiping 

JJM/wr 

850 


(Enclosure no. 1 to despatch no. 177 dated October 15, 1941 from the Embassy 
at Chungking) 


MEMORANDUM OF CONVERSATION 


Present: 
Dr. Franklin Ho, Nankai Institute of Economics 
Mr. John J. Macdonald, Second Secretary of Embassy 


I called on Dr. Franklin Ho yesterday afternoon to discuss various 
economic problems and found him apprehensive and pessimistic re- 
garding China’s economic condition. He pointed out that rising 
prices and increasing inflation are weakening China’s power of resist- 
ance and fears the possibility of an economic collapse unless new 
note issues are reduced and the rate at which prices are increasing is 
checked. The country’s deteriorating economic condition which is 
being intensified by rapid inflation should be viewed with considerable 
concern according to Dr. Ho. He believes there is far more danger 
of a Chinese defeat due to economic causes than to military weakness. 
Therefore it is imperative that the Government exert every effort to 
check inflation and rising prices in order to continue resistance against 


Japan. 

De Ho remarked on the difficulty in obtaining accurate figures 
pertaining to government expenditures and revenue. However, judg- 
ing from information he has obtained recently at conferences and 
from conversations with various officials he considers the monthly 
expenditures to amount to $1,200,000,000 (Chinese national currency) 
of which not much more than 10 percent is collected in revenue. Con- 
sequently the major Braz of the deficit is covered by increasing the 
note issue. He stated that he was not in a position to state definitely 
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how much the currency is being increased monthly but estimates that 
$800,000,000 (Chinese national currency) is fairly accurate. (Other 
persons have informed the Embassy that monthly expenditures are 
approximately $800,000,000 and that new banknotes are being issued 
to the value of about $600,000,000 a month.) 

The Government banks have obtained notes of 500-dollar denomina- 
tion recently and have been considering placing them in circulation. 
At a meeting of the executives of the Government banks a few days 
ago which Dr, Ho attended in an advisory capacity he strongly coun- 
seled against issuing the 500-dollar notes. He believes that placing 
these notes in circulation (the 100-dollar notes are the largest denom- 
ination at present) would have a very bad psychological effect on the 
public and cause another rise of prices. Fe reminded the bankers 
of the appreciable increase in prices just one year ago following the 
appearance of the 100-dollar notes. In this regard he remarked that 
a sharp rise in prices occurred during the past ten days to which he 
attributed rumors that 500-dollar notes were to be issued shortly. 

Dr. Ho remarked that he has been gathering statistics on bank 
interest rates and deposits during the past few years and that he has 
been alarmed to find that, regardless of unprecentedly high interest 
rates offered by banks during recent months, bank deposits have not 
increased. This is one of the irrefutable signs of serious and increas- 
ing inflation. The failure of bank deposits to increase indicates, as 
Dr. Ho added, that the velocity of currency circulation is increasing 
at an abnormal rate which is indicative that the public is losing con- 
fidence in the currency as a medium of exchange and is converting it 
into commodities as quickly as possible. 

Another sign indicative of advanced inflation which Dr. Ho expects 
to manifest itself in three or four months is a marked decrease in 
industrial production. Increasing wages and costs of raw materials 
are going to force many factories to cease operating. Dr. Ho said 
that many factories started to close down early in July this year when 
the price of rice, in which a large portion of wages are paid, reached 
anew high. Any reduction in the production of manufactured com- 
modities will cause prices to rise still higher. The supply of com- 
modities now is far from suflicient to meet demand. 

The proposal for government monopolies on sugar, matches, to- 
bacco, tea and wine is looked upon by Dr. Ho as a serious threat to the 
already weakened economic condition. He believes that the addi- 
tional inflation which would result from establishing these state mo- 
nopolies would be more than the country could stand at present. Not 
only would the volume of currency have to be increased to dangerous 
proportions in order to finance the establishment of monopolies but 
prices of commodities over which the monopolies were established 
would have to be raised. This would result in an immediate increase 
in the price of all other commodities. Dr. Ho assured me that he 
missed no opportunity to persuade all interested officials to drop the 
monopoly proposals. Except for a group in the Ministry of Finance 
he believes that most officials see the folly of state monopolies in 
China at present. 

With regard to the activities of the Stabilization Board and the 
results of the freezing orders Dr. Ho said that he could not see that 
they had any effect in unoccupied China. He stated that the Sta- 
bilization Board can and is maintaining a fictitious external value or 
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purchasing power of the currency. Dr. Ho explained that he saw 
no real necessity for maintaining the present external value of fapi 
in as much as supplies required from abroad that are necessary for 
China’s war effort are obtained now under “lend lease” which elimi- 
nates the necessity for paying for these articles in a depreciated cur- 
rency. 

Before terminating my call Dr. Ho expressed his fear of a general 
economic collapse unless additional steps are taken to check infla- 
tion. He remarked that the adoption of price control measures are 
suggested periodically and proposals along these lines are considered 
but he believes that their adoption would do more harm than good. 
It is no longer possible to stabilize prices at present levels and the aim 
in view, therefore, should be to retard as much as possible the rate at 
which prices are advancing. No matter what measures are taken a 
gradual increase must be expected. It is the acceleration of increase 
now that is alarming and not the mere fact that prices are advancing. 

Inflation is the primary cause for the latest rise in prices and there- 
fore the Government must attack the problem from that angle. The 
remedy rests obviously in reducing expenditures and increasing rev- 
enue. Dr. Ho said that a start has been made in regard to increasing 
taxes (see my dispatch no. 54 dated July 2, 1949) but insists that much 
more can and must be done. He added that no sincere effort has been 
made to reduce expenditures. The provinces as well as the Central 
Government are going ahead with new development and reconstruc- 
tion plans that require large appropriations. Dr. Ho approves in 
pappie of these plans but insists most emphatically that they should 

e postponed until the cessation of hostilities. This is not the time 
to be spending public funds on any projects that do not contribute 
in some direct way to the war effort. 

JJM. 


Copy : bj: 11-27-4] 


(Copy) 
(Back 452, pp. 201-210) 


(Paraphrase of telegram sent) 


To: American Consul, Hong Kong, China, via N.R. 
Date: October 18, 1941, 7 p.m. 
No. 350 

The following is from the Secretary of the Treasury for Fox. 

The Department had prepared the following telegram for transmis- 
sion to you prior to receiving your telegram No. 420. 

Nevertheless, the telegram is being sent to you since it is our belief 
that it will not only clarify the record but eliminate any possible mis- 
understandings which might arise as to what you, as well as the De- 
partment, might have in mind. Your telegram No. 420 is being stud- 
ied carefully. Ifthe Department has any comments to make at this 
stage, you will be notified of them shortly. 

The telegram which follows is in paraphase. 

Reference is made to the following telegrams which comment on the 
Department’s 304: 408, 411, and 403. 
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_ The first part of this telegram (Part 1) is explanatory. It is de- 
signed to eliminate any confusion with regard to telegram No. 304 
from the Department. The second part of this telegram (Part 2) 
discusses certain additional points which were raised in the following 
telegrams from you: Nos. 403, 408, and 411. The third part (Part 3) 
proposes, for immediate action, a plan that involves steps on which 
agreement appears to have been reached already and which are in ac- 
cord with the action which was taken by the Government of China on 
remittances. The Department assumes, in what follows, that you 
have received a copy of the Chinese Government's communication to 
the State Department (dated October 7) which states (in brief) that 
it is the wish of the Government of China that all remittances from 
abroad be concentrated in the Central Bank of China. 


PART 1 


With regard to the Department’s telegram No. 304—it is very im- 
portant that there be no misunderstanding on your part, the Board, 
or the Chinese Government, and the reasons which prompted the pro- 
posal that was submitted therein. The following points are accord- 
ingly furnished for your guidance and information : 

A. Our considered views of an effective program for China were 
represented in the “Manila” plan. 1t was learned, after considerable 
delay, that the British had certain objections to such a program for 
China. In brief, the British had the following objections: (1) Until 
the Agency or the Commission had worked out administrative ma- 
chinery for the carrying'out of its share of the operation, no such 
program could be put into effect. (2) Under the program, the Cen- 
tral Bank of China was not in a position to perform the functions 
which were assigned to it. The British did not favor centralization 
of clearing accounts in such bank. Instead, they made the suggestion 
that the licensed foreign and Chinese banks be employed for such 
functions. (3) With regard to the Joint Policy Committee, the Brit- 
ish had doubts as to whether it was feasible as well as some concern 
over the representation thereon. Another objection which the British 
had was to that part of 1-C of the “Manila” plan which called for 
the Board to be able to repurchase dollars from the Central Bank at 
the same rate at which dollars were provided by the Board. At the 
present time, it is our feeling that while under the plan it is necessary 
that the Board be able to purchase dollars from the Bank, it is not 
essential that the Board be able to purchase dollars at the same rate 
at which dollars had been provided by it. In view of the foregoing, 
you should read the memorandum (dated September 16) which 
Bewley left with Cochran. No doubt Cochran has this memorandum 
with him now. 

B. The Department recognized that valuable time would be wasted 
in attempting to resolve the points of difference with regard to the 
“Manila” plan. In the meantime, according to the suggestion in your 
cables, immediate measures were necessary. Therefore, without at- 
tempting to resolve the various objections to the “Manila” plan, the 
Department furnished you with the proposal in its No. 304 which 
the Department thought would remove some of the objections which 
were made by the British. You will recall that the Department's No. 
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304 stated that it was “a provisional measure to be adopted pending a 
more careful consideration of all the problems involved.” 

C. The Department’s No. 304 represented an effort on the part of 
this Government to give the Chinese Government effective control, 
without delay, over foreign exchange and trade. The U.S. Govern- 
ment believed that in giving the Chinese Government this control 
that it would be the strongest evidence of this Government’s confi- 
dence in the Chinese Government’s ability to cope with the situation 
there. The instrumentality through which the Chinese Government 
achieved this control was considered as secondary to the primary fact 
that the Chinese Government was gaining control. 

D. It is the belief of this Government that the program which was 
outlined in the Department’s No. 304 would be effective in giving the 
Chinese Government contro] over foreign exchange and trade. The 
essential distinction between the plan in No. 304 and the “Manila” plan 
was that the plan presented in the Department’s No, 304 relied upon 
several banks—namely, the “cooperating banks”—to perform the func- 
tion of the Central Bank of China under the “Manila” plan. Their 
relative effectiveness depended accordingly upon whether the “cooper- 
ating” banks would perform their required functions in a manner that 
would be satisfactory. 

It is the belief of this Government that the “cooperating” banks 
would do this. When reference is made to the banks “cooperating” 
with the Board, there are strong sanctions available to insure com- 
plete cooperation. It was this Government’s intention that the Board 
would have a full voice in deciding which banks would be designated 
as such. Prior to the inclusion of any bank as a “cooperating” bank, 
the terms of inclusion could be dictated by the Board to the same 
extent as though the banks were being licensed by the Board. With 
regard to this, you may expect the full support of the Department. 
It was this Department's hope that this was clear from points 1-A-3, 
2-C, and 2-F of its telegram No. 304. In like manner, the Board 
would have available to it the power to remove a bank from the list. 
The Department pointed out that there was no intention to exclude 
the Chinese commercial banks unless the Board wished to do so. 

Furthermore, the matter of “cooperation” would not be a mere mat- 
ter of “lip service”. The Department would have, under its general 
licenses, a report on each transaction by each of the banks, such report 
would be filed by the banks in this country. This data could be used 
not only to check compliance but it could be made promptly available 
to you for such uses as would be deemed appropriate by you, includ- 
ing the insuring that the banks accounted for all exchange to you. 
Should it be necessary, the Department could have imposed a U.S. cus- 
toms enforcement as was proposed in Roman No. III-C(2) of the De- 
partment’s “Manila” plan. There is always the possibility that the 
general license could have been revoked with respect to any of the 
banks and the accounts of such bank would have been blocked then. 
The Department thinks that with these checks the banks would have 
had strong reasons for “cooperating”. 

You, from your end, could require the banks to obtain clearance 
on every transaction, or class of transaction, from you or from the 
Agency or Commission before any action is taken. Therefore, no 
transaction which would be in violation of your policy could escape 


unnoticed. 
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E. With regard to the suggestion that either 1-C-2 or 1-E of the 
Department's telegram No. 304 would be tantamount to the unfreezing 
of all the balances of the Chinese: it is simply not in accord with the 
foregoing. It is obvious that General License No. 60 confers similar 
privileges on the Central Bank of China; however, it is not to be 
regarded as “unfreezing” the balances of the Chinese. The validity 
of our proposal essentially rests or falls upon the degree of “coopera- 
tion” which could be exacted from the banks. (This has been dis- 
cussed previously; see above.) 

F. The Department appreciates the significance of your argument 
with regard to the political objections to the Department’s telegram 
No. 304. It is the belief of the Department that these objections are 
of great importance. The Department believed that this plan (as was 
indicated above)—if it were properly announced—would have served 
to enhance the prestige of the Chinese Government rather than de- 
tract from it. This Government, however, would be extremely reluc- 
tant to take any step which might be misconstrued in regard to this 
matter. 

PART 2 


The Department believes that the foregoing also answers most of the 
objections to its telegram No. 304 which have been referred to in your 
telegrams Nos. 408, 411 and 403. The following comments are made 
in order that any remaining points may be covered. 

A. Reference your 408. The Department was glad to learn that an 
agreement has been reached whereby the Board is to receive the pro- 
ceeds of exports and remittances. This Government is willing to 
cooperate in the strengthening of the Central Bank. The Depart- 
ment is glad to know that you think the Joint Policy Committee, which 
was referred to in the Department’s “Manila” plan, is feasible. In- 
formation transmitted to the Department by you indicated that cer- 
tain of the banks licensed under General License No. 59 had been 
cooperating poorly and that other banks had given lip service. The 
Department (as you will see from the statement in paragraph (5) of 
the Department’s “Manila” plan) expects you to notify it immediately 
of any banks that are not cooperating, the nature of their non-coopera- 
tive acts, and to offer any specific suggestions which might remedy 
the situation in general. 

The Department recognizes the fact that some of the banks licensed 
under General License No. 59 may not have a real need for such a 
license. The Department feels, however, that so long as there was 
no abuse by them of the provisions of this license, there was no loss by 
including them in the license. It also avoided the necessity for dis- 
criminating and passing upon their relative need for the license. The 
Department prefers to continue this policy unless there are strong rea- 
sons from your point of view for departing from this principle. 
Should there be any abuse of the license, this, of course, would be a dif- 
ferent matter altogether. The Department has made previous refer- 
ence to your authority with regard to the inclusion in the general 
license of Chinese commercial banks. 

B. Reference your 411. The Department is in accord with both 
points (A) and (B) under 2 which relate to the inclusion of certain 
Chinese Commercial Banks in General License No. 59 and to the Board 
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obtaining exchange. The Department would like to have your recom- 
mendations on the banks nominated. With regard to your comment 
with respect to 2-E in the Department’s telegram No. 304, the Depart- 
ment understands and appreciates this. The Department is studying 
your paragraph No. 4. However, the Department hopes that it will 
not be necessary to hold up action pending the institution of any such 
system of control of customs. i 

C. Reference your 403. Your comments with regard to the reaction 
of the Chinese members have been of great help to the Department. 
One of the major objectives of applying the freezing control to China 
has been—and continues to be—to give the Chinese Government con- 
trol over trade and foreign exchange: this was stated above. Also 
aimed at this objective, was the program submitted in our No. 304. 

In regard to the comments of Hall-Patch, it appears that their valid- 
ity rests essentially upon whether the “cooperating” banks could per- 
form the functions which are required of them under the Department’s 
No. 304 in an effective manner. Previous discussions have been held 
in regard to this point. 

The Belgian Legation in Washington, representing the Belgian 
Government in London, made the suggestion that the Bank Belge be 
included as a “cooperating” bank. Therefore, in accordance with the 
above, it would be appreciated if the Department might receive fur- 
ther recommendations with regard to the statements of Hall-Patch 
on the point under consideration. 


PART 3 


The Department, in analyzing your telegrams Nos. 408 and 411— 
coupled with the note of the Chinese Government with regard to remit- 
tances, is led to conclude that substantial agreement may not be dif- 
ficult to reach upon a program of this kind. The following comment 
is made with reference to the Department’s telegram No. 304: 

A. Point 1-A-1 appears to you and to us to be all right, 

B. Point 1-A2 is all right for Hong Kong and Shanghai. With 
respect to the question whether—in the other parts of China—the 
proceeds of exports are to be sold to the Central Bank of China or to 
cooperating banks, the Department wishes that (in the light of the 
elucidation furnished you in this telegram) you would recanvass this 
matter fully and frankly with the other members of the Board as well 
as with Cochran and Niemeyer and then send your recommendations to 
the Department. 

In regard to the following points in the Department's No, 304, it 
appears to be agreed between you and us that : 

C. Point 1-43 is all right asit stands. 

D. Point 1-B is also all right as it stands. 

E. Point 1-C- is all right the way it is stated. 

F. Point 1-C-2 is covered by the Chinese note regarding remit- 
tances now. The changes which are necessary can be made here in 
our general licenses. ‘This is agreeable to the Department. 

G. Point 1-D is all right as it is stated. 

H. Point 1-E is to be omitted entirely. The Department agrees to 


this. 
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In our attempt to evaluate the situation in China, we want you to 
know that your comments have been extremely helpful. 


IF: GL(FL) FE 
EA: PAI 

Copy: LC: VW: EH 
10-25-41 


Hou. 


(Book 453, pp. 132, 133) 


Gray 

Chungking via N.R. 
Dated October 17, 1941. 
Rec'd 11 p.m. 

TEM 

SECRETARY OF STATE, 
Washington. 

413, October 17, 2 p.m.* 

The Embassy has received a third person note from the Minister 
for Foreign Affairs which reads substantially as follows: 

“At the request of the Chinese Government the American Govern- 
ment has frozen the capital of the Government and people of China 
in the United States. For future remittances of the Chinese Over- 
seas, the Chinese Government has now fixed four principles as follows: 

(One) The remittances of Chinese residents at various localities 
rane shall be concentrated in and handled by the Central Bank of 

ina; 

(Two) The Central Bank of China may at places abroad com- 
mission the Bank of China, Bank of Communications, or Farmer's 
Bank of China as its agent banks, but it shall commission only one 
agent bank in each locality ; 

(Three) Having obtained the permission of the Central Bank of 
China and the concurrence of the aforementioned agent banks, the 
banks originally handling remittances of Chinese Overseas, make ap- 
plication to do so but shall pay the local currencies received to the 
agent banks commissioned by the Central Bank of China and the 
agent banks shall credit the amounts (?) Central Bank’s account; and, 

(Four) The equivalent in legal tender notes shall be reimbursed 
by the Central Bank of China to the remitting banks through the 
commissioned agent banks. 

The Bank of China at New York and the Bank of Communications 
at Manila have been commissioned agent banks for the American 
continent and the Philippine Islands respectfully.” 

The Ministry requests that the appropriate American authorities 
be informed of the foregoing in order that they may be able to assist 
in the matter. 


NPL 
Copy: bj: 10-21-41: eh 


Gauss. 


1 This telegram is a correction of Message No. 414 from Chungking, dated October 
7, 1941. 
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(Book 454, pp. 29, 30) 
Treasury DEPARTMENT InTrrR-Orr1iCE COMMUNICATION 


Date: October 24, 1941. 
To: The Secretary 
From: E. H. Foley, Jr. 

L. C. Aarons of my staff has just returned from a trip to Honolulu, 
Manila, Hong Kong, and Shanghai. I should like to report briefly 
on his activities. 

Aarons left Washington on July 25, the day before the freezing 
of Japan and China. His function was as head of a Treasury group 
to organize a local foreign funds control office in Honolulu and 
Manila. One of our principal purposes in sending out these men 
was to make sure that at least at the outset no economic upheaval 
would be caused on the Islands by the freezing order. The original 
group consisted of two men from my staff, two from Harry White’s 
staff, two from Mr. Pehle’s, and two bank examiners. 

Aarons spent five days at Honolulu and during that time his group 
was able to conduct an educational campaign, to set up an organiza- 
tion, to quiet the original alarm felt by the relatively large Japanese 
and Chinese population, and to start the issuance of licenses. At 
the present time we have a staff of five at Honolulu, including two 
bank examiners. 

At Manila, Aarons and his group worked as part of the High Com- 
missioner’s staff. Before the freezing of Japan and China there had 
been a small local staff at Manila. ‘The increased volume and com- 
plexity of work after July 26 in connection with the oriental prob- 
lems made it necessary to organize along new lines at Manila, to 
delegate much more responsibility, and to deal with problems peculiar 
to the Philippines because of the preponderance of Chinese living 
there. Within less than three weeks after the arrival of our group 
there, the backlog of applications was cleaned up, the banking com- 
munity had been “educated” as to the new general licenses, controls 
had been set up in the Japanese banks, a system of exchange of intel- 
ligence information had been arranged with the British authorities 
at Singapore and Hong Kong, a control of re-exports of U.S. manu- 
factured goods had been inaugurated (our group working with Ex- 
port Control), and local general licenses had been issued dealing with 
problems unique to the Philippines. At present there are six Treas- 
ury men at Manila, including two bank examiners. 

Aarons left Manila about August 27 for Shanghai, via Hong Kong. 
It had been intended that he would serve as temporary adviser on 
freezing matters to Mr. Fox’s assistant, Mr. Taylor, at Shanghai. 
At Mr. Fox's suggestion Aarons stayed ten days in Hong Kong, dur- 
ing the time Mr. Fox was at Manila, and while at Hong Kong, 
Aarons familiarized himself with the problems and background of 
the Stabilization Board and with some of the effects of our freezing 
as applied to Hong Kong. When Mr. Fox returned to Hong Kong 

about September 8, Aarons proceeded alone to Shanghai (Taylor 
remaining with Fox at Hong Kong). d 

During his three weeks at Shanghai Aarons worked in close col- 
laboration with the Consul General and with Mr. Nicholson. He 
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interviewed the officers of twenty-three Shanghai banks, representa- 
tives of almost all business groups, and quite a few individual busi- 
ness men. His memoranda of these conferences and the letters and 
documents which he brought back with him give us a first-hand pic- 
ture of many of the Shanghai freezing and stabilization problems. 
Aarons’ memoranda were also sent to Fox at Hong Kong. Aarons 
also advised interested persons at Shanghai on freezing questions. 
Aarons transportation was by airplane except between Hong Kong 
and Shanghai and between Shanghai and Honolulu on the return trip. 


E. H. F. Jr. 


(Book 454, p. 116) 


Treasury DEPARTMENT INTER-Orricr COMMUNICATION 


Date: October 24, 1941 
To: Secretary Morgenthau 
From: H. D. White 


As you suggested, I inquired of Mr. Currie as to the request by 
Dr. Soong for an interview with the President. Currie informed me 
that he tried to get an interview with the President for Soong a 
couple of weeks ago but was informed that Soong should see Stettinius. 
It was also Currie’s impression that Mr. Corcoran had since then 
arranged the interview with the President but he was not certain 
about it. 


(Book 454, pp. 292, 293) 


Tut Waits House, 
Washington, October 27, 1941. 
Personal 
Dear Mr. Secrerary: You may wish to add the enclosed to your 
file on “Why the British Can’t Lose”. It would be amusing, if it 
weren’t for the fact that Owen Lattimore, our political adviser to 
Chiang Kai-shek, tells me that the British Ambassador is assiduously 
trying to build up Niemeyer and run down Fox, and Lattimore is 
putting in his licks for Fox. 
Sincerely, 
LAUCHLIN CURRIE. 
Honorable Henry MorcENTHADU, Jr., 
Secretary of the Treasury, 
Washington, D.C. 
CHINESE News SERVICE 


1250 6th Avenue New York, N.Y. 
Phone: Circle 6-5225 Cable Address: SINONEWS 


New Yoru, October 21, 1941. 
Voicr or CHINA 
(China News by Shortwave Radio) 


Economic 
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NIEMEYER, COCHRANE IN CHUNGKING SAY MISSION SYMBOLIZES 
AID-CHINA POLICY 


Cuuncuine, Oct. 18 (CNS).—The arrival of the long awaited 
Anglo-American Financial and Economic Mission to China has been 
in the last two days an event which has held the attention of official 
circles and the people alike. It is the expressed feeling of both the 
visiting experts and their host that in the work of the mission a fur- 
ther step will have been accomplished in Chinese-British-American 
economic co-operation as well as in strengthening the world demo- 
cratic front in general. 

Apply Anglo-American Experience 

In an interview granted the Chinese and foreign press yesterday 
Sir Otto Niemeyer, head of the visiting mission and a Director of 
the Bank of England, made the following statement: 

“Our mission is purely in an advisory capacity. We hope to apply 
the experience we have learned in Europe and elsewhere to your prob- 
lems. I have been sent from the other side of the world at a moment 
when my country is deeply engaged in war and has its own difficulties. 
My presence in Chungking is a symbol of the very real feeling that 
is in my country for this country. We hope to contribute whatever 
we can to the Chinese economy in a desire to promote those ends. 
The presence of Mr. Cochrane and myself is in line with the policy 
of both our countries to assist China.” 

Mr. II. Merle Cochrane, Technical Assistant to the United States 
Secretary of the Treasury and a member of the mission, told the press 
that he is happy to work with Sir Otto Niemeyer who has recently 
been in Washington and had watched for himself how the American 
Government is pushing ahead with its “Aid Democracy” policy. 


To Solve Currency Problems 

_ Sir Otto declared that the Stabilization Fund for Chinese currency 
is only one phase of the problems of foreign exchange. Our sole ob- 
ject, the British expert said, is to help in solving them. The stabili- 
zation fund has not been working very long, according to Sir Otto, 
and the United States freezing system is also new. “But the instru- 
ments are there,” he said, “if we can help you.” He added that the 
Chinese-American-British Currency Stabiliaztion Board still has 
ample funds. 

The Anglo-American Financial-Economic Mission arrived in 
Chungking by plane from Hong Kong on Thursday morning (Oct. 
16). The party included, besides Sir Otto and Mr. Cochrane, Mr. 
James Baxter of the Burma Government. Mr. A. Manuel Fox, 
American member of the Currency Stabilization Board, returned to 
Chungking on the same plane. While in Hong Kong, where they ar- 
rived on Oct. 9, Sir Otto and Mr. Cochrane conferred with members 
of the Currency Stabilization Board who were at that time in the 
British Colony. Questions raised at the discussions concerned sta- 
bilization of the Chinese dollar and the control of frozen assets as well 
as other economic problems. Sir Otto revealed that the mission 
would spend most of its time working in Chungking. Already the 
members have begun a series of consultations with Chinese authorities. 


October 21, 1941. 
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(Book 462, pp. 127, 128) 
MA 
Gray 
Hong Kong via N. R. 
Dated November 14, 1941 
Kec'd 1:09 a.m., 15th 


SECRETARY OF STATE, 
Washington. 


491, November 14, 3 p.m. (section two). Will include: is the un- 
derstanding correct that payment in United States dollars for coal 
and other products of Indochina may be made providing its assets 
remain frozen in the United States. 

Three. Shanghai is also almost entirely dependent upon bituminous 
coal shipped in by the “Kailan Mining Administration”. Under- 
stand that contracts were previously payable in pounds but more re- 
cently United States dollar payments are required to pay for imports 
of machinery from the United States. This question was raised with 
respect to Shanghai Power Company in my cable of September 18. 
Your reply of November 6 was not clear. Question has arisen again 
in connection with the negotiations with Shanghai Municipal Council 
representatives and in other applications. I am informed that the 
British have already authorized payment of sterling for shipment of 
coal by KMA into Shanghai from north China. Board is of the opin- 
ion that Shanghai will suffer a severe winter unless payment for coal 
from KMA’s north China mines are authorized in United States dol- 
lars. Query: Will United States Treasury grant special license or 
give permission for payment in United States dollars for coal to 
KMA? 

Four. Board in some instances has received applications from 
banks licensed in 59 (*) for exchange to cover financing of imports 
from Switzerland and Thailand. Some cover retirements of their 
matured bills drawn before imports from Switzerland consist mostly 
of aniline dyes, pharmaceuticals and watches and from Thailand rice 
and pharmaceutical wood and chaulmoogra oil used in the treatment 
of leprosy. Query: May these banks provide exchange for financing 
imports without special license ? 

End of message. 

SOUTHARD, 


(Book 463, pp. 158, 160) 


Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: Nov. 18, 1941 
To: Secretary Morgenthau 
From: Mr. White 
Subject: Recent Developments in the United States-China Program 
1. The new China program is aimed at giving China more effective 
control over the Shanghai area and increasing the supply of dollars 
available to the Stabilization Fund. 
(a) The steady drain on the funds of the Stabilization Board will 
be checked. 


508 MORGENTHAU DIARY 


(1) By November 5, 1941, the Stabilization Fund had lost over $11 
million of the $70 million which constituted the total dollar assets 
of the Board when it began operations in August. This was largely 
due to the inability of the Board to recoup from exports to the United 
States from Shanghai some of the dollar funds it was paying out for 
approved imports and to the fact that the United States freezing con- 
trols largely prevented China from receiving remittances from the 
United States. Wi. < 

(2) Under the new program the Stabilization Fund will receive all 
dollar assets resulting from shipments from Occupied China to the 
United States and both consular and customs controls are to be used to 
make this regulation effective. Furthermore, China will now be able 
to receive remittances from the United States. In the past, remit- 
tances were the largest single source of dollars to the Chinese Govern- 
ment. 

(b) The importance of the “black market” in Shanghai will dimin- 
ish considerably. 

(1) In the “black market” in Shanghai Chinese national currency, 
called fapi, has been steadily declining as importers have tried to 
obtain dollars to pay for imports for which the “cooperating banks” 
would not provide exchange. On the day before the new licenses were 
issued fapi was at 27/gé. 

(2) The continuation of the “black market” in Shanghai will be 
discouraged since dollars obtained therein will not be usable to finance 
imports from the United States into China. Therefore, even if the 
rate of fapi in the black market should decline this would be of little 
significance as it would have practically no effect on the flow of trade 
or on the dollar position of the Stabilization Board. 

(c) Shanghai will no longer act as a leak in our Japanese foreign 
funds control. 

(1) Repeated instances of Japanese interests in China being the 
ultumate beneficiaries of exports to Shanghai have been received and 
there is reason to believe that a large percentage of the approxi- 
mately $10 million worth of goods shipped from the United States 
to Occupied China since freezing orders were issued, found their way 
to Japan proper. 

(2) China, through the Stabilization Board, will now be able to 
regulate imports into Shanghai from the United States since no goods, 
destined for China, will clear the United States Customs unless proof 
is given that the Board has approved the imports. 

(d) The authority of the Board in dealing with the licensed banks 
is strengthened. 

(1) The Board in the past has repeatedly complained of lack of 
cooperation from the “cooperating banks”. i 

(2) In the new trade license an “appointed bank” is defined as one 
cooperating with the Board and selling and buying foreign exchange 
with the permission of, and subject to the conditions prescribed by the 
Board. If the Board finds that a bank is not cooperating with it, it 
can recommend that it be stricken off the list of “appointed banks”. 

2. The effectiveness of the above program will be considerably en- 
hanced by Britain’s taking similar measures regarding trade between 
the British Empire and Shanghai and by the recent measures taken 
by the Hong Kong authorities which will probably correct to a 
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large degree the previous situation of Hong Kong’s acting as an area 
in which Chinese foreign exchange control is being evaded. 

3. The adoption of a new program was facilitated by the progress 
which the Board had made in winning the confidence and support 
of the Chinese Government. A month ago, the possibility seemed 
imminent that the newly established Exchange Control Commission 
would supersede the Board as the central agency in China’s foreign 
exchange system. Today, the Commission is definitely in the back- 
ground and the Board is in a stronger position than ever before. 


(Book 464, pp. 278-312) 
IIandwritten note: 


Mr. Cocuran’s PreLnimINARY Rerorr (Approx. 11-24-41) 


The Honorable Henry Morcentuan, Jr. 
Secretary of the Treasury, 
Washington, D.C. 


Dear Mr. Secrerary: Under date of September 24, 1941, the Treas- 
ury Department authorized and directed me to proceed on or about 
September 26, 1941, from Washington to Hong Kong and China on 
official business of the exchange stabilization fund. By an instruc- 
tion dated September 25, 1941, the Department of State informed 
me that I was to proceed to China on the special mission concerning 
which I had received oral instructions. My period of detail to the 
Department of State was terminated, effective at the close of business 
on September 25, 1941, and the diplomatic passport which was issued 
to me indicated that I was “a Foreign Service officer of the United 
Shaji America on special mission, traveling in China and Hong 

ong. 

In accordance with the above-mentioned instructions, I left Wash- 
ington at 8:40 a.m. September 26, traveling by air to San Francisco. 
I reached San Francisco at 2:30 a.m. on the morning of September 27 
and proceeded to the Hotel St. Francis. During the forenoon of that 
day, Saturday, September 27, I called on the Vice President tempo- 
rarily in charge of the Federal Reserve Bank at San Francisco, 
Mr. Ira S. Clerk. I discussed problems of the Far East with 
Mr. Clerk, and particularly trade and banking connections between 
San Francisco and China. I asked Mr. Clerk to recommend someone 
of his staff who might be available, if his services should be required, 
to proceed to Hong Kong or China for possible service with the Sta- 
bilization Board. Mr. Clerk had no one immediately available. From 
the Federal Reserve Bank Mr. Clerk accompanied me to the St. 
Francis where I had arranged to meet Sir Otto Niemeyer, the British 
official who had left me in Washington, preceding me to San Fran- 
cisco by train. Sir Otto and I were luncheon guests of Mr. Clerk at 
the Bohemian Club. During the afternoon Mr. Clerk and his wife 
took us on a long tour by motor of San Francisco and neighboring 
areas. 

In company with Sir Otto Niemeyer I left the San Francisco air- 
port by clipper ship at 4:00 p.m., arriving in Honolulu at 6:30 the 
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following morning, September 29. In Honolulu we stopped at the 
Royal Hawaiian Hotel. On the forenoon of our arrival Sir Otto and 
I called at the Federal Building and visited with the representatives 
there of the Treasury’s Foreign Funds Control, namely, Tree, Klotz 
and Snider. 

During the above-mentioned visit to the Federal Building, and on 
subsequent occasions during my stay in Honolulu, I discussed with 
Mr. Tree and his colleagues current problems which their office was 
facing in connection with Foreign Funds Control, and endeavored to 
clarify certain matters of Treasury policy. While at Honolulu I 
received cablegrams from the Treasury Department, sent by Messrs. 
Bernstein and Dietrich, concerning the plan for Foreign Funds Con- 
trol to cooperate with the Stabilization Board of China. I also re- 
ceived by mail from Mr. Dietrich the cablegram of instructions to 
Mr. Fox which had been discussed while I was still in Washington, but 
which had not been completed prior to my departure. I reviewed the 
previous correspondence on this subject, and spent several hours with 
Sir Otto Niemeyer discussing the possibilities of putting the proposed 
system of cooperation into effect. 

Mr. John Russell of Theo Davies, to whom the Secretary had intro- 
duced me in Washington some months previously, called on me in 
Honolulu and took Sir Otto Niemeyer and myself to various places 
of interest on the island. 

The plane from San Francisco, which was to pick us up in Honolulu, 
was delayed three days, so I did not leave Honolulu until 8:30 a.m. 
on October 4. The China Clipper, on which we traveled, arrived at 
Midway Island at 5:00 o’clock that evening. The following morning 
we left Midway at 6:30 a.m., arriving at Wake Island at 3:00 p.m. the 
same date, October 6 (having crossed the International Date Line dur- 
ing the voyage). On the morning of October 7 we left Wake Island 
at 7:00 a.m. and reached Guam at 5:00 in the afternoon. Departing 
from Guam at 6:00 a.m. on October 8, Manila was reached at 3:00 p.m. 

At Guam Sir Otto and I had received invitations to attend a cock- 
tail party at Manila given by the Chinese Consul General, Mr. C. G. 
Young, and we had accepted. The Aide to the American High Com- 
missioner, Mr. Sayre, met us at the airport, together with Mr. Aitkin, 
and drove me to the Manila Hotel. At the cocktail party, which the 
Chinese Consul General] gave at the Manila Hotel, Sir Otto and I met 
the American Consular and Foreign Funds Control officers, the latter 
including Messrs. Saxon and Anderson, as well as a large number of 
Chinese bankers. We then proceeded to the High Commissioner’s for 
a second cocktail party, after which Sir Otto dined with the British 
Consul General and I remained for dinner with Mr. Sayre. The High 
Commissioner had with him for dinner the three officers of Foreign 
Funds Control, together with his Executive Assistant and other mem- 
bers of his staff interested in economic and financial questions. 

During and following the dinner we had a detailed discussion of 
technical problems arising under freezing control and operations of 
the Stabilization Board of China. A list of questions had been typed 
out in advance, to which I gave as detailed answers as possible with 
respect to Treasury practice and policy. One or two questions were 
raised which I suggested be cabled to Washington, and I recom- 
mended that no action be taken pending definite instructions in the 

premises. Furthermore, I recommended that Mr. Sayre have one of 
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the Foreign Funds Control men prepare a detailed review of the 
setting up of the Foreign Funds Control in Manila, describing the pres- 
ent establishment, its personnel and problems. In addition, I recom- 
mended that a weekly report be instituted which would provide a jour- 
nal of the Control’s activities in the Philippines and would set forth 
a sufficient summary of business transacted to permit the oflicials in 
Washington to have a fair picture of activities at Manila. In the 
same report I suggested there could be incorporated a recital of policy 
problems which would not be sufticiently urgent to warrant cabling. 
It was the consensus of opinion that this weekly report should be in 
the form of a memorandum, to be prepared by one of the Foreign 
Funds Control men, and be submitted to the Treasury Department 
under cover of a letter signed by the High Commissioner. 

While at the High Commissioner’s residence I learned that a repre- 
sentative of the Chinese Stabilization Board had come to Manila to 
study the remittance question and possibly to arrange for funneling 
of Chinese remittances from Manila through the Bank of Communica- 
tions. In confidence, I gave Mr. Sayre and his immediate associates 
of Foreign Funds Control an idea of the plan for remittances which 
we hoped to set up vis-a-vis China. I told Mr. Sayre that either Mr. 
Fox or 1 would let him know how our plan progressed but that there 
would be little that we could tell him until after the whole question 
had been studied by the Board and perhaps submitted to the Chinese 
Government at Chungking. 

Our plane left Manila at 8:30 on the morning of October 9 and ar- 
rived at Hongkong at 3:00 p.m. We were met by a large group of 
Chinese and other officials, including a representative of the American 
Consul General and one from the Governor General of Hong Kong. 
With Mr. Fox, I proceeded to the Penninsula Hotel where I remained 
during my stay in Hong Kong, and dined with Mr. Fox that evening. 

On the morning of October 10 I called upon Consul General South- 
ard and Treasury representative Nicholson, the latter having been 
in Hong Kong for a few days. I then called on Mr. Fox in the Stabili- 
zation Board of China and met his various colleagues and assistants. 
During the afternoon Mr. Cyril Rogers, formerly British Stabiliza- 
tion representative and now Financial Adviser to the Government of 
Hong Kong, called on me at my hotel. Later in the afternoon Sir 
Otto Niemeyer called to introduce to me Mr. Baxter, the British 
Financial Adviser to the Government of Burma, who had proceeded 
to China to meet Sir Otto and become associated with the latter in the 
economic survey of China which the Chungking Government had in- 
vited him to undertake. Later in the evening Mr. K. P. Chen, Chair- 
man of the Stabilization Board, called on me. The same evening, ac- 
companied by Mr. Fox, I went to the Government House for dinner, 
where Sir Mark Young, the recently arrived Governor General, en- 
tertained Messrs. Niemeyer, Hall-Patch, Baxter, Rogers and members 
of his own staff. 7 4 

The British financial representatives, Messrs. Niemeyer and Hall- 
Patch, called at Mr. Fox’s suite at 10:00 o'clock on October 11 and con- 
ferred with us through the day, including luncheon, until 5:30 p.m., 
exchanging information with respect to the Chinese situation. This 
particularly gave Niemeyer an opportunity to question Messrs. Fox 
and Hall-Patch concerning developments with respect to the Stabiliza- 
tion Board which had transpired since we had left Washington. 
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That evening Mr. Mackay of the Nationa] City dined with me at the 
hotel. 

Early on the morning of October 12 I prepared in my hotel room 
the draft of a memorandum with respect to the American plan for 
cooperation by Foreign Funds Control with the Stabilization Board of 
China. I had Mr. Hewlett come to my room and I dictated this at 
9:00 a.m. I lunched with Mr. Frese. At 3:30 in the afternoon I dis- 
cussed my memorandum with Messrs. Fox, Niemeyer, Hall-Patch and 
Baxter. We then joined the three Chinese members of the Board 
and I presented my memorandum, a copy of which is attached hereto 
as enclosure 1. At the same time Mr. Hsi Te Mou read and submitted 
a memorandum in which he defended the position of the Central Bank 
of China. I told him that in the American plans for cooperating with 
the Chinese authorities there had been absolutely no desire to cast any 
reflections upon the ability or standing of the Central Bank of China. 
We had conceived certain plans but were submitting them to the Chi- 
nese with the sole desire to be of helpful service and gladly would 
leave to the Chinese authorities the decision as to what instruments 
of banking and control the Chinese themselves might choose to uti- 
lize. Mr. Fox presented at the meeting a letter which had been received 
from Chungking with respect to the division of foreign exchange in 
which the Stabilization Board of China would participate with the 
Exchange Control Committee. This letter was not found satisfactory 
and was to be discussed further by the Board and a reply to Chung- 
king prepared. 

On the evening of October 12 1 dined alone with Mr. Taylor at his 
hotel. He reviewed to me the work which he has been occupied since 
his coming out to China, including his special detail to Shanghai and 
Kunming. 

On the morning of October 13 I received, at Mr. Fox’s request, Mr. 
Bruce Smith, an automotive dealer and officer of the American Cham- 
ber of Commerce at Shanghai, who was in Hong Kong for the purpose 
of consulting the Stabilization Board on allowances of foreign ex- 
change for automotive imports. Following the interview at my hotel, 
I went to the Stabilization offices with Mr. Fox. I visited Consul 
General Southard and drafted with his approval a cablegram to the 
Department of State recommending an additional allowance to his 
office to permit the hiring of an extra clerk for code work incidental 
to the duties of the American member of the Stabilization Board in 
China. 

Later in the morning of October 13 I called on Mr. Nicholson 
and arranged through his office for transportation to Shanghai and 
for reservations from Hong Kong to Manila. I lunched with Mr. 
XK. P. Chen at the Hong Kong Hotel. In the afternoon I called on 
Mr. Ballantyne, in charge of the Chase Bank in Hong Kong, and 
Mr. Samuel Bitting, in charge of the National City Bank there. In 
the evening Mr. Fox had in for dinner in his rooms at the Penninsula 
Hotel Messrs. Niemeyer, Baxter, Hall-Patch and myself, which gave 
us an opportunity to discuss developments to date and particularly 
to outline future discussions with the Board and contacts to make at 
Chungking. i y 

After breakfast on the morning of October 14 I talked with Mr. 
Crowe, the Ford dealer in Shanghai, who was at Hong Kong in con- 
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nection with business which the automotive dealers had with the 
Stabilization Board. 

At 10:30 Messrs, Niemeyer, Baxter and I met with the full member- 
ship of the Stabilization Board to consider further the drafting of a 
document which would set forth the American plan, as well as incor- 
porate the views of the Chinese and British members of the Stabiliza- 
tion Board, the latter with particular reference to the remittance ques- 
tion. At this meeting of the Board I was handed Mr. Tsu Yee Pei's 
draft, and after some discussion, it was agreed that I should redictate 
a composite draft of our two documents. I took Mr. Frese to lunch 
at the Hong Kong Hotel. Immediately after lunch I went to the 
Consulate General and dictated my memorandum to Mr. Hewlett. 
This was finished at 4:00 o’clock when Sir Otto Niemeyer also came 
to the Consulate General and checked the draft with me. At 5:00 
o’clock Sir Otto accompanied me to the Repulse Bay Hotel where we 
called on Dr. A. N. Young. During the course of our visit Mr. 
Young gave us each a copy of a memorandum of suggested reforms 
in Chinese finance, a copy whereof is attached. 1 dined alone at the 
Penninsula Hotel. 

At 7:30 a.m. on October 15 I redictated the consolidated memo- 
randum which I had drawn up in draft form the preceding evening. 
The British representatives and myself met with the Board from 
10:00 to 12:00 noon. We definitely agreed upon a final draft of 
the memorandum which I had copied and checked again by Messrs. 
Niemeyer and Pei at 3:30 p.m. When the memorandum was finally 
approved by the three of us, I turned it over to Consul General 
Southard to be forwarded to the Treasury Department, through State, 
as a joint communication from Mr. Fox and myself. A copy of this 
message is attached. The several Board members were provided 
individually with copies of the memorandum, to which I had added 
merely the introduction and conclusion to make it into a cablegram. 
It was understood that the Chairman of the Board would mail a copy 
of the memorandum to Minister of Finance Kung at Chungking. 

At 5:00 o’clock the British visitors and myself met again with the 
Board to discuss the Shanghai crisis. There had been a precipitate 
drop in the fapi and the Board was concerned as to steps which might 
be taken. Mr. Hall-Patch favored the idea of changing entirely from 
the present practice and reverting to the policy which was followed 
by the old Anglo-Chinese Stabilization Fund of intervening on the 
open market and not supporting the rate at any fixed level. There 
was one suggestion that the present practice might be continued, but 
that intervention might be made at the same time to feel out the market 
and determine how heavy the pressure on the fapi might be. Further- 
more, the recommendation was made by one member that the Board 
issue a public statement denying allegations from Shanghai that the 
Board's resources had been seriously depleted. It was my personal 
opinion that the Board should refrain from any statement to this effect 
at present. I thought that if the Board began at this early date to 
have to explain its position and give assurances as to its resources, 
this would be an endless embarrassment rather than strengthen the 
Board. I advised calmness, pointing out that a black market was to 
be expected, and that the first few weeks of the Board’s opera- 
tions were bound to be hectic. 1 felt that instead of giving out state- 
ments or altering the whole policy trend, it might be advisable to 
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take a bolder attitude toward the Shanghai market, particularly 
through meeting at once pre-zero commitments still outstanding. I 
thought that it would be necessary eventually to clear up these com- 
mitments and I felt it preferable to do so at once, thus showing a 
generous and courageous attitude on the part of the Board rather than 
to permit the necessity continually to develop for the importers to go 
into the black market for their exchange. Sir Otto suggested the 
idea that when he and I went to Chungking within the next couple of 
days, we might, at a press interview, indicate that the Board had 
ample funds. This idea was agreed upon by the Board and we 
left with the understanding that no exceptional steps would be taken 
other than that of looking at once into the pre-zero commitment 
situation. 

It had been the original intention for Messrs. Fox and Hall-Patch, 
and possibly the Chinese Chairman of the Board, to go to Chungking 
simultaneously with Messrs. Niemeyer, Baxter and myself, so that 
the three members of the Board could talk directly with the Minister 
of Finance and his assistants with respect to the plan which we had 
drawn up. Considering the Shanghai panic, it was at the last moment 
decided that the two British visitors and I should proceed alone, to be 
followed two days later by Messrs. Fox and Hall-Patch. Chairman 
Chen, himself, did not feel that he ought to leave Hong Kong in any 
circumstances at such a critical time. 

On the evening of October 15 Mr. Baxter entertained Sir Otto and 
myself at dinner at the Penninsula Hotel. At 3:30 a.m. on the morn- 
ing of October 16 we left the hotel for the Kowloon flying field, whence 
our plane departed for Chungking at 4:00 a.m., and there arrived at 
8:00a.m. I was met at the air field in the Yangtze River by a group 
of prominent Chinese, whose names are given in the attached Reuter’s 
announcement. Mr. Y. P. Wang was detailed to be with me during 
my stay in Chungking and, together with Messrs. Adler and Kwok, 
accompanied me to the T. V. Soong house which I was to occupy in the 
temporary absence of the American Political Adviser, Mr. Lattimore. 
My friends remained to breakfast with me. After breakfast Messrs. 
Adler and Wang accompanied me to the American Embassy where I 
called alone on Ambassador Gauss. I explained fully the circum- 
stances which had ‘brought me to China and reviewed developments at 
Hong Kong. I emphasized my desire to keep the Ambassador in- 
formed as to my movements while in China, and I discussed all of my 
problems frankly with him. The Ambassador, in turn, gave me the 
benefit of his opinions with respect to the functioning of the Stabiliza- 
tion Board and Freezing Control. I also met Messrs. Vincent, Drum- 
right and Hart. The three of us returned to lunch at my house. 

[n the afternoon I went with the British representatives to call on 
Minister of Finance Kung, who gave a formal tea for us. The British 
Ambassador was there and accompanied the three of us to pay a call 
on the Minister of Foreign Affairs. Messrs. Niemeyer, Baxter, Adler 
and myself dined that evening, as guests of Vice Minister of Finance 
Y. C. Koo, and O. K. Yui, at the residence of the former. Various 
members of the Cabinet, some of whom had attended the Kung tea 
earlier in the day, were present. 

At 10:00 o’clock on October 17 Sir Otto Niemeyer and I received 
the press at his residence. There were about forty journalists present. 
The interview went smoothly enough and was accurately reported in 
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the press. There is attached hereto a copy of the press story of this 
conference. 

At 3:00 p.m. Messrs. Niemeyer, Baxter and I called on the National 
Resources Commission, where we were received by Mr. C. C. Chien. 
This officer explained that his Commission was in charge of such prod- 
ucts as tin, tungsten and antimony, including their sale and distribu- 
tion, as well as their production. He hoped to increase the output of 
tin through the improved machinery for which a part of the loan ob- 
tained by Mr. IX. P. Chen in the United States had been allocated. He 
explained to me that coal in ample quantities was available near 
Chungking, but that there was great opportunity to develop hydro- 
electric power in that part of China. The Minister of Economics was 
absent from Chungking during our visit. 

With my British friends, I called at 3:30 p.m. on the Minister of 
Communications, Mr. C. N. Chang. This official explained to us that 
since July 1940, the highways of China, including particularly the 
Burma Road, had been turned over to the military authorities, not 
only for maintenance but also for construction. His office retained 
control of the railways which are still functioning, as well as various 
other means of communication aside from the highways. This Min- 
ister refuted the oft-advanced argument that China's rise in prices 
results chiefly from transportation difficulties. This official pointed 
out that the price of rice has gone up sharply at centers only a few 
miles removed from the producing farms, and where the element of 
transportation is of little consequence. In discussing transportation 
problems, he made the point that trucks had been introduced into parts 
of China where they had been found uneconomical. With human 
Jabor so cheap, it has been found more economical to carry burdens 
on the shoulders of coolies, or to push them in wheelbarrows, than to 
carry them in trucks where hauls are not excessively long and where 
the topography of the land makes road building and maintenance ex- 
pensive and consumption of scarce gasoline costly. The Minister ad- 
‘vocates a compromise between automotive and human transportation, 
consisting of a wheelbarrow with pneumatic wheel which could be 
pushed by a coolie and could carry a load three times that of which 
he can take on his back. The coolie load in this part of China ranges 
from eighty to one hundred pounds, while the wheelbarrow could take 
from two hundred fifty to three hundred pounds. 

At4:00 p.m. we called on the Minister of Food, Mr. Hsu Kan. This 
official, who came of coolie stock, impressed me as being one of the 
strongest members of the group whom I met in Chungking. He spoke 
no English but was especially alert and intelligent. He explained to 
us the difficulties of taxing farmers, of assembling farm produce, and 
of rationing the same. He said that many of China's soldiers had 
been recruited from the farms, and with five million under arms this 
drain had been considerable. No workers had been taken from the 
shops and mines to go into the Army because of the importance of in- 
dustrial effort to the Chinese military cause. The Chinese farmers 
have been slow to be convinced that they should account to the State 
for their entire production of rice. A census has been taken in many 
areas, but when the census takers become very precise and exacting, 
the acreage and production reports diminish rather than increase. 
There is definitely a tendency on the part of rice farmers to hoard 
for their own possible needs and for price gains when strict Govern- 
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ment control is threatened. Under a new system taxes on farms are 
now being paid in kind. The rice so obtained is used primarily to pro- 
vide the principal part of the ration for soldiers, which amounts to 
around two pounds per soldier per day. This rice is provided free, 
together with one or two other of the staple elements in the daily ra- 
tion. The soldier must pay out of his small salary for any other food- 
stuffs. Of the remaining rice acquired through taxation in kind, a 
part is sold to Governmental employes. The price therefor is fixed 
at present around $80.00 n picul, while the current market price in 
Chungking was, on the day of our interview, approximately $240.00 
per picul. The Government permits the purchase of only a fixed 
amount of such official rice least its own civil servants be tempted to 
hoard or profiteer. 

At 7:00 p.m. on October 17 I had as my guests at the house Miss 
Annalee Whitmore of the United China Relief, Mr. Leland Stowe of 
the Chicago Daily News, Mr. Harrison Forman of the National Broad- 
casting Company, and Mr. William J. Dunn of the Columbia Broad- 
casting System, Inc. Three of these had attended the press confer- 
ence earlier in the day as American representatives, and Mr. Leland 
Stowe, an old friend from Paris, had reached Chungking later in the 
day. Mr. Wang wasalso present for the dinner. 

At 9:30 a.m. on October 18 Mr. Y. C. Koo, Vice Minister of Finance, 
and Mr. K. K. Kwok, Acting Director of the Banking Department of 
the Central Bank of China, called on me at my home. They had be- 
fore them the Hong Kong plan which had been submitted by Chair- 
man Chen to Dr. Kung. After a detailed discussion of this document 
they gave me their provisional approval, subject to final word by Fi- 
nance Minister Kung. 

At 11:00 o’clock I called alone on the Secretary General of the Ex- 
ecutive Yuan, Mr. T. F. Chiang. This official also talked to me on the 
subject of transportation and human labor versus mechanical trans- 
portation. He was particularly anxious to obtain the cooperation of 
the various departments of the Government toward economy and 
improved economic processes. He said that he constantly met with 
political difficulties when endeavoring to effect economies, just as he 
imagined Government officials in other countries experience. He said 
everyone would agree to economize until it became a question of his 
own immediate department. 

Messrs. Fox and Hall-Patch arrived during the morning and were 
among the guests whom Dr. Kung, Minister of Finance, entertained 
at his home at a formal luncheon at 1:00 p.m. The other guests were 
Sir Otto Niemeyer, Mr. Baxter, Mr. Y. C. Koo, Mr. O. K. Yui, Mr. 
K. K. Kwok, Mr. Adler, Mr. T. C. Kou, the Chinese Foreign Minister, 
Mr. S. C. Wang, Minister of Information, General T. C. Wu, General 
Secretary of the National Party, Mr. Hsu Kan, Minister of Food, Mr. 
Hollington Tung, Vice-Minister of Information, Mr. Chen Shien, 
Deputy Governor of the Central Bank of China, and the British and 
American Ambassadors. 

At 4:00 p.m. I called with Messrs. Niemeyer and Hall-Patch upon 
the Minister of Information, Mr. S.C. Wang. At 8:00 o’clock I dined 
with Messrs. Niemeyer, Hall-Patch and Baxter at their house. 

Early on the morning of October 19, Vice Minister of Finance Yui 
telephoned that the Generalissimo would be back in town shortly and 
hoped that I could arrange to remain in Chungking long enough to 


MORGENTHAU DIARY 517 


be received by him. I regretted that my schedule necessitated my de- 
parture on the morning of October 21, and indicated my appreciation 
of the courtesy of the Generalissimo in offering to receive me. 
stated that I hoped that I might be able to return to Chungking later 
and have the honored privilege of meeting him. 

At 12:00 o’clock Y. C. Koo and K. K. Kwok called for me and ac- 
companied me by motor car to the country home of the Minister of 
Finance where we were Dr. Kung’s only guests. Following the lunch- 
eon Dr. Kung took me to his study where we talked alone for an hour. 
He asked me to thank the officials of my Government, and particularly 
the Secretary of the Treasury, for the assistance which they have been 
giving and are continuing to give China. He recalled that Secretary 
Morgenthau was the member of our Government who had first real- 
ized the real situation in China and had appreciated the need for Am- 
erican assistance and the opportunity for cooperation between our two 
countries. Dr. Kung was quite touched by the fact that such cooper- 
ation has now developed to a point where 1t is very material and very 
effective. He thanked me personally for coming out to China in spite 
of the business which he understood occupied all of us currently in 
the Treasury at Washington. He hoped that the visit of Sir Otto 
Niemeyer and myself might aid in the solving of China’s economic 
and financial problems. I told the Minister that I was out only for 
a brief visit but that Mr. Fox would remain on and that he really 
was the economist to whom the Chinese should look as the American 
Adviser. I added that Mr. Fox had the assistance of Mr. Adler in 
economic research, of Mr. Taylor and Mr. Frese on the Stabilization 
Board at Hong Kong, and that we gladly would send out further per- 
sonnel if additional American assistance might be required. 

At this point Dr. Kung specifically outlined assistance which he 
said would be most appreciated, if we could provide it. He referred 
to the request which he had recently made formally through the 
Chinese Embassy in Washington, after taking up the matter in- 
formally with Mr. Fox, to the end that an expert on our Federal 
Reserve system be sent to China to study and improve the Central 
Bank of China. I was familiar with this request and understood that 
it would be discussed by the Treasury Department with the Chair- 
man of the Board of Governors of the Federal Reserve system. Dr. 
Kung stated that a reply had been received that the matter was being 
considered. Dr. Kung hoped that someone would come out who could 
remain as long as three years. In answer to my question as to whether 
such an expert should come out on loan from our Federal Reserve 
system or actually in the employ of the Centra] Bank of China, the 
Minister of Finance said that either plan would be agreeable to him. 
To supplement this sending of a Federal Reserve expert to China, 
Dr. Kung hoped that we would approve the idea of his sending three 
apprentices to our country who could spend some time studying the 
Federal Reserve Bank of New York, the Board’s business in Wash- 
ington, and also the Treasury’s system of Foreign Funds Control. I 
told Dr. Kung that I was confident arrangements could be made for 
this mission and that I would definitely look into the matter upon 
my return. I added that certain Central bankers, including Argen- 
tina, have from time to time had apprentices on detail with the Fed- 
eral Reserve Bank at New York, and had on a reciprocal basis sent 
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their own men to spend time in foreign Central Banks. I assured 
the Minister that we could also give his young men the benefit of 
knowledge of our system of Foreign Funds Control which might be 
quite useful when they returned to China and assist in Chinese Stabi- 
lization and Exchange Control. As a third point, Dr. Kung men- 
tioned that he had asked Mr. Fox to serve as his Honorary Adviser 
on taxation and had put this matter up officially through the Chinese 
Embassy at Washington. He had not, as yet, received a definite 
reply in the premises. I pointed out to Dr. Kung that Mr. Fox had 
been the American nominee to the Stabilization Board and that we 
also looked to him to conduct any economic research which might be 
desired. I asked Dr. Kung whether in addition to these two tasks 
he thought Mr. Fox would be in a position to serve also as Honorary 
Adviser on taxation. He replied in the affirmative. The Minister 
then came to the point of the plan which had been submitted to him 
by Chairman Chen of the Stabilization Board. He was most ap- 
preciative of the American desire to lend its Foreign Fund Control 
system to effective cooperation with the Chinese Stabilization Board. 
He was confident that good results could be obtained by this method, 
together with coordinated control by the British and Dutch, and he 
thanked me warmly for my efforts in this direction. He questioned 
no part of the plan except that which would remove certain restric- 
tions upon Japanese remittances. To these he pointed out certain 
objections which I immediately recognized. I told him that in view 
of these points, we would gladly alter the plan. Before leaving Kung, 
we had a brief general discussion of the war and particularly of the 
Russo-German situation. I have known Dr. Kung from earlier meet- 
ings in Paris and Brussels. I found him less vigorous then when I 
had met him six or seven years ago. At the same time he is still a 
man in his fifties with an especially alert and inquisitive mind. He 
definitely stood out head and shoulders above the other Government 
officials whom I met at Chungking, many of whom are fairly recent 
graduates from Columbia, Cornell, Pennsylvania, and other Ameri- 
can universities, or the London School of Economics. While all of 
these men impress me as honorable and serious public servants, I 
confess that most of them were lacking in actual experience and 
mature judgment. They are working under great hardships, receiv- 
Ing meager pay, and definitely sacrificing their own interests for the 
benefit of their Government. I had heard many stories of the selfish 
interests of Dr. Kung and his relatives and friends in the Generalis- 
simo’s Government. I have not attempted to fathom these stories. 
I can only say that the men who surround him gave to me evidence of 
devotion to the cause of free China. They are definitely limited in 
experience and wisdom and need strong advice from outside sources. 
Their present attitude is certainly one of receptiveness towards as- 
sistance and advice from the United States. 

Messrs. Koo and Kwok accompanied me to my home where we were 
joined at 5:00 p.m. by the political Vice Minister of Finance, Mr. Yui, 
and Mr. Fox. Mr. Yui read to us the draft of a letter which had been 
prepared for Dr. Kung’s signature acknowledging the communica- 
tion from Chairman Chen which submitted the Board’s Hong Kong 
plan. In this draft there were certain phrases which I thought should 
be changed. particularly one which provided that the Board should 
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obtain remittance proceeds from the Central Bank of China upon 
the Board’s request. I pointed out that foreign exchange remittances 
constituted an essential element for the replenishment of the Board’s 
foreign exchange resources, and that such funds should be definitely 
guaranteed to the Board without there being any need for making 
requests which might possibly be denied, if the Government’s need for 
foreign exchange might for the moment appear more urgent than 
that of the Board. After some argument this phrase was changed to 
meet my point. 1 also recommended that a final paragraph be added 
to the effect that a copy of the communication was being handed to 
me for transmittal to my Government. It was agreed that Mr. Yui 
should resubmit the communication to Minister Kung the following 
morning, and that I should receive a copy of the signed document 
between 9 :00 and 10:00 o’clock. 

On the evening of October 19 I dined at the British Embassy as the 
guest of Sir Archibald Clark-Kerr, together with Messrs. Niemeyer, 
Baxter, Hall-Pateh and Fox. 

Mr. C. C. Chien of the National Resources Commission called on me 
at 10:00 a.m., October 20, returning my visit. At the same time Mr. 
Yui telephoned to let me know that he had received a second message 
from Generalissimo Chiang Kai-shek urging me to stay over in Chung- 
king until he returned. Shortly after 10:00 o’clock Mr. Wang brought 
was to follow two days later with Mr. Hall-Patch and Vice Minister 
Kung. It was in the identical phrases which we had decided upon 
the preceding evening. Accompanied by Mr. Wang, I went at 11:00 
o'clock to the United States Embassy and dictated a cablegram to the 
Department of State, a copy whereof is attached. It will be noted 
that this incorporates the letter from Dr. Kung to Mr. K. P. Chen. 
I showed this message to Ambassador Gauss and gave him the back- 
ground pertinent thereto beforo filing it. Mr. Gauss had Mr. Wang 
and myself stay for lunch at the Embassy residence, along with Major 
McHugh and Mr. Vincent. At 4:00 p.m. Mr. Fox conferred with me 
at my home and we discussed our program for the next few days. I 
was to leave for Hong Kong the following morning, while Mr. Fox 
was to follow two days later with Mr. Hall-Patch and Vice Minister 
of Finance Koo, upon whom we had impressed the necessity of going 
to Hong Kong at once and negotiate directly with the Hong Kong au- 
thorities toward an amelioration of the exchange situation in that 
city. We had pointed out that the new American cooperation could 
not be effective so long as current foreign exchange leakage continued 
through Hong Kong. At 7:00 p.m. Vice Minister of Finance Y. C. 
Koo came to my home, accompanied by his daughter, Anna, who ex- 
pects to go to the United States within the next few months to con- 
tinue her studies in music. Mr. Koo wanted me to my country (as 
per copy). Messrs. Fox and Wang also remained for dinner. 

At 6:00 a.m. on the morning of October 21 Mr. Wang and I left for 
the airport. At 7:30 we were informed that the plane for Hong Kong 
would not depart until 1:00 p.m. We consequently returned to our 
house at 8:00 o'clock. The private secretary to Dr. Kung lunched 
with us and accompanied us back to the airport at 1:00 p.m. The 
plane actually left at 3:00 p.m. While at the airport earlier in the 
morning I had visited with Mr. Taylor, the American alternate on 
the Stabilization Board, who was proceeding to Kunming at. the 


520 MORGENTHAU DIARY 


Board’s request to act as one of its two representatives in that city for 
the present. 

I arrived in Hong Kong at 9:00 p.m. where I was met by General 
Secretary Chi of the Stabilization Board. He told me that a cable- 
gram from the Treasury Department for Mr. Fox had been received 
by Consul General Southard that afternoon and had been repeated 
to Mr. Fox at Chungking. At 9:30 I telephoned Consul General 
Southard and he had Mr. Bruins, who is responsible for this work, 
telephone me directly. It was agreed that Mr. Bruins would bring 
to me the following morning a copy of the true reading of this mes- 
sage. I dined alone at the hotel after arranging with Mr. Kenneth 
Wong of the Treasury office for my departure the next morning, and 
after telephoning Mr. K. P. Chen, who had asked Mr. Wong to have 
me get in touch with him, Mr, K. P. Chen breakfasted with me on 
October 22. He talked frankly with me in regard to the problems 
facing the Stabilization Board and again indicated his desire to 
withdraw from the Board as early as possible. I told him that we 
had made real progress at Chungking and I handed him the original 
of the letter from Dr. Kung, which had been entrusted to me for safe 
delivery. I especially emphasized to Mr. Chen the step which was to 
be taken to add Chinese commercial banks to the list of those gener- 
ally licensed. Mr. Chen said there had been complaints because he 
had been too polite and gentle as a Chairman. 1 told him that this 
was absolutely wrong and that 1 especially appreciated the need of 
a Chairman of such an international group as he was heading being 
possessed of endless patience and superlative politeness. J thought 
that the Chairman must necessarily be a conciliator, and I reminded 
Mr. Chen that the first and only condition which Secretary Morgen- 
thau had interposed when a stabilization agreement in China was 
contemplated was that he, K. P. Chen, the Secretary’s original Chinese 
friend, should be the Chairman of the Board. I told Mr. Chen that 
the Secretary would be greviously disappointed if the Board should 
lose his services. 1 told him that 1 realized there was a need for 
greater harmony and strength within the Board's organization and 
that upon my return to the United States 1 would endeavor on my 
part to arrange for the sending out of such additional American ex- 
perts and assistants as may be required to improve the functioning 
of the Board. Furthermore, I agreed not to approve the return of 
Mr. Frese to the United States until a competent successor could ar- 
rive to take over his duties. 

Mr. Bruins brought to me at 9:00 o’clock that part of the message 
to Mr. Fox from the Treasury which has so far been received by the 
Consulate General. A copy of this message is attached. I told Mr. 
Bruins that it required no action on my part and thanked him for his 
help. Shortly after this Consul General Southard telephoned me to 
see that I had received the message. I asked that when the remainder 
of the message was received, Mr, Southard should request Mr. Fox’s 
approval to transmit it on to me in code through the Consulate Gen- 
eral at Shanghai. Accompanied by Mr. Chen and Mr. Wang, I went 
to the pier at 9:45. Mr. Wang and Mr. Frese accompanied me on 
board the SS “Ming Sang”. Shortly after 12:00 o’clock the “Ming 

Sang” departed for Shanghai where I arrived at 4:00 p.m., Saturday, 
October 25, and was met by Consul General Lockhart and Mr. Nichol- 


son of the Treasury. 
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Messrs. Lockhart and Nicholson accompanied me to the Metropole 
Hotel where a suite had been reserved for me by Mr. Nicholson. Later 
in the evening 1 called at the Consulate General where Mr. Lockhart 
handed me the final part of the cablegram sent by the Treasury De- 
partment to Mr. Fox at Hong Kong, which had not arrived at that 
port when I left. There is attached a copy of these final sections of 
the message under reference. In the Consul General’s office I also was 
greeted by Consul Horace Smith. For dinner 1 was entertained by 
Mr. Nicholson at his home. Messrs. Smith of the Consulate General 
and Mackay of the National City Bank were the other guests. 

On Sunday morning, October 26, I breakfasted with Mr. Nichol- 
son. Mr. Smith came in during breakfast. At 11:30 a.m. I called on 
Consul General Lockhart, and Mr. Smith and I accompanied him to 
the Cathay Hotel for luncheon. In the afternoon the Consul General 
took the two of us to the Columbia Country Club. In the evening I 
was Mr. Smith’s dinner guest at the French Club. Messrs. Groves 
and Calder were the other guests. 

I visited and saw part of the city on the morning of October 27 
with Mr. Nicholson, calling later on Consul General Lockhart at 
12:00 noon. Mr, Lockhart went along to the American Club where 
the directors of the American Chamber of Commerce, Shanghai, were 
having a regular meeting, and where Messrs. Nicholson, Smith and I 
were guests. There is attached a sheet showing those who attended the 
luncheon. On this occasion Messrs. Crowe and Smith, who had repre- 
sented the American automotive dealers in Shanghai, recounted their 
trip to Hong Kong to take up with the Stabilization Board of China 
the question of allotments of foreign exchange for their business. 
These men gave a very fair report of their consultations with the 
Board. They were convinced that there was no desire on the part of 
any member of the Board to cut Shanghai off. There was, on the other 
hand, a sincere desire to study Shanghai’s actual business and eco- 
nomic needs and to try to meet the situation as it exists. I spoke a few 
words with respect to the purpose of my trip to China and emphasized 
my interest in helping China succeed with her plans, as well as to look 
out for the rights of American business enterprises in this area. I em- 
phasized that no one should expect profits out here in these times, but 
that we did hope the American concerns would be able to maintain 
their foothold. When one of the officers expressed his unhappiness 
over the possible uncertain life of the Stabilization Board of China, 
I pointed out that the Stabilization agreements between the United 
States and Great Britain on one part, and China on the other, defi- 
nitely called for the setting up of such a Board as is at present con- 
stituted, and I saw no probability of the Board’s being discontinued 
during the life of the agreements. I admitted that the Board needed 
improved technical personnel and management, as well as more space. 
I let the directors know that Sir Otto Niemeyer and I had discussed 
the question of space while in Hong Kong and that it appeared likely 
that the British authorities in Hong Kong would shortly arrange for 
better housing for the Board. As to personnel, it was my definite plan 
to send out two or more Americans from the United States shortly 
after I returned to assist in the technical and office management end. 
I told the group that any stabilization effort out here was necessarily 
difficult; that we anticipated spending some money in this area: but 
that we were out to help China and intended to do so. 
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At 3:15 p.m. on October 27 I called on Mr. Schumacher, Resident 
Manager of the Chase Bank. I had met Mr. Schumacher in Wash- 
ington some months ago when he was on leave of absence, and before 
our freezing and stabilization controls had become really effective in 
China. Mr. Schumacher was rather pessimistic in discussing present 
operations and prospects of the Stabilization Board of China. He 
advocated a reduction in the value of the officially quoted fapi. He 
also thought the Board should have permitted him to enter the 
market some days ago and sell a few hundred thousand dollars worth 
of United States banknotes when the demand therefor sharply rose. 
He was of the impression that the market had really been thin at 
that time and could have been satisfied with a fair amount of Ameri- 
can paper currency. He is not so sure now that a comparatively small 
amount would settle the market. Mr. Schumacher took me through 
his vaults and showed me the extent to which they are crowded with 
containers of fapi purchased by the bank operating under instructions 
from the Stabilization Board of China. Some of these boxes were 
Japanese munition crates. I examined a few boxes. The notes were 
of five and ten dollar denomination. In this connection it was ex- 
plained to me by Mr. Schumacher and others that the Nanking Gov- 
ernment, under Japanese influence, have recently succeeded in intro- 
ducing their Central Reserve bank notes into circulation in Shanghai. 
There had originally been a dearth of small change notes of the Cen- 
tral Bank of China. Consequently, the Nanking Government has 
forced in its own notes for this purpose and now has replaced Chung- 
king’s dollar notes to a small extent. It is feared that the tendency 
will be gradually to replace the dollar notes, and then to attack the 
five and ten dollar denominations. Everyone agreed that there is 
ample currency in circulation in this area, and almost everyone 
favored some move toward retiring or limiting the circulation. Mr. 
Schumacher thought that there would never be any occasion to put 
back into circulation the fapi notes now held in his vaults. Mr. Schu- 
macher promised to give me a memorandum of his observations, for 
my own personal and confidential use. A copy thereof is attached. 
In connection with the storage of fapi, I learned that the National 
City and Chase Banks had raised the question of renting vault space 
of the Bank of China, a massive structure which has not yet been 
occupied in this city. Consul General Lockhart had submitted a 
recommendation to the Department of State opposing this measure 
since he thought it might involve our Government in considerable 
difficulty if we undertook to put our flag and protection over this 
building which has been and still is the subject of bitter controversy 
between the various Governments concerned. Mr. Lockhart told me 
that Ambassador Gauss had supported his recommendation. 1 had 
also learned this from Ambassador Gauss while I was in Chungking. 
It is my belief that the Stabilization Board of China should arrange 
with the Minister of Finance to permit the destruction of the fapi 
notes stored in the National City and Chase Banks, such burning to 
take place under Government supervision, and the Central Bank giv- 
ing due credit on its books for the notes so destroyed. ‘ 

On the evening of October 27 I accompanied Mr, Smith to a meet- 
ing of an economic club to which he belongs, and over which he pre- 
sides. This club held its meeting at a dinner in the American Club. 
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There is attached a memorandum by Mr. Smith giving the high lights 
of the discussion. I entered the meeting with the understanding 
that I would have positively nothing to say, either voluntarily or 
In answer to any questions. No points came out in this forum other 
than those which are discussed elsewhere in this memorandum. A 
French Jesuit Priest did repeat some gossip with respect to Mr. 
Currie having tried to urge Finance Anionic replacement by 
Mr. K. P. Chen. This good Father thought the effort failed through 
Madame Chiang Kai-shek having failed to interpret honestly to 
the Generalissimo what Mr. Currie was saying. 

At 10:00 a.m. on Tuesday, October 28, I received two Assistant 
General Managers with the Central Bank of China in Shanghai, 
Messrs. S. T. Huang and Mr. Ta Li. These gentlemen impressed 
upon me the difficulties under which their institution is operating in 
Shanghai at present. The Japanese are constantly bringing pressure 
upon them and particularly trying to force their currency into this 
market and to depress the Chinese National Yuan. I was informed 
that it is the Central Bank at Nanking which is active in bidding 
up the gold bars on this market. This policy continued, with rapid 
advances therein, until October 31 when it was reported that the pup- 
pet Government at Nanking had given instructions to close this gold 
bar market since trading thereon was having such a deleterious effect 
upon the price situation. While gold bars and American bank notes 
have been really small in actual volume, there has been manifest a 
marked tendency to measure the value of the fapi against these two 
standards of value. As the fapi has thus declined in exchange value, 
prices have soared in Shanghai, and while I am dictating this note, 
on October 31, there is really a runaway market with a tremendous 
loss of confidence in the fapi. People have been buying any com- 
modity in which they could invest, preferring to get rid of their 
Chungking currency even though they knew the price they were pay- 
ing was high. They figure on a still further price rise with a con- 
tinuing deterioration in the currency, and hope to make either a profit 
or have something on hand in return for their fapi. The two repre- 
sentatives of the Central Bank of China hoped that some measure 
could be taken to restrict the circulation of the Chungking currency. 
They thought the banks might agree to locking up a certain part of 
that coming into their possession. They were strongly against any 
lowering of the official exchange rate for fapi, as established by the 
Stabilization Board of China, at this time. Whether the original rate 
might have been correct or not, they believe that a permitted decline 
in the official rate now in this nervous period would lead to a complete 
lack of confidence in and collapse of the Chinese National Yuan. 

At 11:00 o’clock on Tuesday, October 28, I met in the Consul Gen- 
eral’s room, with him present, the Chairman of the Municipal Council 
of Shanghai, Mr. John Liddell, and the Secretary, Mr. Phillips. 
These two gentlemen outlined to me the problem they have in obtain- 
ing flour particularly and also other necessary commodities for Shang- 
hai. During recent months the Municipal Council has taken over the 
purchase of important quantities of rice from Hong Kong, originally 
imported there from Burma, and have distributed this rice in the 
Shanghai Settlement at a reasonable price, irrespective of the rise in 
the rice sold outside this official system. It has been necessary to ra- 
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tion such official rice, but the price has been maintained at a reason- 
able level and the system promises to continue to function. The 
Municipal Council hopes to inaugurate a somewhat similar system for 
flour. They have failed so far, however, to obtain a permit from the 
Stabilization Board to obtain dollars to pay for such flour since there 
is a large quantity of flour already on hand in Shanghai. These ofli- 
cials pointed out that they have no control over this flour now here, 
and the Japanese have definitely made the threat that if exports there- 
from to northern China should be blocked, Japan would not let Shang- 
hai obtain its necessary coal from that area. The Municipal Council 
would like, therefore, to start acquiring new flour or wheat and 
handle it in the same fashion as rice, irrespective of the stock of flour 
already existing, but outside of their control. They feel that it would 
materially strengthen their hand if the Board could help them in 
this fashion, and that the municipality would greatly benefit as a 
result. They say that only a few imported foodstuffs are essential to 
Chinese life, nemel, rice, flour, sugar, and vegetable oils, and they 
hope gradually to be instrumental in handling all of these com- 
modities. I admitted a sympathy with their desire to cooperate with 
the Board in checking the rise of prices for essential commodities, 
and I recommended that they go personally, or send representatives 
to Hong Kong, to consult with the Board again on this general prob- 
lem. Consequently, it was decided that Messrs. Liddell and McMullen 
should proceed to Hong Kong on Sunday, November 2nd. On Tues- 
day noon I lunched with Mr. Nicholson. Mr. Mackay was also present. 
We witnessed a tremendous fire in Shanghai’s business district in 
which a warehouse containing large supplies of matches, candles, ete., 
was destroyed. I accompanied Mr. Mackay to his bank and met his 
several officers. We then continued a discussion which we had had on 
two earlier occasions in Shanghai as to the local situation. Mr. 
Mackay gave me a copy of his letter of October 14 to Mr. Hart, as 
well as certain memoranda with respect to my visit, copies whereof are 
attached. Mr. Mackay feels definitely that the Board must obtain 
the cooperation of the foreign banks in Shanghai and feels that this 
can best be achieved through placing confidence in the banks and de- 
pending upon them to follow the mandates of the Board to the best 
of their understanding. He feels that a mistake was made in so 
cautiously guarding the exchange of the Board at its beginning, and 
regrets that there has been such a delay in taking care of pre-zero 
commitments. He thinks the Board must definitely follow a bold 
policy. On Tuesday evening Mr. Nicholson dined with me at my 
hotel and we later went to a cinema. 

At 9:45 on Wednesday, October 29, I received at my hotel Mr. 
Alfred T. H. Shao, Sub-Manager of the Bank of China. This gentle- 
man is known as the representative temporarily in Shanghai for Mr. 
Tsu Yee Pei. Mr. Shao advanced the idea that the provision of ex- 
port control should be divorced from that of stabilization control. 
He thought Shanghai’s imports should thus be regulated by the export 
controls of the United States, Great Britain and other free countries, 
and that a moderate amount of foreign exchange might be placed 
on the Shanghai market by the Board under a system quite different 
from that now obtaining. He recommended, further, that to feed 
the exchange market in Shanghai, dollar accounts of Chinese in the 
United States be unfrozen. He remarked that freezing and foreign 


MORGENTHAU DIARY 525 


exchange control prevented any repatriation of Chinese funds abroad 
and led to a scarcity of foreign exchange which is depressing the Yuan 
and raising prices. He promised to give me a memorandum upon 
this subject. 

At 10:30 I received at the Consulate General Mr. Henningsen, a 
prominent American produce dealer in Shanghai. Particularly in 
connection with his ice cream business, which practically monopolizes 
the Shanghai market, he desires foreign exchange for the importation 
of paper containers, coloring and flavoring matters, etc. I could only 
recommend that he keep in touch with the Board at Hong Kong. 

At 11:00 o’clock I received in the Consulate General Mr. William 
Schilling, Commercial Attaché for Switzerland. This gentleman 
thought that I was here as representative of the Stabilization Board 
and he had specific questions as to whether exchange would be given 
for dollars to cover imports of Swiss dyestuffs and pharmaceuticals 
which are importantly required in the textile and drug trades of this 
city. I had a considerable discussion with Mr. Schilling but told him 
that any decision would have to come from the Stabilization Board at 
Hong Kong. 

At 11:30 My. P. M. Anderson, General Agent for China of the Occi- 
dental Life Insurance Company, called on me at the Consulate Gen- 
eral. He talked at length on his problems here and later gave me a 
memorandum setting them out, a copy whereof is attached. 

At noon Consul Smith lunched with me at my hotel. At 3:00 p.m. 
T received Mr. Pierre Dupuy, a Director of Hongay Sales, Ltd., which 
sells French Indo-China coal. There is attached a memorandum 
which he left with me. 

At 3:45 I received Mr. Paul Stanley Hopkins who left with me the 
attached booklet on the Shanghai Power Company. On Wednesday 
evening I dined at the home of Mr. Horace Smith, together with 
Messrs. Stanton, Calder, Dawson, Berger and Hall. 

At 10:00 a.m. on Thursday, October 30, I received the President 
of the British Chamber of Commerce at my hotel. He talked to me 
at some length about the food and labor situation and his desire to 
help perpetuate the foreign interests long established in Shanghai. 
When I mentioned the efforts of the Municipal Council toward con- 
trolling foodstuffs, such as rice, he said that this was, of course, a 
move in the right direction. He emphasized, however, the futility of 
solving the problem by merely stabilizing food prices, if the Board 
did not permit foreign exchange to enable manufacturers to carry on 
tho business which gives employment to Shanghai's population. He 
referred particularly to the textile trade. He was quite disappointed 
that the Board had taken the decision which it had in refusing permits 
for exchange to import raw cotton. He is convinced that Japan 
will not permit the export of cotton goods until some assurance is 
obtained from the Board in the direction of letting in raw cotton. 
It will be recalled that the cotton people were in Hong Kong some 
weeks ago discussing their problem with the Board. There was some 
leakage of information to Shanghai to the effect that the Board might 
refuse to give exchange, considering the stocks of cotton already on 
hand. When the Japanese got this information, they immediately 
put their embargo on the export of manufactured cotton goods and 
yarn from Shanghai. The decision of the Stabilization Board was 
then made to the effect that no imports of cotton would be permitted 
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so long as Japan refused to permit exports of manufactured cotton 
goods, 

° At 11:00 o'clock I received at my hotel the British Consul General, 
Mr. Anthony H. George. He went over some of the ground covered 
by my preceding visitor. He stressed, however, international political 
factors. Through many years service in China and specializing in 
the commercial field, he had come to appreciate the importance of 
maintaining British and American interests here. Me feels that a 
continuation of the deteriorating economic situation will favor 
Japanese intrusion into the Settlement, and he is convinced that once 
the Japanese come in definitely and the Chinese population is alienated 
from Chungking, a resumption of the old situation will be most 
difficult. 

At noon on Thursday, October 30, I attended a luncheon at the Ro- 
tary Bluc [sic] where Consul Horace Smith was the speaker. In the 
evening Commercial Attaché Groves gave a dinner at the Park Hotel. 
Among the guests were Messrs. Smith, Calder, Mackay, Schumacher, 
Tsang, and five Chinese bankers and business men. Two of the latter 
have received word from the Stabilization Board that their banks 
would be added to the list of cooperating banks, if the Government 
at Washington approves. J admitted that there was some move on 
foot in this direction and emphasized that my Government had only 
been awaiting Chinese official recommendation for the inclusion of 
Chinese commercial banks on our list. 

At 9:45 on Friday, October 31, I received Mr. Ping Yuan Tang, 
representing the Chinese cotton mills. He went over the same ground 
of wanting cotton in to keep mills going and prices down. He says 
that he is sure the Japanese will not raise their embargo on exports 
until they know that manufacturers are going to receive funds for 
raw cotton through the Board. He realizes the delicacy of this situa- 
tion but hopes the Board will resolve it shortly. 

At 10:15 I received the Chilean Charge d’Affaires and Consul 
General, Dr. Juan Marin. He wanted me to arrange for him to 
receive United States dollar currency from the National City Bank 
for the $400.00 check which he is now receiving monthly, following 
an unfreezing of this amount by our Treasury. He had taken this 
matter up with the Board at Hong Kong and had been told that this 
was a matter for the United States Treasury. I told him, in turn, 
that he was free to inquire of the American Treasury through his 
Ambassador in Washington. I showed him, however, an exchange 
slip indicating that on the preceding day I had sold two official 
American checks to the National City at the established rate of ex- 
change and had not gone through United States currency with which 
a rate almost 100 percent higher could have been obtained on the 
black market here. 

The French Consul General, Mr. de Margerie, called at 11:00 
o’clock, accompanied by Mr. Louis des Courtils, the Secretary of the 
French Concession body. The latter was particularly interested in 

the Board providing around $20,000 per month to permit the French 
Concession authorities to bring in equipment and supplies which they 
require from the United States. The Consul General dealt with the 
political side. He supported the request of his countryman, Mr. 
Dupuy, for exchange to bring in coal from Indo-China. He said 
that the French want to cooperate with us 100 percent in Shanghai 
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and would abide by any regulations which the stabilization and freez- 
ing authorities might prescribe for disposition of foreign exchange 
involved. The Consul General thought the political situation very 
dangerous and that trouble might be precipitated by unemployment 
and social unrest incidental to stoppage of imports and rise in prices. 

At 12:00 o’clock, October 31, I received in the Consulate General 
Messrs. Gordon and Ballard, British business men interested in cotton 
and shipping. They were particularly anxious that cotton imports 
be permitted. They stressed the importance of the cotton industry 
to Shanghai and estimated that there are at least 70,000 employes, 
or 280,000 people dependent on cotton manufacturing alone in 
Shanghai. They also made the point that Shanghai has been an im- 
portant exporter of cotton goods to the interior of China, in addition 
to supplying various foreign markets such as the Dutch East Indies. 
Should this manufacturing stop, interior China will have practically 
no other source of cotton goods and the foreign exchange accruing 
from exports to Java, ete., will be cut off. 

Consul Berger entertained me at lunch at his apartment. The 
ene) puss included Mr. Nicholson and officers from the Consulate 

eneral. 

At 2:00 p.m. I received in the Consulate General Mr. Cousins of 
the British American Tobacco Company. They have on hand ample 
stocks to keep their cigarette factories going for some time to come, 
but will be obliged to close down early in 1942 unless their supplies 
are renewed. So far they are obtaining foreign exchange for around 
50 percent of their normal requirements. He pointed out the diffi- 
culties arising in connection with the small exchange allotments 
which are permitted for maintenance of families in the United States. 

At dinner on October 31 I went to the home of Mr. Mackay. The 
other guests were Messrs. Hopkins, Cousins, Adams, Reed, and a 
Chinese named Russell. No business matters were discussed particu- 
larly but the political and economic developments of recent years in 
Shanghai were reviewed. This group of important business men 
was manifestly concerned over possible Japanese taking over of 
Shanghai entirely. 

At 9:30 on Saturday morning, November 1, I called on Mr. Hench- 
man, head of the Hong Kong and Shanghai Bank. Mr. Henchman 
showed me the cablegram which had been sent from Shanghai yester- 
day to the Board in Hong Kong in regard to the contemplated issue at 
an early date of a new currency by the Nanking Bank to be quoted one 
for two fapi. This, Mr. Henchman stated, was just one more evidence 
of Japanese effort to work against the fapi and to gain control of the 
currency situation. He was particularly perturbed lest this may mean 
a doubling of customs duties at Shanghai and a consequent further rise 
in prices. He thought the Board at Hong Kong should place more 
responsibility on the bankers here. He believes that control of exports 
and imports should be divorced from the stabilization efforts and be 
carried out by the foreign countries which are interested. A free ex- 
change market should be permitted with some support. Mr. Hench- 
man let me know confidentially that he is giving one of his top men, 
with Consular experience, to assist Mr. Hall-Patch both here and in 
Hong Kong, so that Mr. Hall-Patch may have more time to devote to 
the Stabilization Board. At the close of our conversation Mr. Hench- 
man advanced one idea to supplement the efforts of the Municipal 
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Council in controlling prices. He thought it might be possible to 
finance an organization here, starting with the nucleus of a concern 
which has already a large number of trucks, to handle the distribution 
of imported products. ‘Imports would be taken over by this organiza- 
tion and a definite percentage added to the import price, not in excess 
of 20 percent, and ae distribution through this trucking system would 
avoid many of the steps through which the prices are now skyrocketed. 

At 10 o’clock I called on Mr. Hopkins, in charge of the Chartered 
Bank of Shanghai. He showed me the draft of a letter which the 
licensed banks in Shanghai contemplated sending to the Board at 
Hong Kong protesting against certain restrictive clauses in recently 
issued forms. He also showed me a cablegram to the Board in regard 
to the liability involved in the repayment of Sterling loans by bor- 
rowers who now feel that they can offer fapi as legal tender at the 
official rate established by the Board. Mr. Hopkins urged that the 
Board should be more prompt in handling applications and broader 
and more generous in its outlook. 


MEMORANDUM 
I 


At luncheon at his country home on October 19, Chinese Minister 
of Finance Kung mentioned three requests: 

(1) He had asked the Chinese Ambassador in Washington to seek 
the services or the loan of an American expert on the Federal Reserve 
system, to be sent to China, for perhaps as long as three years, to study 
and improve the Central Bank of China. (Reply was subsequently re- 
ceived that this matter had been referred to Chairman Eccles and that 
the Chinese Ambassador was to see him.) 

(2) He desires to send as many as three of his young banking or 
economic experts to the United States to study, as apprentices, our 
Federal Reserve system, Treasury “freezing”, stabilization problems, 
etcetera. He awaits our answer. 

(3) He had asked through his Ambassador in Washington that Mr. 
Fox be permitted to serve as his honorary adviser on taxation. While 
Mr. Fox had not previously mentioned this to me, he had intimated 
that he might ask us to send him, Fox, an assistant who should be an 
expert on taxation. Prior to my second visit to Chungking, Mr. Fox 
showed me a cable wherein the Treasury approved this appointment, 
provided it did not interfere with his Stabilization Board work. 


II 


At tea on November 8, Generalissimo Chiang Kai-shek talked to me 
along general lines of cooperation, and said that his Minister of Fi- 
nance would present me with some concrete proposals toward this end. 
When I lunched with Dr. Kung the following day, November 9, he 
asked : 

(1) That the United States Treasury dry up the supply of U.S. cur- 
rency in Shanghai, and prevent counterfeiting thereof by the Japa- 
nese, through following the British example of “calling currency 
home”. I pointed out utility of dollar notes as a refuge to invaded 
peoples; and commercial use of our currency in Cuba, the Philippines, 
certain parts of Latin America, etc. 


= 
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(2) That the United States Government help control American 
exports to China, calling upon the Chinese Consuls or other Chinese 
officials in the U.S. for assistance if necessary. I replied that the new 
plan which we were then working on would provide material assist- 
ance on our part, and that we should not complicate the system by 
enlisting his Consuls until it might be seen how it was working. 

(3) That the Treasury set up in the United States a new and sep- 
arate fund in the (United States) to constitute a reserve backing the 
Chinese currency. The British would be asked to act similarly 1f we 
approved of such plan. 

(4) That there be a consolidation of the last three, or perhaps four, 
American Export-Import Bank loans to China, extending the term 
and increasing the total amount. Note that Customs obligations are 
pledged for some of these but that Japs control most of the Customs. 

(5) That to increase tungsten production and marketing he be 
given some planes (not modern) such as his 5 Condors. 

(6) That we increase our economic pressure on Japan. 


WI 


At dinner on November 9, the Generalissimo referred in summary 
to the concrete proposals which Dr. Kung had made to me. Chiang 
Kai-shek stated that he could hold out militarily, but that the economic 
situation was deteriorating and would require energetic support with- 
in three months. He hoped for a plan of American aid in the eco- 
nomic field as definite and precise as that being developed in the 
military field. He was especially concerned over the currency and 
price problems. i 


MISCELLANEOUS 


(1) American Adviser Dr. Arthur N. Young wants an internal 
Chinese loan to be guaranteed by U.S. and Great Britain. 

E Studies by Niemeyer and Baxter. 

3) Studies by Adler and Board’s economists. 

E Replacement for Frese. 
(5) Nicholson's financial work to Consul Smith. 
e Kung thought Taylor should be with Fox; Fox will not have 
him around; question of alternate made urgent by order for Taylor 
to come home. 
(7) Technical assistance to the Board. 
(8) Possibility of resignation of Chen and others. 
(9) Fox? 


(Book 465, p. 311-320) 
NovemBER 26, 1941. 
My Dear Dr. Soona: Thank you for your letter of November 25, 
enclosing a copy of telegram from General Chiang Kai-shek. I have 
read it with interest. 
Yours sincerely, f 
(Signed) H. Morcentuan, Jr. 
Dr. T. V. Soone, 
1601 V Street, NW., 
Washington, D.C. 
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Cura Derense Surriirs, INC., 
1601 V Street NW., 
Washington, D.C., November 25, 1941. 
Confidential 
Dear Mr. Secretary: I am in receipt of a telegram from General 
Chiang Kai-shek, in which I feel you might be interested. 
With kind regards, 
Yours sincerely, 


(Signed ) > 
(Typed) T. V. Soone. 
The Honorable the SECRETARY or THE TREASURY, 
Washington, D.C. 


Enclosure 


Trerecram From GrNnerRaL Cmianc Kar-surx to Dr. T. V. Soone 
Daten CHUNGKING, Novemper 25, 1941 


I presume Ambassador Hu Shih has given you a copy of my tele- 
cram yesterday. Please convey contents of the message to Secretaries 
Knox and Stimson immediately. 

Please explain to them the gravity of the situation. If America 
should relax the economic blockade and freezing of Japanese assets, 
or even if reports that the United States is considering this should 
gain currency, the morale of our troops will be sorely shaken. During 
the past two months the Japanese propaganda have spread the beliet 
that in November an agreement will be successfully reached with 
the United States. They have even come to a silent but nonetheless 
definite understanding with the doubtful elements in our country. 
If, therefore, there is any relaxation of the embargo or freezing reg- 
ulations, or if a belief of that gains ground, then the Chinese people 
would consider that China has been completely sacrificed by the United 
States. The morale of the entire people will collapse and every 
Asiatic nation will lose faith, and indeed suffer such a shock in their 
faith in democracy that a most tragic epoch in the world will be 
opened. The Chinese army will collapse, and the Japanese will be 
enabled to carry through their plans, so that even if in the future 
America would come to our rescue the situation would be already 
hopeless. Such a loss would not be to China alone. 

We could therefore only request the United States Government 
to be uncompromising, and announce that if the, withdrawal of Japa- 
nese armies from China is not settled, the question of relaxing of the 
embargo or freezing could not be considered. If, on the other hand, 
the American attitude remains nebulous Japanese propaganda will 

daily perform its fell purpose so that at no cost to them this propa- 
ganda will effect the breakdown of ourresistance. Our more than four 
years of struggle with the loss of countless lives and sacrifices and 
devastation unparalleled in history would have been in vain. The 
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certain collapse of our resistance will be an unparalleled catastrophe 
to the world, and I do not indeed know how history in future will 
record this episode. 
Novemner 26,1941. 

My Dear Mr. Present: For your information, I am inclosing 
herewith copy of a cable which we have received today from our 
Treasury representative in China. 

I am also sending a copy of this cable to Mr. Hull. 


Sincerely yours, 
(Signed) Henry. 
The Presmenr, 
The White House. 


(Sent by Secret Service 4:30 p.m.) 
NovexbrERr 26, 1941. 
Dear Corpe.u: For your information, I am inclosing herewith copy 
of a cable which we have received today from our Treasury repre- 
sentative in China. 
Sincerely yours, 
(Signed) Henry. 
Honorable Corvett Hutt, 
Secretary of State, 
Washington, D.C. 


(Sent by Secret Service 4:30 p.m.) 


(Copy) 


Hone Kone (USS MINDANAO), 
November 22, 1941. 
From: Campbell—U.S. Treasury Representative 
To: Division of Investigations and Patrol 


Following informative message for Secretary as result of conversa- 
tion today with Dr. Kan Ciahou former Vice Minister Foreign Af- 
fairs. Since October first Chinese political opinion has crystallized 
into three principal groups and since USA Japan conferences this has 
grown more definite. First the pro axis and peace groups have grown 
further together because of their ultimate objective semicolon the for- 
mer trying to arrange peace with Japan by indirect negotiation 
through Germany and latter trying bring about peace by direct bar- 
gaining with Japan second the anti axis or continued resistance group 
and third the peoples or real national resistance group. Reactions by 
these groups to present USA Japan conferences follows semicolon 
the pro axis and peace groups of which Hoy Ing Chin minister of 
war comma Chu Chuahuaa strong Kuomintang organizer and Cyen- 
Pzfu Minister of Education are prominent see that negotiations are 
opportunities to consolidate their own position for their special inter- 
ests in China and believe USA will yield to Japan to a large extent in 
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order to bring about peace between China and Japan. Section two 
to follow. 
Copy: hmd: 11/26/41 

(Copy) 


Hone Kone (USS MINDANAO), 
November 22, 1941. 


From : Campbell—U.S. Treasury representative 
To: Division of Investigations and Patrol 


Section two of message for Secretary. The anti Axis group of which 
General Tai Li head of Generalissimo Secret Service Comma Wang 
Shis Chi party minister of publicity and Quo Taichi F oreign Minister 
are prominent and anxious to see USA make settlement with Japan 
bring about withdrawal of Japan troops from North China but allow- 
ing Japan retention of Manchukuo for time being plus a large Ameri- 
ean loan to stabilize Chinese currency problems. They also see these 
negotiations as opportunity to wait and bargain, with pro Axis and 
peace groups as such a peace would give USA strong hand in China 
and South Pacific. In case this kind of peace does not materialize this 
group will openly blame USA for not taking decisive step of going to 
war with Japan. They will urge USA to fight. Section three to fol- 
low for Secretary. 


Copy :bj :11-26-41 


(Suscomitree Nore.—Page 318 of the Diary is a garbled copy of 
the third section of the above message. Pages 319 and 320 are iden- 
tical copies of the following :) 

This is a repeat of the third section of the cable dated November 
29, 1941, from the Treasury attache in Hong Kong. This cable was 
distributed on November 26, 1941, with the third section mutilated. 


Hona Kona, Curva, Vovember 22, 1941. 


From: Campbell, U.S. Treasury representative 
To: Division of Investigations and Patrol 

Third section of message for secretary. The people for real resist- 
ance group is composed of the Eighth Route Army comma the New 
Fourth Route Army comma the New Federation of Democratic Par- 
ties in China recently formed in Hong Kong and which now amalga- 
mates Young China Party comma Chinese National Society Party 
comma Chinese Constitution Party comma National Salvation Asso- 
ciation comma Northeast Salvation and Rural Recreation Associa- 
tion semicolon These see in negotiations at Washington that a maxi- 
mum possibility on peace is less than fifty percent first because of 
American internal difficulties and because of Japanese difficulties with 
her own garrisons in China. This group believe peace could be 
achieved by USA loosening freezing regulations comma more oil 
from Netherland Indies and a revised trade agreement. This group 
also hold that USA will not let China get worst of bargain and that 
negotiations on both sides are for marking time as German offensive 
in Spring against Russia and South Europe will be deciding factor 
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in Pacific settlements. The powerful Centra] Executive Committee 
of the Kuomintang is scheduled to meet at Chungking December 
Fifteenth and from resolutions adopted at that meeting the Foreign 
Policy of China may be interpreted. Policy of Communist Party de- 
pends to large extent on Russia but up to present they align them- 
selves with other strong resistance groups. End of Message. 


Copy :ec :12-1-41 


(Book 470, p. 283) 


DECEMBER 9, 1941. 


At 10:35 tonight Harry White called. He had been to T. V. Soong’s 
for supper, and Soong had the following message for me. He either 
saw the President or got a message from the President that Russia 
had given President Roosevelt the assurance that just as soon as they 
can get their troops lined up they will attack Japan. 


(Book 471, p. 55) 
Decremser 10, 1941. 


T. V. Soong called on me today and told me about his conversation 
with Sumner Welles. I gather that when Soong asked Welles 
whether China should wait on Russia before declaring war on Japan, 
Welles informed T. V. Soong it was the President’s suggestion that 
China go ahead at once and declare war not only on Japan but also 
on Germany and Italy because Russia was getting its troops in shape 
to goto war with Japan shortly. 

Soong brought me the attached statements dated December 9, 1941, 
which were the result of yesterday’s meeting. 

T. V. Soong also gave me a part of a cable which speaks for itself. 
He said he also has another message which he will send down to me 
later on, and in which, he said, they propose to go to the relief of 
Hong Kong. 

Soong also mentioned the fact that if they appoint an Allied Coun- 
cil he hopes that I will be a member of it. 

(SUBCOMMITTEE Nore.— Statements referred to in above memo are 
not printed.) 


(Book 472, p. 150) 


CHINA DEFENSE SUPPLIES, INC., 
1601 V Street N.W., Washington, D.C., December 12, 1941. 
Personal—By Hand 


Dear Mr. SrcrerarY : I am enclosing a copy of telegram from Gen- 
eral Chiang Kai-shek relative to some joint council of war to be set 
up. Since events are now pressing, I shall be grateful if you could 
give me any suggestion how to push the matter in this country. 


pe 
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I am sending also a copy of communication I was charged to pre- 

sent to the Secretary of War and the Secretary of Navy yesterday. 
With kind regards, 
Yours sincerely, 


(Signed) 
(Typed) T.V. Soone. 
Enclosures (2) 


The SECRETARY OF THE TREASURY, 
Washington, D.C. 

(Suncoamn1Tee Norr.—A handwritten note, initialed “HM, jr.” 
on the margin says: “Let Harry White read and return to my files.” 
Below, in different handwriting is “noted by Dr. White 12/13/41.”) 


(Book, 472, p. 151) 
TELEGRAM From GENERAL CHIANG KAI-SHEK 


By the sinking of the two British battleships off Singapore the 
British fleet in the Far East has been practically put out of action. 

o days ago I made the following proposal to the American and 
British military representatives in Chungking: 

(1) The United States, Great Britain, the Netherlands, and China 
immediately to formulate a unified war plan aiming at the coordina- 
tion of all military movements. 

(2) The four Powers immediately to set up for the Far East a 
central command, or a central war council, with headquarters at 
Chungking. This organization may either be under the direction of 
the American representative, or function as a committee. This or- 
ganization shall decide on all questions concerning joint war efforts 
against Japan. 

(3) The four Powers immediately to enter into a military alliance, 
and to undertake not to make separate peace with the enemy. 

(4) The Soviet Union to be requested to join as soon as practicable. 

I have requested the American and the British representatives to 
cable their respective Governments of the above suggestions, with the 
request that a concrete procedure of action be decided upon with a 
week’s time. Only in this way can we avoid being defeated in detail 
by the strongly united Axis Powers. 

The Soviet Chief Adviser expressed his personal opinion when I 
saw him today that Soviet declaration of war against Japan is merely 
a matter of time and a matter of procedure. The Soviet Union, he 
believes, will make the open declaration only after a general coordi- 
nated war plan has been decided upon among the United States, Great 
Britain, China and the Soviet Union. This differs considerably with 
the attitude of skepticism and disappointment which he evinced two 
days ago. I cannot fathom whether this change in his attitude is due 
to new instructions received from his government to be communicated 
to me. However, any student of military strategy will feel dis- 
heartened at the lack even now of a general plan of war against Japan 
between the United States, Great Britain, and China, and the conse- 
quent lack of coordination among the democratic front. And the 

Axis Powers will not fail to be profited thereby. 
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Please transmit this message to the American authorities, and to 
work for the consummation of a coordinated plan. 


Cuiane KAI-SHEK. 
CHUNGKING, December 10,1941. 


Book 472, p. 153) 
TreLecram From Grenrerav Crrano KALSHERK 


Please convey to the Secretary of War and the Secretary of the 
Navy my utmost indignation at the dastardly Japanese attack on 
Pearl Harbor, and my deepest sympathy for the losses sustained by 
the armed forces of the United States. 

In the Far Eastern zone of hostilities I have already given orders 
for immediate operations to relieve Hong Kong. We have also decided 
upon an attack on the Japanese in Indo-China, which will be launched 
as soon as a joint Far Eastern plan of campaign has been definitely 
agreed upon. 

I summoned the British and American military attaches last night 
and conveyed to them China’s unalterable decision to do its utmost 
ane share the fortunes of the war with the two countries unflinch- 
ingly. 

What is urgently needed now is the immediate creation of an Inter- 
Allied War Council, under the leadership of the United States, which 
should begin to function at once. Otherwise all our countries are in 
danger of being beaten in detail. 

Cumuna KAI-SHEK. 
CHUNGKING, December 9, 1941. 


(Book 472, p. 206) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date: December 12, 1941, 9 p.m. 
No. 489 

This telegram, TFS, is in strict confidence for the Secretary of 
the Treasury from Mr. A. Manuel Fox. 

Reference is made to telegram no. 296 sent by the Department at 
5 p.m., on the 11th of December, 1941. This is to inform you of 
the arrival in Chungking of Hsi Te Mou and wife. Notification to 
leave Hong Kong on Monday night was given to Frese but he refused 
and has remained on the Hong Kong side. Bond of CNAC informed 
him that he was first on the list for the next plane available. Next 
on the list is Taylor. Notification to this effect is being given them 
by mo as well as instructions to proceed to the Kowloon side at once. 
It is absolutely necessary that they be on the Kowloon side and avail- 
able immediately when the plane is ready for flight. It would be 
appreciated if you would send them a message ordering them to follow 
these instructions. 

Gauss. 
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(Book 472, p. 207) 
(Copy) 


DEPARTMENT OF STATE, 
Washington, December 12, 1941. 

In reply refer to 
FD 893.51/7362 

The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and encloses a copy of despatch no. 
221, dated November 24, 1941, from the American Embassy, Chung- 
king, China, concerning the operations of the Stabilization Board. 
Enclosure: From Embassy, Chungking, no. 221, November 24, 1941. 


(Book 472, p. 208) 


CHUNGEING, November 24, 1941. 
No. 221 
Subject : Operations of the Stabilization Board 
Strictly confidential 
Air Mail 
The Honorable the SECRETARY or STATE, 
Washington, D.C. 

Str: I have the honor to enclose a copy of an interesting memo- 
randum prepared by Dr. Fox, American member of the Stabilization 
Board of China, for the use of the Chinese Government at the current 
session of the People’s Political Council. 

At the meeting of the Council before which the Vice Minister of 
Finance appeared on November 18 (the Minister of Finance, Dr. H. 
H. Kung, was unable to attend because of ill health) many questions 
were asked from the floor in regard to the operations of the Stabiliza- 
tion Board. These questions indicated a critical attitude principally 
toward the Board’s policy in making exchange available in support 
of the Shanghai market and toward the fact that the headquarters of 
the Board are located in Hong Kong. Dr. Fox in his telegram 
of November 21 to the Secretary of the Treasury (transmitted 
through the Department as the Embassy’s no. 455, November 21, 
10 a.m.) has indicated what he considers the reasons for the criticism 
from the Council. 

In conversation with me several days ago, Dr. Fox expressed the 
belief that, while much of the criticism might be considered as com- 
ing spontaneously from Council members and as being based on mis- 
understanding or lack of information, it was quite probable that some 
of it was prompted or engineered by high officials in the Government 
who have steadfastly distrusted the Board’s motives in supporting the 
Shanghai market and in maintaining headquarters at Hong Kong. 
The Minister of Finance himself has been very loath to countenance 

support of Shanghai and I gather from Dr. Fox that he is under 
constant pressure to justify and to reduce such ‘support. Further- 
more, the Generalissimo and Madame Sane neither of whom have 
a clear grasp of the situation and of the problems involved, have indi- 
cated doubts as to the Board’s policy with regard to Shanghai. 
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The enclosed memorandum was prepared therefore as much with 
high oficials of the government in mind as for the purpose of furnish- 
ing the Finance Ministry with material to answer the questions put 
by members of the People’s Political Council. Dr. Fox has told me 
that it would have been impolitic as well as impracticable to disclose 
to tho Council a complete picture of the operations of the Board. 
Many of its operations and objectives must perforce remain confi- 
dential. He feels, however, that the manner in which the Board is 
now conducting and plans to conduct its operations are in the best 
interest of free China, and basing my opinion on the information he 
has given me and on my general familiarity with the conditions at 
Shanghai, I am inclined to agree. 

It will be observed from the memorandum that in the first eleven 
weeks of its operations (operations commenced August 18, 1941), the 
Board allocated U.S. $18,300,000 and £1,869,000 in exchange. Al- 
though for reasons of policy the memorandum does not reveal the fact, 
most of this exchange was alloted to Shanghai. Allotments to Kun- 
ming have now risen to about $1,000,000 a month and allotments to 
Chungking are substantially less. It will also be observed that 44% 
of the applications for American dollars and 22% of the applications 
for pounds sterling have been refused. This statement applies to ap- 
plications at Shanghai. 

Dr. Fox tells me that he anticipates that the net average monthly 
drain on the American dollar fund will be between four and five mil- 
lion dollars, probably nearer the latter figure. The net figure is ar- 
rived at by deducting from gross outgo the amount which the Board 
expects to have accounted to it from foreign exchange received from 
exports and from remittances. Although nothing like a definite state- 
ment can be made with regard to this amount, I gather that it may 
run between three and four million American dollars monthly. 

It is interesting to note the statements in the memorandum (1) that 
in granting exchange in Shanghai the Board is guided by a determina- 
tion to encourage the flow of commodities into Free China, (2) that 
there has been a gradual spread in the number of commodities for 
which exchange is allotted from thirty-four to over fifty, this being 
done with a view to preventing the cessation of business in long-estab- 
lished and deserving lines, and (3) that the Board, through its con- 
tro] of exchange endeavors to promote the interests of the Chinese 
Government at Chungking by making the criteria of granting ex- 
change the direct or indirect benefit that will accrue to free China. 
Another consideration which the Board rightly has not overlooked 
is the problem of subsistence for the millions of Chinese inhabiting 
Shanghai and environs. In this connection Dr. Fox tells me that the 
Board is giving all practicable support to the Shanghai Municipal 
Council in its efforts to control prices. 

There has been some criticism of the Board because it did not take 
care of the exchange commitments in existence at the time it com- 
menced operations, the argument being that the Board’s failure to do 
so has greatly encouraged operations on the “black market” (actually 
there would seem to be no lar (law?) or regulation in China making 
the purchase and sale of exchange at non-stabilization rates illegal). 
Dr. Fox explained that the Board had hoped to provide exchange for 
these commitments but found it clearly impracticable to do so because 
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of the amount (about U.S. $30,000,000) and character of the applica- 
tions. The Board is, however, making a study to determine what pro- 
ortion of these pre-stabilization commitments might warrantably 
o given exchange coverage. In the meantime it would appear that 
operations on the “black market” are diminishing as is the spread 
between the “official” and the open rates. 

In my conversations with Sir Otto Niemeyer and other informed 
persons in Chungking I find the general view to be that the operations 
of the Stabilization Board have their principal justification as a polit- 
ical measure maintaining in some measure the prestige of the Chung- 
king Government in Shanghai and occupied China. In this connec- 
tion it is well to bear in mind the importance of maintaining business 
activity in Shanghai as long as practicable both for the sake of the 
millions in and near Shanghai who depend for their livelihood on such 
business activity and for the benefit which free China, so lamentably 
lacking in consumer goods, derives from the not inconsiderable quan- 
tity of commodities produced in Shanghai which reaches this interior 
area. Iam gratified to note from my conversations with him that Dr. 
Fox shares this view. 

Respectfully yours, 
C. E. Gauss. 
Enclosure: Memorandum 


JCV; gs 
Copy : bj : 192-1341 


(Book 472, pp. 211-214) 


(Copy) 


(Enclosure No. 1 to dispatch No. 221, dated November 24, from the 
American Embassy at Chungking.) 


Strictly Confidential. 
MEMORANDUM OF THE BoArD's OPERATIONS 


The People's Political Council which is meeting in Chungking this 
week is naturally interested in all economic and financial problems 
affecting China and thus also in the operations of the Stabilization 
Board. It has raised many pertinent questions concerning the Board's 
operations to which we would like to direct your attention. 

The Board prepares month by month reports of its operations and 
has already submitted the September report to the Ministries of 
Finance in the three cooperating countries, China, United States and 
Great Britain. It proposes to continue to submit such monthly re- 
ports and in addition a quarterly statement presenting an account of 
its operations in great detail. The Board has adopted the policy of 
avoiding all publicity on its activities even though it is reasonably con- 
fident that if more of the facts were known the ground would be taken 
from under most of the criticisms directed against it. It has repeat- 
edly been stated that the Board was spending U.S. $10,000,000 per 
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month and even per week, when as a matter of fact the actual figure is 
not much over U.S., $4,000,000 and about 600,000 pounds sterling a 
month. 
Four specific questions have been raised : 
a) How much exchange has the Board given out thus far? 
a (2 What are the proportions spent for Shanghai and for Free 
aina? 
(3) For what commodities has the Board given exchange? 
(4) What criteria has the Board used in giving exchange? 


(1) How much exchange has the Board given out thus far? 


In the first 11 weeks of its operations the Board has given out U.S. 
$13,300,000 and £1,869,000. It is interesting to note that applications 
in this period amounted to $23,600,000 and £2,400,000. Thus approxi- 
mately only 56% of the amount of U.S. dollars applied for and 
78% of the amount of sterling applied for was granted. The 
above amounts are gross and not net, as they do not allow for the sub- 
stantial sums of foreign exchange the banks have received from ex- 
ports, which sums must be accounted for to the Board. 


(2) What are the proportions spent for Shanghai and for Free 


China? 

From its inception the Board has been fully cognizant of the fact 
that its primary function was to strengthen Free China and Free 
China alone. It was not and is not interested in helping Shanghai 
for the sake of Shanghai. It was and is interested in giving exchange 
to Shanghai when such allocations of exchange redound to the bene- 
fit of the economy of Free China. 

At the very outset the Board endeavored to analyze the expenditure 
for Shanghai in order to determine how much was for Shanghai alone 
and how much was clearly intended for Free China. Thus far it has 
found no feasible method of making such a segregation, However, it 
is confident that sizeable proportions of the funds for Shanghai were 
for products which would ultimately reach Free China, During the 
past month the Board has adopted the policy of meeting with repre- 
sentatives of each group before granting exchange to that group. In 
each case it endeavors to ascertain the annual exchange requirements 
of the group and grants it exchange only on condition that the par- 
ticular commodities the group wishes to import will reach Free China 
in increasing volume. In this connection a study was recently made 
of the distribution of a number of Shanghai products. This study 
showed that the following proportions of commodities produced in 
Shanghai during September were for Free China: 


Percent 
Cottonjtextiles® ===: = Sees eee ee ee eee 65 
Knitted goods- A A A A 45 
Machinesiand machine sea A 35 


The Board’s attitude is strikingly illustrated in its arrangements 
with the cotton textile group. While it was negotiating with the 
representatives of the cotton textile industry, the Nanking puppet 
government imposed an embargo on exports of textiles from Shang- 
hai. The Board immediately stipulated that no exchange would be 
made available for cotton textiles as long as the embargo was in 
effect. Recently in the Board’s negotiations with the Chairman of 
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the Shanghai Municipal Council and one of its American members, 
a proposal was made for the Board to provide exchange for cotton, 
provided the Shanghai Municipal Council succeeded in having the 
embargo against textiles lifted. The Board would make no agree- 
ment as long as the embargo remained in force. 

With respect to Shanghai, it must also be remembered that the 
Board has been engaged in waging economic warfare. It is true that 
the tactics employed in this warfare are of a subtle and complex na- 
ture and that too much publicity cannot be given to this warfare for 
obvious reasons. Nevertheless there are strong grounds for believing 
that this economic warfare has been producing good results. The 
maintenance of fap? in circulation in Shanghai and occupied China 
against the determined efforts of Japan and its puppet regimes to 
replace fapz with yen bloc currencies is the best testimony that 
China’s currency war has so far been successful. The Board feels 
that its Shanghai policy has recently been an important element in 
the successes of the currency sector of the economic war. 

The Board’s office in Kunming is in active operation and is granting 
exchange at the rate of US $1,000,000 per month. The Chungking 
office is now making allocations of exchange and it is hoped to set up 
with the cooperation of the Central Bank machinery for handling 
applications expeditiously in all important commercial centers in Free 
China from Lanchow to Kweilin. 


(3) For what commodities has the Board given exchange? 


With few exceptions, the Board does not grant foreign exchange for 
commodities on China’s prohibited list. The Board’s policy in grant- 
ing exchange is perhaps best revealed in its attitude toward raw cot- 
ton and timber. During the first two weeks the Board received ap- 
plications for US$2,000,000 for cotton and granted US$1,933,000. 
During September it received applications for US$532,000 and 
granted only US$28,000. It has since granted no exchange for 
cotton. In the case of timber it granted foreign exchange amounting 
to $408,000 during the first two weeks, the full amount applied for, 
but during September it granted exchange for only US$68,500, where- 
as $465,000 was applied for, and no exchange for timber has been 
granted since. 

During the first two weeks of its operations it granted exchange for 
about 34 commodities and during the month of September for 44 
commodities. (October over 50) The commodities for which the 
Board granted foreign exchange in amount of US$10,000 or more 
during September are as follows: 


Rice Chemicals and chemical com- 
Tobacco leaf pounds 

Petroleum products Pharmaceuticals 

Coal Analine dyes 

Raw cotton Oils 

Wool and wool waste Fats and waxes 

Tinned plate plain Newsprinting paper 
Machinery Packing paper. 
Electrical materials Writing and printing paper 
Evaporated milk Leather 

Wheat flour Timber ; 

Molasses Photographic products 


Sugar Starch 
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(4) What criteria has the Board used in giving exchange? 

(a) The Board grants direct applications for exchange from Free 
China as generously and liberally as possible, 

(b) As has been pointed out above with few exceptions no ex- 
change is granted to items on the prohibited list. 

(c) Many factors are given serious consideration with respect to 
the complex Shanghai situation. In its Shanghai policy the Board 
is actuated by the desire to 

(i) restrict exchange to those commodities which are the raw 
materials for products destined for Free China. The Board 
feels that anything its activities contribute to increasing the 
inflow of goods in Free China relieves the scarcity of goods in 
Free China and to that extent helps to keep prices down. For 
this reason in view of the puppet regime's embargo on the export 
of cotton goods from Shanghai no exchange is being granted for 
cotton, 

(11) restrict exchange to commodities which are essential for 
the subsistence of the Chinese population of Shanghai. 

(111) ensure that the granting of exchange for imports is re- 
flected in falling prices. Falling prices in Shanghai to some 
extent contribute to falling prices in Free China. 

(iv) facilitate the waging of eflective economic warfare against 
Japan and its puppets and maintain fapi in circulation in occu- 
pied China. 

(v) gradually cut down exchange granted to Shanghai espe- 
cially as far as such items as tobacco are concerned. 

It should be noted that the Stabilization Fund of the United 
States and the Exchange Equalization Fund of Great Britain have 
for obvious reasons preserved a maximum of secrecy in their opera- 
tions. While the U.S. Stabilization Fund and the British Exchange 
Equalization Fund have published a bare modicum of information 
on their activities, they have done so only after the lapse of a con- 
siderable period of time. In each case, however, detailed information 
on exchange operations has always been available to the President 
and to the Secretary of the Treasury in the case of the United States 
and to the Prime Minister and to the Chancellor of the Exchequer 
in the case of Great Britain. The Stabilization Board of China has, 
of course, a vast mass of information at its disposal which it utilizes 
in its deliberations and decisions. 

In conclusion, attention is briefly called to the new set of licenses 
concerning China issued by the United States Treasury on November 
12. These licenses clearly indicate that China possesses the full con- 
fidence of the United States Government in coping with the problems 
with which it is confronted. These licenses facilitate and increase the 
control of the Chinese Government over its foreign exchange and 
foreign trade. They make available to the Chinese Government and 
its instrumentalities all foreign exchange accruing from remittances 
from the United States to China and from Chinese exports, whether 
from occupied or from Free China, to the United States. 


STABILIZATION BOARD Or CHINA. 


gs 5 ce. 
True copy of signed original—gs 
Copy : vw: 12-13-41 
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(Book 473, p. 211) 


Treasury DEPARTMENT Division or Monrrary RESEARCH 


Date: Dec. 15, 1941 
To: Secretary Morgenthau 
You may be mildly interested in this history. 
Americans will probably get much of it back—the hard way. 


H. D. W. 


(Book 473, p. 212) 
TREASURY DEPARTMENT Invrer-Orrice COMMUNICATION 


Date: December 15, 1941 
To: Mr. White 
From: Mr. Ullmann 
Subject: U.S. Petroleum Exports to Japan 
1. Since 1937, the United States has shipped Japan over 123 million 
barrels of petroleum products.’ 


Afillion 
barrels 
See E ee a E ee ae ee: 
WAS ooo ooo en ee E A OS O 
[9392m E A a 


NAO — YE DNI 10 ARTUR ME A — E IO PA 
August 1940 to July 1941 


INN ee A E E E o A 123. 1 


Japanese petroleum stocks today probably amount to about 35 mil- 
lion barrels. 
2, Since 1937, the United States has exported to Japan 6 million 


metric tons of iron and steel scrap.? 


Million 
metrio tons 


O en ee ee ee at et Sena = Nes as A ee 1.9 


(Book 475, p. 267) 


CONFERENCE IN Mr. Wurrr’s Orrice, SATURDAY, Decemprr 20, 1941, 
AT 11 a.m. 
Present: 
Sir Frederick Phillips 
Mr. White 
Mr. Hicks 
Sir Frederick reported that he had had a telegram from Sir Otto 
Niemeyer at Chungking suggesting that China might ask the United 


3 Source: 1937 to July 1940, Department of Commerce; August 1940 to July 1911, Treas- 
ury, Office of Merchant Ship Control. 
3 Source: Department of Commerce. 


MORGENTHAU DIARY 543 


States and Britain to guarantee a loan that the Chinese Government 
would float amongst its own people. The loan would be floated for 
the purpose of absorbing currency and thereby retarding the inflation 
in China. To make the loan attractive to the Chinese people the 
Chinese Government would like to have the United States and Britain 
guarantee repayment of the loan in fapi at the dollar or pound rate 
now prevailing. 

Sir Frederick inquired about the memorandum he submitted to the 
Secretary on Russian Gold Payments. With reference to the first 
question in Sir Frederick’s memorandum, Mr. White asked how Rus- 
sia would obtain dollars. Sir Frederick said the Russians would 
obtain dollars by shipment of gold to the United States, and that the 
advantage to Britain was merely that of avoiding trans-shipment 
through London. Sir Frederick said that such gold shipments by 
Russia would be considered as gold sold for British account. With 
reference to the second question, Sir Frederick said that the War 
Department was now taking over for its own use the BPM planes 
which it had planned to take over for fulfillment of United States 
commitments to Russia. Sir Frederick said that he did not know how 
many were to be taken over, and that, as yet, no terms of repayment 
had been made. 

Sir Frederick reported that the loss of rubber and tin exports from 
Malaya would probably cost the sterling area $250 million a year, and 
that 1f the Pacific situation became more serious it might affect the 
exports of Australia. Mr. White said that it would be helpful if Sir 
Frederick would re-examine the sterling area balance of payments in 
the light of these developments. 

Sir Frederick also reported that the payments that will remain due 
on BPM contracts on January 1, about $530 million, are mostly cost- 
alus contracts, and that price and wage increases might increase 

ritish payments due as much as 15 percent. 

ISA 


(Book 477, pp. 144, 145) 
DECEMBER 23, 1941. 


TELEPHONE CONVERSATION BETWEEN Mr. KNoxeE or THE FeperaL Re- 
serve Board and Mr. Wurre, December 23, 1941—5:15 pP.x. 


Mr. Knoke: “You probably know that the Central Bank of China 
has requested that we suggest a man as an adviser—what they call an 
expert in the general field of policy as well as matters of currency and 
foreign exchange. I am reading from a letter the Chinese Ambassa- 
dor wrote to Eccles in reply to our request that he find out what was 
involved. i 

“I received a telegram from Dr. Kung as follows: ‘We desire the 
services of an expert in the fields of central banking policy as well as 
matters of foreign exchange. The length of service will be for one 
year in Chungking—will travel—salary $1500 U.S. dollars plus 
traveling expenses, plus residence expense.” __ 

Mr. Knoke went on to say that he did not think that sending a man 
out to Chungking was “very realistic in prevailing circumstances. I 
am very doubtful whether we could prevail upon anybody at the pres- 
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ent moment to go to Chungking for a year. It seems to me that the 
war has definitely changed the situation.” 

Mr. White agreed that the situation might be such now that the 
Chinese may have changed their minds, but suggested that he would 
make inquiries of the Chinese Government and let Mr. Knoke know. 
Mr. Knoke thought that it would be desirable for Mr. White to contact 
the Chinese again to see if they still wanted a man. 

Mr. Knoke: “It seems to us unless the Treasury feels strongly on 
that point, we would strongly suggest that this matter be held in abey- 
ance. That would be my own reaction. My personal opinion is that 
it would be very difficult.” ; 

Mr. Knoke said he wanted to raise the second point. He said that 
Mr. Guatier was in to see him on December 22 and he went on to say: 
“He turns to us because we have been their correspondent for 20 years. 

“It is not within our scope, nor is it our intention to comment upon 
or make suggestions as to administration policy, nor would we have 
considered recommending anything that runs counter to the New 
Deal program. I talked the matter over with Mr. Sproul. From the 
technical viewpoint we would like to say this—I would like to repeat 
what we said before to Mr. Cochran some months ago. ‘We find it 
difficult to see how Germany or the Axis powers would be helped if 
these transactions were approved, since the gold remains under con- 
trol here. The gold as well as the funds remains under control.’ ” 

Mr. White said that the Treasury was always glad to have Mr. 
Knoke’s views and that he would be glad to submit his views at the 
next meeting of the Foreign Funds Committee. Mr. White told Mr. 
Knoke that the Swiss had been told that the question was going to be 
raised again for consideration at the next meeting. 


(Book 477, p. 315) 
Decesrser 24, 1941. 


Memorandum for the Secretary’s files 
CONFERENCE IN Mr. WHITE’S OFFICE, DECEMBER 24, 1941, 2:00 p.m. 


Present: 
Mr. White 
Dr. Li, Chinese Embassy 
Mr. B. Bernstein 
Mr. Ulmann 


Dr. Li, of the Chinese Embassy, brought information about Chinese 
currency which T. V. Soong wants destroyed. 

Dr. Soong has stated that he wants the currency destroyed now, 
because there will be more important steps to take in Manila if the 
situation becomes more critical—and he wants to preclude any pos- 
sibility of the currency’s falling into the hands of the enemy. 

The currency (about 200 million yuan) is in a bonded warehouse 
in Manila. It was en route to China, consigned to the American 
Banknote Company, Hong Kong. 

Mr. Bernstein said he would prepare the necessary cable to the 
High Commissioner of the Philippines, to be sent upon the written 
joint request of T. V. Soong and the Chinese Ambassador. 
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(Book 479, p. 248) 


Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


Date: December 29, 1941 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of telegram received from American Embassy, Chung- 
king, summarizing Sir Otto Niemeyer's oral statements on the 
financial position of China 


1. Expenditures of the Chinese Government for 1940 reported as 
about Ch. $6 billion; for 1941 the reported figure is about Ch. $7 
billion, but the actual expenditures are nearer Ch. $10 billion. 

2. Revenues of all kind have totalled about 10 percent of the 1940 
expenditures, and the deficit for the year has been met almost entirely 
by the issuance of about Ch. $7 billion of new currency. 

3. The circulation of Chinese national currency has increased from 
21% billion in 1937 to about 14 billion at the end of 1941. 

4. In 1942, taking the Chinese estimates of revenue of Ch. $5 bil- 
lion from tax increase and from collection of the land tax in kind, 
the deficit will be Ch. $10 billion should the budget estimates be main- 
tained. Note circulation will go close to Ch. $25 billion, if the deficit 
is met by the issuance of further currency. 

5. With reference to the suggested $500 million loan, Sir Otto 
feels that it would be a mistake to grant a loan in that amount since 
it would be impossible to utilize it effectively. He suggests con- 
sideration be given to a loan permitting the issuance of bonds in the 
value of Ch. $2 billion; 14 to be supported by the United States 
Government and 14 by the British Government. Ambassador Gauss 
reports that he is told by the British Ambassador that the British 
Treasury is considering this and may approach the United States 
concerning it later. 


(Book 479, pp. 244, 245) 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date : December 21, 1941, 10 a.m. 
No. 516 

Reference is made to the Embassy's telegram No. 515, dated De- 
cember 21, 9 a.m. ; 

The following summarizes Sir Otto Niemeyer’s oral statements 
made to Vincent for my information on the financial position of 
China: 

Expenditures of the Chinese Government for 1940 were reported 
as about $6,000,000,000 Chinese national currency; for 1941 the re- 
ported figure is about $7,000,000,000 but the actual expenditures are 
nearer $10,000,000,000; revenues of all kinds have totaled about 10 
per cent of the 1941 expenditures; the deficit for the year has been 
met almost entirely by the issuance of roughly $7,000,000,000 of new 
currency. Whereas national currency in circulation in 1937 was some 
21% billions, it was about seven billion dollars at the end of 1940 and 
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will be about fourteen billions at the end of 1941. There is obvious 
ground for alarm over the rate of increase. For 1942 it is said the 
deficit will be thirty billions one hundred and one reduced to 1614 
billion. One billion 500 million of this is for provincial rather than 
National Government demands. Taking the Chinese estimate of 
revenues of $5,000,000,000 from tax increases and from collection of 
the land tax in kind (in rice), the deficit in 1942 would be ten billions 
should the budget estimates be maintained, which is not to be ex- 
pected. The note circulation will go close to $25,000,000,000 if the 
deficit, is met by the issue of further currency. 

With regard to the known but unofficial fact that the Chinese Gov- 
ernment (2) a request to the Government of the United States for a 
$500,000,000 loan in United States dollars (which would be roughly 
equivalent to the amount of the 1941 budgetary obligations at the 
stabilization rate). Itis Niemeyer’s feeling that it would be a mistake 
to grant a loan in that amount since it would be impossible to utilize it 
effectively and it would therefore be misleading. He suggests that 
consideration be given to a loan permitting the issuance of bonds in 
the value of $2,000,000,000 Chinese currency; half to be supported 
by the U.S. Government and half by the British Government. (I am 
told by the British Ambassador that the British Treasury is con- 
sidering this and may approach the U.S. concerning it later). 

The rest of Niemeyer’s observations were on lines reported in tel- 
egram No. 515 of this date. 

Gauss. 


(Book 480, p. 149) 


Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


Date: January 1, 1942 
To: Secretary Morgenthau 
From: H. D. White . 
Subject: Digest of Appended Cable Received Last Night from Am- 
bassador Gauss 

1. Dr. Soong called on me yesterday afternoon at his request. He 
said that the Finance Minister, H. H. Kung, was ill with typhoid. 
He stated there would be a message from his Government to this 
Government asking for economic assistance, but that the request was 
in terms probably too vague to merit immediate serious consideration. 
He expected that in a few days he would have more details and would 
bring them at once to the Treasury. 

2. That same afternoon, the appended cable was received. Fol- 
lowing is a summary of it. 

a. General Chiang, in an interview with Ambassador Gauss 
on December 30, appealed to the United States for financial help 
in order to prevent further deterioration in China’s economy. 
This, he said, would do much toward strengthening morale and 
silencing the critical and doubtful elements. Morale in Free 
China has been affected by the early Japanese successes and by 
the way the Japanese have exploited them for purposes of 
propaganda. 
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b. The proposed loan is for $1 billion, of which he has asked 
the British Government to provide one-half. It would be used 
partially to support a domestic bond issue intended to curb 
inflation. 

c. The British Ambassador has been approached for the loan 
from Great Britain and has referred the matter to his Govern- 
ment. 


(Book 480, pp. 150-152) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date: December 30, 1941, 6 p.m. 
No. 548 

Today I called on General Chiang at his request. After briefly re- 
viewing recent measures for political and military collaboration with 
the United States and Great Britain, he passed on to the economic 
situation in substantially the following terms: 

While there is no lack of confidence on the part of intelligent Chi- 
nese that the anti-Axis Powers will be victorious in the end, there is 
such lack of confidence among the uninformed masses, the skeptics, 
and the associates of the Chinese traitors. Morale has been aftected 
by the early Japanese successes and by the way the Japanese have ex- 
ploited them for purposes of propaganda. Specific mention was made 
of the radio appeal for Asiatic solidarity against westerners which was 
recently made to Chiang by the Prime Minister of Thailand. China 
can contribute fighting man power to the common cause but the United 
States and Great Britain must give China financial help in order to 
prevent further deterioration in economic fundamentals, loss of con- 
fidence in the Chinese currency, etc. Such help would do much toward 
strengthening morale and to silence the critical and doubtful elements. 
The credit he wants is about one billion United States dollars, of which 
he has through the British Ambassador asked the British Govern- 
ment to provide about one-half or one hundred million pounds, ex- 
pecting America to provide the rest of about five hundred million 
dollars. 

Chiang asked that in transmitting his request to my Government 
I should emphasize the importance such aid at this time would have 
to Chinese morale in overcoming Japanese propaganda and because of 
the needed support it would give to the economic structure of China. 
He pointed out that the present currency issue exceeds thirteen billion 
paper dollars and that the 1942 budget shows a deficit of at least nine 
billion Chinese dollars, and said that the proposed loan would be used 
partially to support a domestic bond issue intended to curb inflation. 

I replied that of course I would faithfully and immediately report 
his request and his discussion to my Government which I was confident 
would be disposed to consider with sympathy and reasonable proposals 
to aid China in resisting Japan. However, I suggested that to assist 
consideration of his request and in approaching Congress for legisla- 
tion necessary to authorize participation by the United States in a 
credit or loan to China, a carefully prepared outline of the needs of the 
situation on the basis of the studies and recommendations of the 
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financial advisers and experts of the Chinese Government should be 
submitted together with an outline of the measures contemplated to 
be undertaken to meet the situation including the measures which 
China will take to help herself. I explained that what I was suggest- 
ing was not an outline of the terms of any proposed loan but an outline 
of the needs of the situation and of the definite measures which should 
be taken to meet these needs. 

Chiang said that experts and advisers were working out plans for 
the use of the proposed credit or loan but that he desired me in the 
meanwhile to make the proposal to my Government. The proposals 
for application of the loan could be put forward when the loan is as- 
sured. 

I learned from the British Ambassador that he was approached for a 
loan of one hundred million pounds from Great Britain and has re- 
ferred the matter to his Government. He equally lacked any specific 
proposals as to how the loan, if granted, would be applied to the diffi- 
culties of the economic situation of China; Chiang had said that he 
considered it an urgent necessity that he should be enabled to demon- 
strate to the Chinese people and armies that the British Government 
had sufficient faith in victory to give quick and (?) aid to China. 

I am telegraphing comment. 

Gauss. 


(Book 481, p. 134) 
Treasury DEPARTMENT INter-Orrice COMMUNICATION 


Date: January 1, 1942 
To: Secretary Morgenthau 
From: H. D. White 

Mr. Gromyko of the Russian Embassy called on me yesterday after- 
noon at his request. He stated that his Government had instructed 
him to arrange if possible with the U.S. Treasury for a sale of $20 
million of gold for future delivery. The terms to be similar to the 
previous sale, i.e., gold to be delivered within 180 days. Mr. Gromyko 
stated that the dollars resulting from the sale of gold were to be used 
by the Russian Government for purchases in the United States. 

I told Mr. Gromyko that I would take up the matter with the Sec- 
retary at the first opportunity and would let Mr. Gromyko know. 

The Russian Government still has to deliver $9,800,000 of gold 
against the previous advance of $30 million. The last delivery was on 
December 10. Tinal delivery against that advance has to be made by 
April 8, 1942, 

Mr. Gromyko stated that all their dollar payments which were due 
up to a few days ago have been met or provided for, largely with the 
aid of a receipt of $21 million from the Army and Navy which re- 
purchased some of their old dollar purchases. 

At the close of business December 31, the cash balances of various 
Soviet Government agencies in the Chase Bank, the Federal Reserve 
Bank, and the Manufacturers Trust Company, amounted to $84.3 
million. Of this amount, more than $30.7 million were committed 
against orders placed in the past, leaving an unobligated balance of 


less than $3.6 million. 
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They need $20 million to pay for goods which they are purchasing 
outside of the Protocol. He says, for example, they are about to pur- 
chase 4,000 tractors; and other items are constantly coming up. He 
did not know how long the $20 million would last, but he said they 
need some dollars very soon. 


[Initialed in ink: “O.K. H.M. Jr.”] 


(Book 481, pp. 135, 136) 
Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


Date: January 1, 1942 
To: Secretary Morgenthau 
From: Mr. White 

1. There is appended a summary (prepared by Mr. Friedman of 
my Division) of Mr. Cochran's report on his trip to China. Though 
many portions of the report are elther of little importance or out of 
date because of the war, I think that you ought to read the whole 
summary. 

2. The points made in Mr. Cochran's report which I believe will be 
of special interest to you are: 

(a) Mr. Cochran promised the Chinese Government officials, 
including the Generalissimo and Dr. Kung, that the Treasury 
would gladly send out further personnel, if additional American 
assistance was required. 

(b) K. P. Chen in his conversation with Mr. Cochran indi- 
cated his desire to withdraw from the Stabilization Board. Mr. 
Cochran says that he is sure that Mr. Chen would really like an 
invitation to the United States in connection with financial trans- 
actions which would give him a nice way off the Board and a nice 
leave taking from you. 

(c) Mr. Cochran, in Hong Kong and Chungking, emphasized 
that he believed it was vital for National China to maintain at 
least existing contacts with Shanghai and that initiative for 
severing such relations should not come from Chungking. 

Dr. Kung made certain specific proposals on which he re- 

quested United States cooperation. These included: 

1. The setting up by the United States Treasury of a new 
and separate fund in United States dollars to constitute a 
reserve backing for Chinese currency. 

2. The consolidation of the last three, or perhaps four, of 
the American Export-Import bank loans to China, extending 
the term and increasing the amount. 

3. Providing China with a few airplanes capable of trans- 
porting valuable ores from the interior to the coast. 

(e) The Generalissimo in one of his talks with Mr. Cochran 
stressed the need of a definite plan for economic assistance to 
China and said that the assistance should come within three 
months. 

3. The various proposals referred to in Mr. Cochran’s report are 
being studied here and the necessary memoranda are being prepared. 
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After these proposals have been adequately analyzed and discussed 
within the Treasury they will be brought to your attention. 

4, Mr. Cochran has recommended that copies be given to Messrs. 
Bell, Foley, White, Livesey, Knoke and Mr. Pehle, when your ap- 
proval is obtained. 


(Book 481, pp. 137-149) 


Treasury DEPARTMENT INTER-OrriCE COMMUNICATION 


Date: December 31, 1941 

To: Mr. White 

From: Mr. Friedman 

Subject: Summary of Mr. Cochran's report on his trip to China 


1. Trie ro Hone Kone, SEPTEMBER 26-OcTOBER 9 


Mr. Cochran left Washington on September 26, 1941. On Sep- 
tember 27, he arrived at San Francisco, where he discussed problems 
of the Far East with Mr. Ira S. Clerk, Vice President temporarily 
in charge of the Federal Reserve Bank at San Francisco. In com- 

any with Sir Otto Niemeyer, Mr. Cochran left San Francisco on 
ile 28 and arrived in Honolulu the next day. In Honolulu, 
Mr. Cochran discussed current problems with the Foreign Funds 
Control staff. 

Mr. Cochran left Honolulu on October 4 and arrived at Manila 
on October 8. There, Mr. Cochran discussed technical problems aris- 
ing under freezing control and operations of the Stabilization Board 
with the Foreign Funds Control staff and with the High Commis- 
sioner and members of his staff. Mr. Cochran recommended a weekly 
report of the Control’s activities. 


2. First Stay 1N Hone Kone, OcToBER 9-15 


On October 9, Mr. Cochran went to Hong Kong. In addition to 
meeting many people, including Consul General Southard; Treasury 
representative Nicholson; Mr. Cyril Rogers, Financial Adviser to the 
Government of Hong Kong; the members of the Stabilization Board; 
Mr. Baxter, Financial Adviser to Government of Burma, and Sir 
Mark Young, the Governor-General, Mr. Cochran discussed with 
Mr. Fox and the other members of the Board, and with the British 
visitors, Mr. Baxter and Sir Otto Niemeyer, the new plan of coopera- 
tion between the United States Foreign Funds Control and the Sta- 
bilization Board. The result of these discussions was a joint com- 
munication from Mr. Fox and Mr. Cochran to the Treasury dated 
October 15, 1941. The current Shanghai crisis was also discussed 
and Mr. Cochran recommended that the Board show a “generous and 
gracious” attitude rather than permit the necessity continually to 
develop for importers to go into the black market for their exchange. 
Tt was decided that no exceptional steps would be taken at this time. 
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3. Firsr Visir To CHUNGKING, Ocroner 16-21 


At Chungking, Mr. Cochran met a number of important officials in- 
cluding Dr, Y. C. Koo and Mr. O. K. Yui, Vice Ministers of Finance; 
Hollington Tong, Vice Minister of Information and Dr. H. H. Kung. 
The Finance Minister asked Mr. Cochran to thank the oflicials of the 
United States Government and particularly Mr. Morgenthau, for the 
assistance being given to China. Mr. Cochran told Dr. Kung that the 
Treasury would gladly send out further personnel, if additional Amer- 
ican assistance was required. Dr. Kung then specifically outlined the 
assistance which he said would be most appreciated, if it could be 
provided. He referred to the request for an expert on the Federal 
Reserve system to be sent to China to study and improve the Central 
Bank of China. Dr. Kung hoped that someone would come out who 
could remain as long as three years. He hoped that we would approve 
the idea of his sending three apprentices to the United States who 
could spend some time studying the Federal Reserve Bank, the Board 
of Governors in Washington and the Treasury system of Foreign 
Funds Control. Mr. Cochran assured him that this could be arranged. 
Dr. Kung mentioned that he had asked Mr. Fox to serve as Honorary 
Adviser on Taxation. Mr. Cochran pointed out to Dr. Kung that Mr. 
Fox had been the American nominee to the Stabilization Board and 
also was looked on to conduct any economic research which might be 
required. Dr. Kung was asked by Mr. Cochran whether in addition 
to these two tasks he thought Mr. Fox would be in a position to serve 
also as Honorary Adviser on Taxation. Dr. Kung replied in the 
affirmative. 

Mr. Cochran says that Dr. Kung definitely stood out head and shoul- 
ders above the other Government officials whom he met at Chungking. 


4, SECOND Stay at Hone Kone, Ocroper 21-22 


On his return from Chungking to Hong Kong, Mr. Cochran had a 
talk with IX. P. Chen in which the latter indicated his desire to with- 
draw from the Board. Mr. Cochran reminded him that the only con- 
dition which Secretary Morgenthau interposed when the Stabilization 
Agreement in China was contemplated was that he, K. P. Chen, should 
be Chairman of the Board, and that the Secretary would be grievously 
disappointed if the Board should lose his services. Mr. Cochran told 
Mr. Chen that he realized that there was need for greater harmony 
and strength within the Board’s organization and that upon his re- 
turn to the United States he would endeavor to arrange for the send- 
ing out of such additional American experts and assistants as might 
be required to improve the functioning of the Board. Shortly after 
this talk Mr. Cochran left for Shanghai. 


5. VISIT ro SHANGHAI, OCTOBER 25-NovEMBER 2 


In Shanghai, Mr. Cochran interviewed many representatives, of- 
ficial and unofficial, of the foreign community and discussed with them 
the current problems facing Shanghai. He also spoke a few words at 
a meeting of the American Chamber of Commerce at Shanghai on 
October 27, where he said that he urged that no one should expect prof- 
its in Shanghaiin these times. He did express the hope that the Amer- 
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ican concerns would be able to maintain their foothold. Mr. Cochran 
pointed out to them that there was no probability of the Board being 
discontinued during the life of the Stabilization Agreement and said 
that he admitted that the Board needed improved technical personnel 
and management, as well as more space. He told them that it was his 
definite plan to send out two or more Americans from the United 
States shortly after he returned to assist in the technical and office 
management end. 

In Shanghai Mr. Cochran also discussed the question of the stor- 
age of fapi and in his report he expresses his belief that the Stabili- 
zation Board of China should arrange with the Minister of Finance to 
permit the destruction of the stored fapi notes, such burnings to take 
place under Government supervision and the Central Bank being given 
due credit on its books for the notes so destroyed. While in Shanghai, 
Mr. Cochran suggested to Mr. Lockhart that he utilize increasingly the 
services of Consul Horace Smith in connection with stabilization and 
Foreign Funds Control matters. 


6. Tarp Stay 1N Hone Kone, NOVEMBER 5-8 


On his return to Hong Kong, Mr. Cochran was invited by the Sta- 
bilization Board to give the Board the benefit of the observations made 
on his Shanghai trip. 

Mr. Cochran, conscious as he says, of the pressure from certain Gov- 
ernmental circles in China to diminish or even cut off foreign ex- 
change from Shanghai, spoke directly to this point. He told the Board 
that he found the Shanghai people willing to listen to reason and that 
he thought that they were genuinely disposed to cooperate in our effort 
to help China and to bring economic pressure on Japan. It was his 
definite impression that Shanghai considered itself still a part of Old 
China and that there was no significant element in Shanghai desiring 
closer ties with Japan. It was vital for National China to maintain 
at least existing contacts with Shanghai and the initiative for severing 
such relations should not come from Chungking. The Board could af- 
ford to go along carrying Shanghai for the present. Vice Minister 
of Finance Koo told Mr. Cochran that he was particularly happy to 
have the observations of an outside official who had visited Shanghai 
so recently. Mr. Koo informed Mr. Cochran that he endorsed warmly 
Mr. Cochran’s recommendations with respect to Shanghai. 

After the account of his travels, there was a discussion of the new 
control regulations. Mr. Hall-Patch suggested postponement of li- 
cense changes with respect to trade, and Mr. Tsu Yse Pei endorsed 
this proposal. Mr. Fox threatened to go home if the Board asked 
for a delay. Mr. Cochran made the point that the Board had already 
agreed to the American plan. It was decided not to delay. 

At lunch on the same day, Mr. Chen said that he hoped that one 
of the American credits to China could be completely paid off during 
the next few months and that he would like to be in the United States 
when such final payment was made. Mr. Chen again urged that Mr. 

Morgenthau consent to his retirement from the Board at an early 
date. Mr. Cochran says that he is sure that Mr. Chen would really 
like an invitation to the United States in connection with financial 
transactions which would give him a nice way off the Board and a nice 
leave-taking from Secretary Morgenthau. At this time Mr. Coch- 
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van and Mr. Chen talked of the necessity of impressing upon Chung- 
king that receipts from exports handled by the Chinese Government 
which are not required for loan services should be thrown into a com- 
mon pool and be made available to the Stabilization Board rather than 
utilized by independent organizations of a political character. 

On another occasion, Mr. Cochran says that Mr. Pei informed him 
that he thought Mr. Taylor’s ability could better be employed in 
Hong Kong than in Chungking but he said that he and his Chinese 
colleagues on the Board would not feel free to urge Mr. Taylor's 
sea to Hong Kong, realizing Mr. Fox’s antipathy towards his 
alternate. 


7. Seconp Visit ro CHUNGKING, November 8-10 


_At the invitation of the Generalissimo, Mr. Cochran paid a second 
visit to Chungking. On November 8, Mr. Cochran had an informal 
meeting with the Generalissimo. Generalissimo asked Mr. Cochran 
his advice as to what the attitude of the Stabilization Board should 
be towards Shanghai. Mr. Cochran briefly summarized to him the 
story which he had told to the Board and gave him “guardedly and 
entirely unofficially, my own observations as to what action the sit- 
uation warranted on the part of the Board.” Mr. Cochran said that 
his conversation with the Generalissimo covered several current topics 
of interest, but the serious part was with respect to the operations 
of the Stabilization Board insofar as Shanghai was concerned and 
as to specific measures which the Chinese Government desired to sug- 
gest to him for consideration by the American Government. The 
Generalissimo stated that he had discussed this latter question with 
his Minister of Finance and that Dr. Kung would communicate any 
proposals to him at a luncheon the next day. 

In the interview with Dr. Kung, Mr. Cochran repeated the remarks 
which he made to the Generalissimo regarding Shanghai. Dr. Kung 
said that he was glad to have his views on Shanghai, At this inter- 
view Dr. Kung informed Mr. Cochran that he had learned that the 
United States Government had no objection to Mr. Fox's appoint- 
ment and that Chairman Eccles was familiar with the Minister’s 
request for the appointment of an expert and would receive the Chi- 
nese Ambassador in Washington for the discussion of this subject. 
He spoke highly of the untiring efforts of Mr. Frese and said that 
Dr. Taylor had ability and thought that Fox should utilize Dr. Taylor 
more directly on political and administrative matters in Hong Kong 
rather than at Kunming. Mr. Cochran told Dr. Kung that he hoped 
after his return to the United States to make recommendations which 
would provide American personnel which could assist in a more 
orderly organization and effective administration of the Board and 
its business. The Minister then referred to the Generalissimo’s state- 
ment that the Chinese Government had certain specific proposals to 
suggest and proceeded to request United States cooperation on the fol- 
lowing measures. (The exact text of Mr. Cochran’s report regarding 
this matter are contained in Appendix A.) 

1. The United States Treasury should dry up the supply of 
United States currency in Shanghai, thus removing this con- 
tributing factor from the black market and also prevent coun- 
terfeiting thereof by the Japanese. 
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2. United States Government should help control American 
exports to Shanghai, calling upon the Chinese Consuls or other 
Chinese officials in the United States for assistance if necessary. 

3. The United States Treasury should set up in the United 
States a new and separate fund in United States dollars to con- 
stitute a reserve backing for Chinese currency. The British Gov- 
ernment would be asked to act similarly if the United States 
Treasury approved of such a plan. 

4, A consolidation of the last three, or perhaps four, of the 
American Export-Import Bank loans to China, extending the 
term and increasing the total amount. 

5. United States should provide China with a few airplanes 
capable of transporting tungsten from the interior to the coast 
so that the production and marketing of valuable ores, especially 
tungsten, could be speeded up and the foreign exchange receipts 
of China correspondingly increased. Planes of the Condor type 
would suffice. 

A 6. That the United States increase its economic pressure on 
apan. 

Mr. Cochran on this point reiterated to Dr. Kung the new plan 
for cooperation between the United States Treasury and the Stabili- 
zation Board and said that his only concern was that repercussions 
might be felt in Shanghai. Dr. Kung replied that the Japanese had 
already taken retaliatory action and that he thought that we should 
go ahead and take severe measures, irrespective of possible reprisals, 
economic or otherwise. During this conversation Mr. Cochran ex- 
pressed to Dr. Kung his hope that he would not let the Board be 
embarrassed by any intervention by or conflict of duties on the part 
of the Foreign Exchange Commission. Dr. Kung assured Mr. Coch- 
ran that he would definitely take care of this situation. Dr. Kung 
said that he was glad to have the research work being done by Fox 
and Adler as well as by Sir Otto Niemeyer and the latter’s assistants 
and he promised to continue to make available to these gentlemen 
such data as they might require in their studies. 

On the same day, Mr. Cochran was invited to dinner by the Gen- 
eralissimo at which he had another talk with him. The Generalissimo 
stressed the need of a definite plan for economic assistance to China. 
He said that the assistance should come within three months. He 
hoped for a plan of American aid in the economic field as definite and 
precise as that being developed in the military field. He was espe- 
cially concerned over the currency and price problems. Mr. Cochran 
assured the Generalissimo that we are anxious to do everything pos- 
sible for China. He would present to the Secretary of the Treasury 
upon his return to the United States his report of conditions as he 
found them and it would be his strong recommendation that every- 
thing possible be done on our side to augment and strengthen the 
American personnel participating in the Stabilization Board. After 
this conversation, Mr. Cochran talked with Mr. Lattimore who told 
him that his Chinese friends were very happy over Mr. Cochran's 
visit and were hopeful that the messages which he was taking back to 
Washington would be welcome and given careful consideration. 

On the last day of his visit in Chungking, Mr. Cochran discussed 
with Sir Otto Niemeyer the latter’s views regarding economic condi- 
tions in China. Sir Otto said that he thought it was perfectly obvious 
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as to what was ailing China as all the usual and well-known symptoms 
of currency inflation were as clear as daylight. He suggested (a) 
rigid examination of expenditures, (b) increases in taxation, (c) gen- 
uine patriotic drive for more loans raised from real savings. 


8. Focrra anp Last Sray 1x Hone Koxe, November 11-12 


During Mr. Cochran’s last visit to Hong Kong, Dr. Arthur A. 
Young, Financial Adviser to the Chinese Government, called on him 
and left with him two documents discussing Chinese economic prob- 
lems. 

9. Rerorn Tre 


Mr. Cochran arrived in Washington on November 19, 1941. 


APPENDIX A 


Prorosats Mane ny Dr. Kune ro Mr. Cocmran 


(1) That the United States Treasury dry up the supply of United 
States currency in Shanghai, thus removing this contributing factor 
from the black market, and also preventing counterfeiting thereof by 
the Japanese. The Minister suggested that we follow the British 
example of “calling currency home”. I told the Minister that we had 
at various times since the outbreak of the present war considered 
possible licensing control of exports and imports of our currency, but 
had so far taken no general step of the type of which he spoke. I 
told him that there were various reasons which had so far weighed 
against such action. For example, the dollar is used as a currency of 
refuge in many countries, including some of those now invaded. We 
should not like to take any action which would cause losses to indi- 
viduals who had put their confidence in our currency and would not 
now be in a position to follow regulations for the repatriation within 
a specified time of their United States currency to this country. Fur- 
thermore, the dollar circulates in Cuba, the Philippines and certain 
parts of Latin America. To call home such dollars would likely inter- 
fere with commercial business and might even have an adverse effect 
upon certain currencies, particularly the Philippine peso. I told the 
Minister, however, that I was sympathetic with the idea that my 
country should do what it could to relieve the situation resulting from 
dollar currency being so sought after in Shanghai that the yuan depre- 
ciated unduly, as measured against the American dollar notes. 

(2) That the United States Government help control American 
exports to China, calling upon the Chinese Consuls or other Chinese 
officials in the United States for assistance if necessary. I replied 
that the new plan which we were then working on for cooperation be- 
tween the American Treasury’s Foreign Funds Control and the Sta- 
bilization Board of China would provide material assistance on our 
part. The Treasury could utilize various of its agencies, particularly 
its Custom Service, for strengthening and implementing regulations 
of Foreign Funds Control. We should not desire to complicate this 
system by enlisting the assistance of Chinese Consular or other officials 
in the United States until we might have an opportunity to give our 
own plan a trial and judge its results. 
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(3) That the United States Treasury set up in the United States a 
new and separate fund in United States dollars to constitute a reserve 
backing for the Chinese currency. The British Government would be 
asked to act similarly if the United States Treasury approved of such 
a plan. Dr. Kung was not able to give any more specific suggestions 
in answer to my request for details of such a plan. He was simply 
anxious that we let the world know, and permit him to strengthen 
Chinese confidence in the yuan through such knowledge, that the 
United States and Great Britain were determined to maintain the 
stability of the Chinese yuan, and had set aside certain reserves to 
guarantee this undertaking. The Minister did not think it would 
be necessary to utilize such sums, feeling that the psychological effect 
would be sufficient. It was not his idea that such funds should be 
turned over to the Stabilization Board of China and used in the 
manner now followed with respect to the current assets of the Board. 

(4) That there be a consolidation of the last three, or perhaps four, 
American Export-Import Bank loans to China, extending the term 
and increasing the total amount. The Minister observed that the 
Customs receipts of China are pledged for some of these loans, but 
that the Japanese actually control most of the Customs. While the 
Secretary of the Treasury had been responsible for negotiations lead- 
ing to the early financial assistance to China, I remarked that such 
consolidation as the Minister now suggested would be a matter for the 
Export-Import Bank. I was happy, however, to pass this request on 
through the Secretary of the Treasury. When the Minister spoke of 
the need for more money for imports, I reminded him that the credits 
had not yet been drawn on to their full extent; that much material 
was being provided China under Lend-Lease; thus reducing the neces- 
sity for direct financial credits; and that shipping and priority prob- 
lems, and growing international political difficulties, would also cut 
down the amount of goods which could be exported to China. 

(5) That the United States provide China with a few airplanes 
capable of transporting tungsten from the interior to the coast, par- 
ticularly Hong Kong, so that the production and marketing of valua- 
ble ores, especially tungsten, Son be speeded up and the foreign 
exchange receipts of China correspondingly increased. Dr. Kung re- 
minded me that China had fiye Condor planes which were being used 
in service of this kind. I told him that I had seen some of these in the 
hangar at Hong Kong and also had seen the bags of tungsten ore 
which had been transported by this route. Dr. Kung said that such 
planes as we might spare for this commercial purpose need not be the 
latest model. Something of the Condor type would suffice. 

(6) That the United States increase its economic pressure on Japan. 
I reiterated to Dr. Kung that the new plan for cooperation between 
the United States Treasury Department and the Stabilization Board 
of China should very materially strengthen the economic encirclement 
of Japan. My oy concern was that early repercussions might be 
felt on Shanghai. Dr. Kung said that the Japanese had already taken 
retaliatory action, referring to the embargo which they put upon ex- 
port of cotton manufacturing from Shanghai, and that he thought we 
should go ahead without severe measures, irrespective of possible 
reprisals, economic or otherwise. 
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List or IENCLOSURES 


Enclosure No. 1. Draft of cable from Treasury to Fox, September 
29, 1941, containing proposed China program. 

_ Enclosure No. 2. Cable of October 2, 1941 from Fox to Treasury, 
in reply to Treasury’s cable of September 29. 

Enclosure No. 3. Cable of October 6, 1941 from Fox to Treasury re- 
garding proposed new program. 

_Enclosure No. 4. Cable of October 8, 1941 from Fox to Treasury 
giving Chinese reaction to Treasury cable of September 29. 

Enclosure No. 5. Memorandum prepared by Mr. Cochran with re- 
spect to the American plan for cooperation by Foreign Funds Control 
with Stabilization Board. 

Enclosure No. 6. Memorandum of October 12, 1941 submitted by 
Mr. Hsi Te-mou regarding Central Bank of China. 

Enclosure No. 7. Letter from Foreign Exchange Control Com- 
mission to Stabilization Board with respect to the division of foreign 
exchange. 

Enclosure No. 8. Letter of October 18, 1941 from Board to Vice 
Minister Y. C. Koo regarding letter of October 7, 1941 from the For- 
eign Exchange Control Commission. 

Enclosure No. 9. Cable of October 13, 1941 from Consul General 
Southard to State Department regarding hiring of additional clerk. 

Enclosure No. 10. Memorandum of October 13, 1941 prepared by 
Mr. Tsu Yu Pei regarding the American proposals. 

Enclosure No. 11. Memorandum of October 14, 1941, prepared by 
Mr. Cochran incorporating the views of the Board, together with the 
American proposals. 

Enclosure No. 12, Memorandum of September 23, 1941 by Mr. A. 
N. Young entitled “The Price Situation and Financial Policy.” 

Enclosure No. 13. Revised draft of Pei’s memorandum of October 
13, 1941. 

Enclosure No. 14. Cable of October 15, 1941 from Cochran and Fox 
to Treasury containing proposals regarding new China Program. 

Enclosure No. 15. Newspaper story of October 16, 1941 of press con- 
ference with Mr. Cochran and Sir Otto Niemeyer. 

Enclosure No. 16. Copy of letter from Mr. A. N. Young to Central 
Bank of China regarding the controlling of exports from the friendly 
foreign countries to China. 

Enclosure No. 17. Letter from O. K. Yui to Mr. Cochran enclosing 
letter from Dr. Kung to Mr. K. P. Chen regarding new China 
Program. 

Enclosure No. 18. Cable of October 20, 1941 from Cochran to Treas- 
ury containing Dr. Kung’s letter to K. P. Chen. p r? 

Enclosure No. 19. Chungking news bulletin regarding visit of Mr. 
Cochran, Mr. Baxter and Sir Otto Niemeyer. , 

Enclosure No. 20. There is no reference to enclosure No. 20, nor is 
there such in the appended enclosures. 

Enclosure No. 21. Meeting of American Chamber of Commerce on 
October 27, 1941. 

Enclosure No. 22. Letter of October 30, 1941 from Mr. A. E. 
Schumacher, Resident Manager of the Chase Bank, to Mr. Cochran. 
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Enclosure No. 23. Memorandum of October 28, 1941 prepared by 
Consul Smith giving high lights of a discussion of an economic club 
meeting in the American Club. 

Enclosure No. 24. Copy of letter of October 14, 1941 from Mr. 
Mackay to Mr. Hart of National City, New York. 

Enclosure No. 25. Memorandum to Mr. M. R. Nicholson from Mr. 
Mackay dated October 28, 1941. 

Enclosure No. 26. Memorandum to Mr. Cochran from Mr. Mackay 


dated October 29, 1941. 
Enclosure No. 27. Memorandum to Mr. Cochran from Mr. Mackay 


dated October 30, 1941. 

Enclosure No. 28. Letter of November 1, 1941 to Mr. Cochran from 
Mr. Mackay enclosing copy of letter to Mr. Fox of September 17, 1941. 

Enclosure No. 29. Suggestions for modification of the Foreign Ex- 
change Application System made by Mr. A. T. H. Shao, sub-manager 
of the Bank of China. 

Enclosure No. 30. Memorandum on life insurance in connection 
with the Stabilization Board and the American Freezing Act pre- 
pared by Mr. P. M. Anderson, General Agent for China of the Occi- 
dental Life Insurance Company. 

Enclosure No, 31. Note regarding imports of Tonkin Anthracites 
D pogin submitted by Mr. P. Dupuy, Director of Hongay Sales, 

td. 

go No. 32. Booklet on Shanghai Power Company. (not with 
report 

Enclosure No. 33. Letter of November 1, 1941 from Mr. Hutchison, 
Commercial Secretary of the British Embassy to Mr. Cochran. 

Enclosure No. 34. Letter of October 30, 1941 from Mr. Bruce M. 
Smith, a motor car dealer, to Mr. Nicholson. 

Enclosure No. 35. Cable from National City in Shanghai to Hong 
Kong and Shanghai Banking Corporation, Hong Kong, regarding 
contemplated issue of a new currency by the Nanking Bank. 

Enclosure No. 36 to 42. Memoranda and letters addressed either 
directly to Mr. Cochran from the Chase Bank in Shanghai and Hong 
Kong, or addressed to Mr. Nicholson and handed by him to Mr. 
Cochran. 

Enclosure No. 43. Letter of October 29, 1941 to Mr. Cochran from 
Mr. N. F. Allman, an American attorney in Shanghai. 

Enclosure No. 44. Cable from Mr. Cochran to Treasury with re- 
spect to the liaison work of Consul Smith and recommending em- 
ployment of Miss Miriam Forbes. 

Enclosure No. 45. Cable to Fox and Cochran from Treasury dated 
October 28, 1941 regarding Cochran’s and Fox’s proposals. 

Enclosure No. 46. Cable of November 5, 1941 from Dr. Kung re- 
questing Mr. Cochran to visit Chungking. 

Enclosures Nos. 47-48. Copies of telegrams of November 6, 1941 to 
Chungking informing Dr. Kung of Mr. Cochran’s coming visit. 

Enclosure No. 49. Cable of November 6, 1941 from Dr. Kung to 
Mr. Cochran again requesting him to Chungking. 

Enclosure No. 50. Memorandum submitted to Stabilization Board 
by Shanghai Municipal Council regarding foreign exchange needs. 

Enclosure No. 51. Memorandum of November 1, 1941 submitted 
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by Mr. Chen on China’s potential exports and on the position of 
American credits to China. 

Enclosure No. 52. Cable to Treasury from Fox and Cochran dated 
November 6, 1941. 

Enclosure No. 53. Memorandum submitted to Mr. Cochran by Mr. 
Tsu_Yee-pei on how the provision of transportation facilities under 
the Lease-Lend can contribute towards improving the position of the 
national finance. 

Enclosure No. 54. Cable from Nicholson to Cochran and Fox giving 
Treasury cable on delay. 

Enclosure No. 55. Cable to Treasury from Fox and Cochran on 
delay sentto Nicholson for transmittal. 

Enclosure No. 56. Cable from Treasury to Fox on his appointment 
as Adviser to the Ministry of Finance. 

Enclosure No. 57. Memorandum prepared by Mr. Young on the 
Practicability of Chinese Government Borrowing from the Public. 

Enclosure No. 58. Analysis of policy regarding the Chinese cur- 
rency situation dated March 31, 1941 prepared by Mr. Young. 


ook 481 : 
a (B 81, pp. 153, 154) 
Plain 
Chungking via N.R. 
Dated January 1, 1942. 
Ree’d 5:26 a.m. 
SECRETARY OF STATE, 
Washington. 

1, First. 

Following for Treasury from Fox. 

TF-W reference numbers two nine three and three two five. On 
Monday, December eight, bond of CNAC told me eight places were 
reserved for the Board if a plane left Hong Kong that night. 1 
suggested preference be given Chinese and he added that Loy Chang 
of Chinese Customs should be included. Agreed that following 
should be given places: Chen and wife, Pei and Manager of Bank 
of China, Hsi Temou and wife, Chi and Lay Chang. When Loy 
Chang declined place little after nine p.m. I immediately phoned 
Frese making place available tohim. He declined saying he preferred 
to remain with records. At midnight Hsi phoned that he and wife 
would not leave that night. As there was no transportation between 
Hong Kong and Kowloon after ten p.m. and as Frese and Taylor 
were on the Hong Kong side the only way to make use of the three 
vacant places was for Adler, Hewlett and me to take them. Before 
leaving I gave bond priority list with names Frese and Taylor first 
and particularly requested that place be reserved for Frese on next 
plane. Bond subsequently informed me that he had phoned Frese 
on December ninth and that Frese had insisted that priority be 
given to Miss Howkins, Secretary to Hall-Patch which Bond re- 
fused. He said that if Frese and Taylor had been on the Kowloon 
side Tuesday evening they could have left on what transpired to be 
the last plane out of Hong Kong. There has been no further infor- 
mation on Frese and Taylor since TF-V. 
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Re your 304 of December 16 and your 328 of December 27 amend- 
ments to licenses noted and approved with one further suggestion. 
While the mechanism for effecting remittances developed in general 
licenses seventy-five is highly satisfactory, it should be valid only 
for remittances to free China and remittances to occupied China 
effected via free China. 


HPD 


GAUSS. 


(Book 481, p. 155) 
(Paraphrase of telegram received) 


Erom: American Embassy, Chungking, China 
Date: January 1, 1942, 9 a.m. 
No. 2 

This message is for the Secretary of the Treasury from Mr. A. 
Manuel Fox. 

This is a message (TF-X) from the Stabilization Board to the 
Federal Reserve Bank of New York: 

Concerning telegram no. 33 of yours, the Central Bank of China 
Building, in Chungking, is the place of operations of the Board. The 
Board’s understanding that 207 is the new number effective as of De- 
cember 20, 1941 is hereby confirmed. 

It would be appreciated by the Board if you would notify it what 
amount of dollars (United States currency) disbursed by you on its 
account up to and including the 6th of December, 1941, and also what 
amount of disbursement, if any, which you since made on its account. 

Gauss. 


Book 481 . 156, 157 
2 ( » Pp. 156, 157) 
Gray 
Chungking 
Dated January 1, 1942 
Rec'd 5:36 a.m. 
SECRETARY OF STATE, 
Washington. 

3, January 1, 11 a.m. 

Following for Secretary of the Treasury from Fox: STROH-Y. 

One. Á. returned from Kunming yesterday after two weelks visit. 

Greatly impressed by efficiency of factories in that vicinity but dis- 
appointed in evidence of deflationary policy recently put into effect, 

oncerned lest it seriously affect production of all vitally necessary 
equipment and products which otherwise will need to be imported. 

B. Found concern over very high prices and shortage of goods and 
over danger to value of fapi unless some basis of support is established 
and especially for meeting inevitable large deficit for 1942. 

C. Having made arrangements in Kunming for strengthening 
Board's office and provide as far as (?) facilities are (?) for maxi- 
mum movement of goods into free China from Rangoon. In view 
of limitations of Burma Road and military demands on Road out- 
look for flow of goods and price situation not too promising. 
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Two. (?) (4) of your 304 of December 16, 9 p.m., I shall convey 
your message to Doctor Kung at the earliest opportunity and I am 
sure its spirit will be much appreciated. He has been seriously ill 
and it may not be possible to see him for a few days yet. To avoid 
embarrassment, I should appreciate it if you could notify me what 
his additional proposals to Mr. Cochran were. 

Three. The Board asks me to transmit the following message to 
you: “Owing to the loss of its records in Hong Kong, the Board is 
temporarily unable to fulfill its obligations under paragraph 1(D) 
of the Sino-American agreement of April 1941. The Board is making 
every effort to reconstitute its records and hopes to be able to resume 
the submission of its monthly reports to you at the earliest 
opportunity. 


PEG 


GAUSS. 


(Book 482, p. 208) 
Treasury DEPARTMENT Division or Monrrary RESEARCH 


Date: January 6, 1942 
To: Secretary Morgenthau 

Appended is a cable from Ambassador Gauss and a digest. 

It is not important at this stage. We are studying the whole 
matter intensively and it will be brought to your attention as soon as 
it has reached a stage of greater maturity. 

H. D. W. 


(Book 482, p. 209) 
TREASURY DEPARTMENT Inrer-Orricre COMMUNICATION 


Date: January 5, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of cable from Ambassador Gauss commenting on 

Chinese loan proposals 

1. The morale of the people has undoubtedly been affected by the 
initial Japanese successes. 

2. The proposed loan was described by General Chiang as a political 
measure, 

3. Difficulty is made by the absence of any definite proposals as to 
the use of the Joan aside from the suggestion of support for domestic 
bond issue intended to slow up inflation. However, Congress might 
be asked for the necessary authorization while the actual issuance of 
the loan might await the presentation and consideration of proposals 
definitely indicating the use to be made thereof. 

4. Ch. $10 billion should be the maximum. It is the Ambassador's 
feeling that requirements would be satisfied by a loan not exceeding 
this amount, while larger credits would be misleading and would be 
an invitation to attempts to misuse the funds. 
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(Book 482, pp. 210, 211) 
(Copy) 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China. 
Date: December 31, 1941, 5 p.m. 
No. 549. 

In regard to my telegram No. 548, 6 p.m., dated the 30th of De- 
cember. 

My comments are as follows: 

The morale of the people, including the upper classes, have un- 
doubtedly been affected by the initial Japanese successes which Japan 
is exploiting in radio propaganda which is directed toward China at 
the same time that Japanese forces here in China are taking the of- 
fensive. How the Army has been affected remains to be seen. Chi- 
nese resistance to the new Japanese drive against Shanghai (Chang- 
sha?) is being watched by us with considerable uneasiness. 

The proposed loan was described by General Chiang as a political 
measure. We of course have known from the inside that before De- 
cember 7 China was proposing to ask for this loan from the U.S., 
while at the same time it was giving no realistic consideration to the 
drastic domestic measures necessary to cope with the worsening eco- 
nomic situation. Now, however, the problem assumes a full political 
character. 

Difficulty is made by the absence of any definite proposals as to the 
use of the Anglo-American loan, aside from the suggestion of support 
for a domestic bond issue intended to slow inflation up. However, I 
venture the suggestion that Congress might be asked to authorize the 
Executive Branch of our Government to grant loans or credit stock 
in a (?) toa specified amount. 

If an immediate measure of this kind were taken to bolster up the 
situation in China and to indicate support of the Generalissimo as the 
leader of the policy of resistance, the actual issuance of the loan or 
granting of credits might await the presentation and consideration 
of proposals definitely indicating the use to be made thereof. 

It is quite clear here that only scant consideration has been given to 
the advice and recommendations of the Government’s financial ex- 
perts and advisers. Possibly they could work out proposals permit- 
tipg sane and helpful use of the financial support which China is 
asking. 

In the light of information here it appears that perhaps two billion 
to four billion Chinese dollars might be attracted by a domestic bond 
issue, the actual amount largely depending on whether the issue is dis- 
tributed primarily among the public rather than in the Government 
banks. There might be grants of loans up to an amount of a billion 
Chinese dollars (backed or supported by foreign credits) to encour- 
age domestic production independent of imports. To provide for the 
psychological or political factors or for other legitimate demand, this 
total of five billion Chinese dollars might be doubled. Even so, how- 
ever, the total would not be more than ten billion Chinese dollars 
whereas the Generalissimo is asking the British and ourselves for an 
amount equivalent to twenty billion Chinese dollars. It is my feeling 
¿bat requirements would be satisfied by a loan not exceeding this 
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amount, while larger credits would be misleading and would be an in- 
vitation to attempts to misuse the funds. 


Gauss. 
Copy: hmd: 1/3/42 


(Book 482, p. 212) 
Treasury DEPARTMENT Inrer-Orrice COMMUNICATION 


Date: January 5, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of cable received from Mr. A. M. Fox regarding 
loan to China 


1. Fox supports request for loan on the grounds that it would have 
both beneficial political and economic results. A loan, he says, might 
male all the difference between a Chinese defeatist victory and the 
neutralization of the defeatists. 

2. It would be desirable to use the loan as an occasion for insisting 
on strengthening and improving the Central Bank and the Chinese 
banking system but the political effects of the loan could be reinforced 
by not requiring any specific guarantees. 

3. Fox suggests uses to which the loan could be put: 

(a) To retard the inflationary spiral by guaranteeing an issue 
of Government bonds to absorb currency and make it unneces- 
sary for the future that the Government of China issue more 
currency to cover its budgetary deficit. 

(b) To insure the maintenance of an inflow of imports by 
promoting trade with India and with Russia. 

(c) The financing of loans, if possible, for the promotion of 
internal small scale production and for agricultural production. 

4. It might be desirable to link the Stabilization Board with the 
loan if this were possible since it might be easier for the Board than 
for the Chinese Government itself to secure confidence. 

5. The Board has received the scheme submitted by the Ministry 
of Finance which proposes that its remaining United States dollars 
and sterling assets be used as a guarantee fund for an issue of Chinese 
Government bonds. Fox objects to this proposal. 


(Book 482, pp. 213-216) 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date January 3, 1942, 10 a.m. 
No. 11 

TF-Z. The following is in strict confidence for the Secretary of 
the Treasury from Mr. A. Manuel Fox. 

I. (A) In Yunnanfu and Chungking I find a great deal of talk of 
a loan to China by Great Britain and the United States. I am in- 
formed that the subject has already heen raised with each of the 
Governments by the Generalissimo. In Chinese Government circles 
the talk is of a loan by Britain of one hundred million pounds and 
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a loan of the United States amounting to five hundred million United 
States dollars. 

(B) For some time prior to the outbreak of the war I have felt 
that a new loan to China was needed due to the extreme gravity of 
the internal economic situation here. My feeling has been reinforced 
since December 8 in view of (1) the effect on Chinese political 
opinion of the initial Japanese successes; and (2) the perceptible 
strengthening of defeatist elements in Chinese Government circles; 
and (: 3) the probable effect of temporary Japanese successes in south- 
east Asia in the near future. In this situation in order to keep China 
going as an Anti-Axis power a substantial loan (the bigger the better) 
would be invaluable. An argument in favor of making the loan as 
big as possible is the very fact that the larger portion of such a loan 
could not be used. 

(C) The internal economic effects of such a loan would be benefi- 
cial, after the first psychological effects have worn off, although be- 
cause of the physical difficulties in the importing of goods they might 
not be commensurate with its size. The fact that the political advan- 
tages would be very great is of more importance. A loan might make 
all the difference between a Chinese defeatist victory (lukewarm as 
they are) and the neutralization of the defeatists. The actual outlay 
would be much smaller than the nominal amount of the loan, as al- 
ready indicated. It would be desirable to use the loan as an occasion 
for insisting on strengthening and improving the Central Bank and 
the Chinese banking system, but the political effects of the loan could 
be reinforced by not requiring any specific guarantees. 

(D) The following uses could be made of the loan: (1) To retard 
the inflationary spiral by guaranteeing an attractive issue of Govern- 
ment bonds to absorb fapi and make it unnecessary for the future 
that the Government of China issue more currency to cover its budget- 
ary deficit; (2) to insure the maintenance of an inflow of imports by 
promoting trade with India (as long as the Burma Road remains 
open) and with Russia. I am not in a position to evaluate from a 
political standpoint the aspects of financing trade with Russia but 
certainly there would be an accrual of economic advantage; (3) the 
financing of loans, if possible, for the promotion of the internal small 
scale production which is greatly needed and for agricultural produc- 
tion. Retardation of rise in prices would be aided by the effects of 
both (2) and (3) in increasing the supply of goods; and perhaps (4) 
the provision of foreign exchange backing for the note issue which 
would temporarily affect beneficially internal confidence in (?) (#).? 
If it were possible to link the Stabilization Board in some way with 
the loan it might be desirable to do so because, if for no other reason, 
it might be easier for the Board than for the Chinese Government 
itself to secure confidence. i ) 

(C) [sic] The Board has received a scheme submitted by the Min- 
istry of Finance which proposes that its remaining U.S. dollar and 
sterling assets be used as a guarantee fund for an issue of Chinese 
Government bonds on the lines of I (D). I see three objections to this: 
1. The amount involved would not be sufficient to contribute substan- 
tially to the absorption of fapi; 2. taking into consideration the ternis 
of agreements instituting the fund, there is some doubt as to the legal- 
ity of the sugyested procedure; 3. the Board would be deprived of its 


1 Apparent omissions. 
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function of providing foreign exchange for imports. (This function 
must be performed so long as imports are possible.) 

II. On December 31 immediately upon my return from Kunming I 
prepared the above except for a few modifications. I was brought up 
to date yesterday morning by Ambassador Gauss regarding the steps 
taken so far by the Embassy with respect to a loan to China. The 
suggestions made by Niemeyer to the Government of China interested 
me and the comments of the Ambassador who appeared to be espe- 
cially (2)* by his suggestion that Congress act immediately impressed 
me. As yet I have not talked with any British or Chinese official 
concerning a loan to China. 

Gauss. 


(Book 483, pp. 216, 217) 
JANUARY 9, 1942. 
Memorandum for the Secretary’s files 
Meeting in Mr. White’s Office with State Department and Mr. Cur- 
rie regarding loan to China, January 8, 1942, 11:00 a.m. 


Present: 
Mr. B. Bernstein 
Mr. Berle? 
Mr. Coe 
Mr. Currie 
Mr. Friedman 
Mr. Livesey ? 
Mr. Southard 
Mr. White 


The present economic and financial conditions in China were dis- 
cussed and it was generally agreed that the situation was serious and 
American assistance was needed. However, the risk involved was so 
much beyond the scope of anything undertaken by the Treasury 
previous to this that if anything was done it would have to be on the 
basis of political and military considerations. 

A discussion of the political situation in China took place in which 
Mr. Livesey gave the contents of the cable received from Ambassador 
Gauss that morning describing the current situation in China. Ac- 
cording to Mr. Livesey, Ambassador Gauss described the method that 
General Chiang uses to gain the support of the various cliques in the 
Kuomintang and how General Chiang depends upon them for sup- 
port. However, the Ambassador does not believe that the defeatist 
elements will win out. Mr. Berle interposed that the loan was to help 
strengthen Chiang’s position and commented that in addition to 
Chiang the only other important resisting group was the Communists. 

The way in which a loan might be raised was also discussed and the 
possibilities of using the Stabilization Fund and Congressional 
amendment of the existing Lend-Lease law were explored in a pre- 
liminary fashion. Mr. Currie stated that it might be possible for 
Lend-Lease to make a loan to China on the basis that the strengthen- 
ing of China’s economy was a prerequisite for its military activity. 


2 Apparent omissions. 

2 phe selection of the State Department representatives to this meeting was made by 
Mr. Berle who chose those whom he thought proper for the meeting. No representatives of 
the Far Eastern Section were sent. 
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The desirability of cooperation with the British was reviewed. 
Mr. Currie said that he believed the Chinese would prefer an Ameri- 
can loan. The question of whether the British would not insist upon 
coming in on the loan was raised and the point was made that this 
was a political problem which had to be settled by the State 
Department. 

Mr. White requested that the State Department send a formal com- 
munication to the Secretary of the Treasury regarding the loan pro- 
posal. Mr. Berle said that in his opinion the Secretary of State was 
prepared to do this. Mr. White informed Mr. Berle that in the mean- 
time the Treasury would be studying the proposal. 

Mr. White informed State that he had been contacted by Soong 
who had informed him that he (Soong) had additional information. 
It was decided that Soong could be told that the loan proposal was 
being given favorable consideration and was being studied intensively. 


(Book 484, p. 185) 


(Telegram sent) 
PD Plain 
JANUARY 9, 1942. 
U.S. Hie COMMISSIONER, 
Manila (Philippine Islands). 

6, Ninth. 

From the Secretary of the Treasury. 

Quote. Please advise by radio whereabouts of Anderson, Saxon, 
Nelson, Hebbard, Price and North of Foreign Funds Control staff and 
if they are well. Unquote. 

HOt. 
(FL). 
FD: FL: VCL: BMcB 


(Book 484, p. 186) 
(Face of envelope to accompanying Presidential memo below) 


THE WHITE HOUSE 
OFFICIAL BUSINESS 
PENALTY FOR PRIVATE USE TO AVOID 
PAYMENT OF POSTAGE, $300 


By Wire House MESSENGER. 


Mr. Frank DErrricr, 
Room 279, 
Treasury DEPARTMENT. 


Confidential. 


Ture Warre HoustE, 
Washington, Jan. 9, 1942. 
Memo for the Secretary of the Treasury: . 
In regard to the Chinese loan, I realize there is little security which 
China can give at the present time, yet I am anxious to help Chiang 
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Kai-shek and his currency. I hope you can invent some way of doing 
this. Possibly we could buy a certain amount of this currency, even if 
it means a partial loss later on. 

FDR. 


(Book 484, p. 187) 
(Original sent to farm Saturday by Mr. Southard.) 


(Book 484, p. 188) 
JANUARY 9, 1942. 
To: Secretary Morgenthau 
From: V. F. Coe 
Subject : Conference on Loan to China 

Mr. White held a conference with Messrs, Berle, Currie, Livesey, 
and Legal Division, to discuss Chiang Kai-shek's request for a loan. 
It was agreed that they would ask Secretary Hull to send a letter to 
the Secretary stating that for political reasons negotiations on such 
a loan should be started. The group agreed that Fox and Adler 
should return to advise on the question of bond issues, etc. 

Mr. Soong rang about this matter and 1 told him that it was re- 
ceiving sympathetic consideration and being studied. He said he 
would like to tall about it, and a meeting was agreed to. 

VFC: ion 
19/42. 


(Book 484, p. 189) 
JANUARY 9, 1942. 
To: Mr. Livesey 
From: Mr. Dietrich 
Will you please send the attached cable to the American Embassy, 
Chungking, for Fox from the Secretary of the Treasury. 


ED: dm: 1/9/42 


(Book 484, p. 190) 


(Draft of radio to Fox, Chungking, 1/7/42 


Referring to final paragraph of your radio of January 1 containing 
suggestion as to General License 75, the effect of our action of Decem- 
ber 26 respecting remittances is only to stop remittances through the 
offices of banks in occupied areas. This is true since under General 
License 75 dollar amount of remittance must be paid to designated 
agent for account of appointed bank, and on December 26 we re- 
voked appointed bank status of oflices in occupied area. Therefore, 
as you have suggested, General License No. 75 is now only yalid for 
remittance to free China and to occupied China via free China. 


LCA :lhb 1/7/42 
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(Book 484, p. 191) 


(Telegram sent) 
HRL Plain 
JANUARY 9, 1942. 
AMEnmBassyY, 
Chungking. 

11, ninth. 

For Fox from the Secretary of the Treasury. 

Quote. Referring to final paragraph of your radio of January 1 
containing suggestion as to General License 75, the effect of our action 
of December 26 respecting remittances is only to stop remittances 
through the offices of banks in occupied areas. This is true since 
under General License 75 dollar amount of remittance must be paid 
to designated agent for account of appointed bank, and on December 
26 we revoked appointed bank status of oflices in occupied areas. 
Therefore, as you have suggested, General License No. 75 is now only 
valid for remittances to free China and to occupied China via free 
China. End quote. 


Hout. 
(FL) 
FD: FL: VCL 
(Book 484, pp. 289-291) 
DEPARTMENT OF STATE, 
Washington, January 10, 1942. 
In reply refer to FD 


My Dear Mr. SrcrerarY: Reference is made to Generalissimo 
Chiang Kai-shek’s request of December 30, 1941 that the United States 
Government provide China with $500,000,000 of financial help in or- 
dex to support Chinese morale and prevent the effects of further de- 
preciation of the Chinese currency and deterioration of the funda- 
mental economic situation in China (Ambassador Gauss’ telegram 548 
of December 30, 1941). Reference is also made to Ambassador Gauss’ 
recommendations thereon as transmitted in his telegram 549 of De- 
cember 31, 1941, and to informal discussions of the matter by officers 
of the State and Treasury Departments and with Mr. Lauchlin Currie. 

The Generalissimo’s proposal has been given very careful considera- 
tion. I feel that, as an act of wartime policy and to prevent the im- 
pairment of China’s military effort which would result from loss of 
confidence in Chinese currency and depreciation of its purchasing 
power, it is highly advisable that the United States extend financial 
assistance to the Government of China in amounts up to $300,000,000 
at the present time. I believe that a determination of this Govern- 
ment’s policy to this effect need not await ascertainment of the atti- 
tude to be taken by Great Britain on the similar Chinese proposal with 
reference to sterling credits. j fix 

I feel that the greatest possible expedition in reaching a position 
where an announcement can be made is highly important. I feel 
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also that it would seem to be highly desirable that the British Govern- 
ment be kept currently informed of our views and decisions in regard 
to this matter in order that the British Government may be afforded 
opportunity, should it so desire, to take simultaneous and comparable 
action. 
Sincerely yours, 
Corpett HULL, 
Secretary of State. 


The Honorable Henry Morcentuat, JT., 
Secretary of the Treasury. 
(Handwritten notation: “Rec'd 2:30 p.m. 1-10-42 DWB”.) 


Photostats today to Messrs. White, Southard, and Viner. 
Original given back to Secretary. 


(Book 485, pp. 47-48) 


JANUARY 12, 1942, 
10 :29 a.m. 

HM Jr: Hello. 

Lauchlin Currie: Hello. 

HM Jr: Hello, Lauch. 

C: Hello, Mr. Secretary. 

HM Jr: Yes. 

C: I was just arranging transportation by air from China for Owen 
Lattimore to come back for consultation. 

HM Jr: Yes. 

C: And I was wondering if you’d like me at the same time to do 
anything about Fox on this loan proposition. 

EM Jr: Well, I’m just getting into it this morning. 

C: Yeah. 

JIM Jr: Between now and sunset I'll know more about it. 

C: Fine. 

H.M. Jr: I’ve just gotten a letter from Mr. Hull which I’ve not yet 
read. 

C: Right. Lattimore is leaving Chungking on the thirteenth. 
That’s tomorrow. And I think I might be able to arrange for the 
military command to pick up Fox too, if you were interested. 

HM Jr: Well, Pd bring Fox back. 

C: Yeah. 

HM Jr: Bring him back. 

C: Yeah. I think Chiang Kai-shek would like to have him back 
to explain all these things, too. I’ve got an intimation of that. 

HM Jr: Well,I think Pd do it. 

C: Fine. 

HM Jr: Dd appreciate it. 

C: Allright, thanks. Good-bye. 
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(Book 485, pp. 74-85) 
FINANCIAL ASSISTANCE TO CHINA 
JANUARY 12, 1942. 
11:55 a.m. 
Present: 
Mr. Southard. 
Mr. Coe. 


Sir Frederick Phillips. 
Mr. Currie. 

Mr. Viner. 

Mr. Bell. 

Mr. Bernstein. 

Mr. Foley. 


H.M. Jr: Here is the proposition I want to talk to you people about. 
The President and the State Department want me to make a loan to 
China. I don’t know what the status is of the Export Import Bank; 
but, Dan, if you would make a note to find out just where we stand, 
that is number one. Will you please? 

Mr. Bell: You mean stand with respect to credits to China and 
how much they have got left ? 

H.M. Jr: Yes. 

Mr. Bell: We probably have that. White is the representative of 
the Treasury on the Board, and I expect he has that information. 

H.M. Jr: Well, let's get it anyway. 

Mr. Bell: Right. 

H.M. Jr: That is number one. Then I got this impression that 
what they were worried about was the fall of Singapore, but Horn- 
beck was here and said he was worried about the fall of Manila, or 
rather the balance of the Philippines. Anyway, they are worried, 
and I got this letter from Mr. Hull. I have asked T. V. Soong to 
come in at three. I thought I would see him alone and see if he might 
talk and see what he has in his mind. I also—while you gentlemen 
are here, I will ask what the English are going to do. Then I want 
to ask Lauch if he thought—is this something that I can kid the 
Chinese along on until these people get back from Chungking. 

Mr. Currie: Yes. At the meeting—two meetings I have sat in on 
this thing, one at the State Department and one over here, it was the 
general thought that we might agree to the principle of the thing, the 
need for financial assistance to China, but of course there are many 
questions about the amount, the rate of exchange, who shall do it, what 
fund, what Congressional authorization there may be, the possibility 
of perhaps doing it through Lend-Lease. Thatis something you might 
explore. There are many questions like that that we really have to 
go into and it takes some time, but we are sympathetic and 

H.M. Jr: Do you think that is enough ? 

Mr. Currie: 1 think so. 

H.M. Jr.: Bernie, where do 1 stand on making a loan to China as 
to what I have said to Congress? 

Mr. Bernstein: 1 think pretty clearly you would have to go up to the 
Congressional committees just as you did previously on the China loan. 

H.M. Jr.: You do think so? 
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Mr. Currie: There is another little complication, Mr. Secretary, we 
cliscussed at our meeting the other day, and that is whether we should 
do this on our own or another one of these joint Anglo-American 
things. The Chinese would much prefer to have them separate. 

H.M. Jr: Separate? 

Mr. Currie: Yes. 

H.M. Jr: Somebody told me, I can't remember where I get these 
things from, that it is the English—the way they have treated Chiang 
Kai-shek that has made him so sore. They treat him like he was Shah 
of Persia or something like that, or rather the King of Albania. 

Mr. Currie: Some one told me that Niemeyer began to talk in terms 
of obligating certain Customs receipts for payment. 

H.M. Jr: Was it you that told me that? I got it somewhere. 

Mr. Currie: I get a lot of that all the time. 

H.M. Jr: What I would like to do, frankly, gentlemen, this is what I 
would like to do, and I need your help. I would like to do this thing 
in the way that we could sort of kind of feed it out to them if they 
keep fighting, but I would hate to put three hundred million dollars 
on the line and say, “Here, boys, that is yours.” 

Mr. Currie: I think it will have to be very frankly regarded as a 
subsidy, as a war measure, and not asa loan. 

H.M. Jr: Well, the President as much as said that, but also I would 
like to keep it and kind of feed it out. Couldn’t you work out some- 
thing—as I say, I will have Soong in at three. You see, here is my 
trouble, so that you know it. The President being willing, I am going 
to leave here Tuesday night, I hope, for a week, so if we are going to 
do anything in the way of some kind of an agreement—I spoke to 
Soong Saturday night at ten o’clock and told him I had just gotten 
this thing by hand, and I was interested so that word went over, and I 
will see him this afternoon. Now, I am going to ask him—I think it is 
much better—point blank. Now, look, Fox and Lattimore are on the 
way back. Can we wait until they get here? Tam definitely interested. 
We are going to do something. Is that enough? 

Mr. Currie: They can be brought back within two or three weeks, 
I should say. 

H.M. Jr: Is it as long as that? Hornbeck says he can’t wait until 
they get back. I have never seen the State Department—Hornbeck, 
speaking for them, is anxious. I told him this morning “I love to 
be pushed by the State Department. It is a unique experience.” He 
has also forgotten—you know, he takes full joint credit for the first 
loan. He forgets he wrote a memorandum to Hull recommending 
we shouldn’t do it, the first twenty-five. He has a short-lived mem- 
ory like Arthur Krock’s idea, you have got to go back to nineteen 
hundred and two—when Mr. Hull introduced a bill for strategic 
materials—to justify Hull’s position. 

Mr. Coe: It would look from what State has said and also from 
some of the messages addressed to you that if they got an agreement 
to negotiate that that would solve the first 

H.M. Jr: Who said that? I didn’t see that. 

Mr. Coe: Well, in one of the messages which came through origi- 
nally from Gauss, it said the first thing 

H.M. Jr: Will you dig that out? Why don’t you send for it? 
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Mr. Foley: Mr. Secretary, on going to Congress, don’t you think 
the situation is different now that we are at war? 

H.M. Jr: I don't know. We can find out. 

Mr. Foley: You said you wouldn’t make a loan out of the Stabili- 
zation Fund to a country at war, but the consideration for that state- 
ment was the entanglement and now that we are at war, it seems to 
me the situation is just as different as it can be. 

H.M. Jr: Well, I think the thing to do, Ed, if we are going to go into 
this thing— Wagner is back. He is Chairman of the Committee. The 
thing to do would be for you to go up and see Wagner and ask what 
he thinks. Tell him we have got a Chinese deal on, see, do I have to 
come up there. 

Mr. Foley: All right. 

H.M. Jr: And he could sound out the Committee. That is the 
easiest way. 

Mr. Foley: Yes, I think that is right. 

H.M. Jr: That is why I wanted everybody in on it. 

Mr. Currie: There is this other possibility you might keep in mind, 
Mr. Secretary, and that is that this is strictly a political war measure. 
It is not a loan. 

H.M. Jr: It is what is known as silver bullets, isn’t it? 

Mr. Currie: That is right. It might be possible to get an amend- 
ment on the Lend-Lease appropriation for us to take over part of 
the cost of part of the Chinese army. It would amount to the same 
thing. Then they could issue bonds here, you see. 

H.M. Jr: Now, wait a minute, you are going a little fast for me, 
Lauch, I am just a country boy. I can’t keep up with you. 

Mr. Currie: We could make quite a case against a committee. 

H.M. Jr: Do you realize we have got two Canadians employed 
here? (Laughter) 

A, Currie: Do you know when you first employed me, I was an 
alien 

H.M. Jr: Yes, and I know how you got fixed up. I didn’t know it 
then, but I know it now. 

Mr. Currie: Really? I remember Jack’s consternation when he 
learned that. He rushed me up to Boston to take out my final papers. 

H.M. Jr: Viner keeps a lot of bad things from me. 

Mr. Viner: That was pretty bad. 

H.M. Jr: Iwill say it was. 

Mr. Currie: I think a fairly convincing case can be made before a 
Congressional committee on the grounds that we have been unable 
to render them a lot of material help, the Chinese, in the Lend-Lease 
program, partly because of the bombing of the Burma Road and 
partly because of other reasons. This would be a very substantial 
form of help to take over what would amount to part of the cost of 
their army. They are maintaining a huge army and it may amount 
to three hundred million dollars, you see, and then that would be 
strictly Lend-Lease and there wouldn’t be this loan. It is not a loan. 
There is not the slightest chance of ever being any repayment. 

H.M. Jr: I like your idea, and then you can come to whatever the 
agreement is on Lend-Lease, the tangible, direct, or indirect benefits 
we would get from it. 
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H.M. Jr: Would you need an amendment? 

Mr. Currie: Yes. 

H.M. Jr: I think this is a marvelous idea. 

Mr. Foley: Why would you need an amendment, Lauch? 

Mr. Currie: I don’t think you have authority to do it under the 
present loan. 

Mr. Foley: Why not? 

Mr. Currie: It is for the purchase of articles or personnel to service 
those articles. That would have several advantages, Mr. Secretary. 
It would keep your loaning record a little bit cleaner from the point 
of view of eventual] defauits. It would enable us to take unilateral 
action without reference to the British, which the Chinese would like. 
It would put the loan on its proper basis as a war measure, as a ques- 
tion of military export, not as a commercial loan. 

H.M. Jr: I think that is a good idea. Let me ask you this, Lauch. 
How much do I have to clear with the State Department on this? Let 
me put it another way: 

Mr. Currie: Well, at the meeting the other day, Harry White took 
the position as the discussion developed that obviously this was a 
political matter and couldn’t be treated as a Stabilization loan. 
Therefore, he thought that you would require a letter from the Secre- 
tary of State so informing you, that it was to be treated on political 
rather than economic grounds. 

Mr. Bell: That is the reason for that letter. 

Mr. Currie: And that is the letter. 

H.M. Jr: But I don’t have to call up Mr. Berle and say please, do 
I, as long as I have got Hornbeck advising me and keeping him in- 
formed ? 

Mr. Currie: Well, Berle has assumed the initiative in the State De- 
partment on this thing. 

H.M. Jr: Well, I don’t know he exists on this. 

Mr. Currie: That is a very difficult matter. 

H.M. Jr: Well, I will work with Hornbeck, that is all, and see what 
happens. The reason that—Berle has got so many trick ideas, if I 
bring him in to this thing whatever we suggest he will want to modify 
it. Well, why don’t I have what’s-his-name in, Phillips? 

Mr. Bell: Yes. 

(Mr. Phillips entered the conference. ) 

H.M. Jr: The reason I asked you to come over here is that the 
President and Mr. Hull have asked us to take up the question of 
financial assistance to the Chinese Government, and I just wondered— 
we are just getting started on it—whether you would care to tell 
me how far you people have gone, how far you expect to go, whether 
you want to do it together or separately. 4 al amr- 

Mr. Phillips: Well, sir, I did send you a little note, I will give it 
to you in three points. The first point, there was a suggestion put 
out by Sir Otto Niemeyer for the Chinese to issue an internal loan 
to be guaranteed by the United States and the United Kingdom. 
The guarantee suggested was forty million dollars and ten million 
pounds. The purpose of the loan 1s to mop up some of this surplus 
bank notes floating around China. That we are definitely in favor 
of. The second point, there were various reforms— 
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H.M. Jr: And that you are in favor of? That would be done 
through what agency ? 

Mr. Phillips: For discussion. 

H.M. Jr: But mop up, you say, buy up some of their currency ? 

Mr. Phillips: Yes. 

H.M. Jr: Yes. 

Mr. Phillips: The second point, there are a whole series of reforms, 
the way banks are controlled, the way interest rates are fixed, and 
various other detailed points, on which 1 think you will find that the 
United States Ambassador in Chungking is in full sympathy with 
suggestions that our people out there have made and that there is 
agreement to represent them jointly or separately to the Chinese 
Government. I am afraid I don’t carry all those details in my head, 
but there is a reform program. Now, the final point is that Chiang 
Kai-shek has seen the British Ambassador. I assume he has seen 
also the United States Ambassador. He has represented that his 
position is not too safe. The Chinese public are impressed by Japanese 
advances and so on, and that, therefore, he must have some psycho- 
logical support, and what he suggests is that 

H.M. Jr: Your Ambassador suggests? 

Mr. Phillips: Not, this is what Chiang Kai-shek asked for from 
our Ambassador. What he suggested was we should advance a hun- 
dred million pounds, and you should advance five hundred million 
U.S. dollars. 

H.M. Jr: That is the Generalissimo’s suggestion ? 

Mr. Phillips: Yes, which would add up to one billion dollars, more 
or Jess, which is about what Russia got, which I should think is the 
real precedent they are trying to follow. 

H.M. Jr:Isee. Which Russia got which was promised. 

Mr. Phillips: Through Lend-Lease. 

H.M. Jr: But she hasn’t got it. 

Mr. Phillips: Well, it was promised to her. Well, we don’t know 
much about that suggestion. 

Mr. Currie: On the same basis, Mr. Secretary, the Chinese have 
got six hundred million. 

Mr. Bell: Through Lend-Lease, wasn’t it ? 

Mr. Currie: Yes. They haven’t got it, but on the same basis. 

H.M. Jr: Six hundred from us? 

Mr. Currie: Those are the allocations set up. 

H.M. Jr: They have been promised? You see, I am going to school 
on this, because 1 haven't been in on this. i f 

Mr. Phillips: Well, there is this huge demand from Chiang Kai- 
shek for money. Frankly, we don’t know what he will do with the 
money. He has got no serious foreign exchange problem left because 
of course Hong Kong and Shanghai are out of it and the only Chinese 
imports is stuff that is coming up the Burma Road and nearly all that 
is Lend-Leased, so we don’t know what he wants with foreign ex- 
change in those quantities, but he has asked for it. d 

H.M. Jr: How fast could you act on this forty million dollars, ten 


million pound thing. 
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Mr. Phillips: In principle we could act pretty fast. The details 
would take a lot of working out. 

H.M. Jr: Butin principle? 

Mr. Phillips: In principle we could get a decision pretty quick. 

H.M. Jr: How fast? 

Mr. Phillips: This week, I should think. I suppose we should 
Lae to have an act of Parliament, and I am not sure how you would 

o it. 

H.M. Jr: Well, Mr. Foley is going to go up to see the Chairman of 
my committee to see whether I need anything or not. 

Mr. Phillips: But it is just a scheme. It is just an outlined pro- 
posal at present. 

H.M. Jr: Well, that is within the realms of possibility, isn’t it? 

Mr. Bell: That might be worked out as an amendment to the old 
agreement to increase the amount. 

Mr. Phillips: Of course, you know they have never drawn that— 
what was it, fifty million dollars you gave them. They have never 
even touched it, as far as I understand. 

H.M. Jr: Is that right, gentlemen? 

Mr. Bell: That is right. 

Mr. Southard: They have never asked you to buy the yuan, Mr. 
Secretary. 

H.M. Jr: So that fifty million is intact? 

Mr. Southard: Yes. 

Mr. Bell: They are getting close to there—— 

Mr. Southard: But this is of course not a foreign exchange problem 
and isn’t presented as a foreign exchange problem, this present prob- 
lem that you are now considering. 

H.M. Jr: Which one, the forty million ? 

Mr. Southard: No, the whole new request, in whatever form. 

H.M. Jr: But this thing that Sir Frederick is talking about is a 
foreign exchange problem. 

Mr. Southard: Domestic problem. 

Mr. Phillips: As I say, they are paying for this war by printing 
bank notes, and there are too many bank notes now. This proposi- 
tion is, the Chinese Government go to their citizens and borrow or take 
from them a great amount of this currency and we guarantee that 
when the time comes the Chinese will repay that in sterling or dollars. 

Mr. Bell: Up to eighty million dollars? 

Mr. Phillips: Yes. 

H.M. Jr: Well, I got the idea, you see—I am hoping to get away— 
off the record, tomorrow night for a week. That 1s why I am trying 
to push this thing. 

Mr. Phillips: Yes. 

H.M. Jr: So if we do anything—whatever is in my mind, I will 
get in touch with you before I go. 

Mr. Phillips: Yes. 

H.M. Jr: Thank you. 
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(Book 485, pp. 93-97) 
FINANCIAL ASSISTANCE TO CHINA 


JANTARY 12, 1942, 
3:50 p.m. 
Present: 
Mr. Foley 
Mr. Bernstein 
Mr. Coe 
Mr. Viner 
Mr. Bell 


H.M. Jr: This is as much for the record as it is for you, without 
trying to—— 

(Mr. Viner entered the conference. ) 

H.M. Jr: T. V. Soong just left here, and he went through a long 
rigamarole, trying to work himself up into the position to justify 
this loan. He said when he first got it, he couldn’t present it, he 
hadn’t been here long enough—I mean, he had been away from China 
too long. He said he didn’t know how to present it. So they worked 
out this thing of five hundred million dollars from us and the same 
from the English, and the Generalissimo said, talking like a general, 
“I can’t tell you where I am going to put my troops. I have got to 
have my troops, and then I will tell you where I will put them.” 

Well, I said, “In the first place, if it is Russia vis-a-vis China, you 
have got more out of Lend-Lease than Russia, China has.” He says, 
“Yes, we have been promised six hundred thirty million dollars.” 

1 said, “You have got all the stuff you want at Rangoon, and you 
can’t move it.” He said, “Yes, that is right.” I said, “You have got 
the fifty million dollar fund, and you haven't used it.” He said, 
“Yes, that is right. It is hard to explain.” So I said, “Well, it is 
the troops you are thinking of, isn’t it?” He said, “Yes.” So I said, 
“How about if we could pay these troops with silver dollars, U.S. 
dollars? How would they like it?” His face lit up. He says, “Now, 
that is something. But the trouble is with the silver dollar, U.S. 
dollar, it hasn't got a dollar's worth of—there are some doubts in 
the fellow's head. A dollar bill would be just as good. It would be 
better, because it would be easier to transport.” Well, I did a little— 
I said, “Would you pay them five dollars a month?” “Oh, no, no.” 
Then he got to thinking, fifteen dollars in Chinese money, and then he 
got—he said, “Well, maybe five dollars won't be too much a month. 
Well, of course a million troops, that is five million dollars a month. 
So they have got to buy clothing for them, they have got to build 
our—what do you call it? 

Mr. Bell: Barracks? 

H.M. Jr: And so forth and so on. So I said, “Well, what I am 
thinking of, Doctor Soong, once a month to make you an advance 
for a month.” I said it about three times, so there is no doubt in 
his mind. I told you this morning I was trying to think of some way 
so that while the boys fight they get their money, and if they don’t 
fight, no money. He got it. So I said, “This is just my idea, per- 
sonally. I haven’t consulted Mr. Hull, and I haven’t consulted the 
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President. This is my idea.” So I said, “Won’t you please talk it 
over and send a wire?” And he said he would. 

Then I pulled a boner. I told him I was going to Florida. And 
he said, “Wonderful. My wife has always wanted to go to Florida, 
and can’t she and I come down and visit you?” You (Bell) have 
got to keep that from happening. He said his contact would be with 
you, so you can tell him I am not well, or I am in bed, or 1 caught 
the measles or something. 

Mr. Bell: I will tell him I don’t know where you are. 

H.M. Jr: If I told that to my wife tonight, she would say she 
wasn’t going to go for my sake. So you have got to tell him that 
the Secretary really isn’t well, or something. 

Mr. Bell: I will make up some good story. 

H.M. Jr: Now I am going to see the President at a quarter of ten 
tomorrow, and I am going to ask whether he likes this idea, and I 
told Soong I would call him. Tell Mrs. Klotz to be sure and remind 
me when I come back from the President to call T. V. Soong (Speak- 
ing to the reporter). 

Couldn’t, in the absence of Harry, you (Coe) give this thing to 
Doctor Hornbeck, not over the phone, but tell him the suggestion 
I have made, you see. 

Mr. Coe: Yes. 

H.M. Jr: And pass it along to Mr. Hull and also you give it to 
Lauch Currie, will you ? 

Mr. Coe: All right. 

H.M. Jr: But during my absence, any communication with T. V. 
Soong, I want it through Bell. I want Bell to have any communica- 
tions with T. V. Soong during my absence, so we keep that straight, 
you see. Coe is a young fellow, and he can do a little leg work. e 
will let him let Lauch Currie know, and let Doctor Hornbeck know. 
Now, you legal guys—— 

Mr. Foley: How are you going to do it? 

H.M. Jr: Well, that is your worry (laughter). 

Mr. Viner: May I say a word? 

H.M. Jr: Should I worry? 

Mr. Viner: No. 

Mr. Bell: It has got to be done through Lend-Lease. : 

Mr. Viner: I think that is the solution to the problem. 1 think it 
is all right. But I want to report a little conversation I had with 
Lauch Currie this morning. I was trying to work out something on 
the same lines, but I suggested gold. If you are really willing to go 
along this way and to make it really helpful to them, you have got 
two things there. You have got one thing, the payment of the soldiers. 
The other thing is that they can doa little bit of mopping up of their 
own money. Give them double that amount, instead of the ten million 
a month, ten million for the Army and ten million for money control 
purposes over there, so they can buy up their own currency and burn it. 
Soong may not have seen that. Otherwise, this won’t adequately 
meet their problem. 

H.M. Jr: Let the English finance that. 

Mr. Viner: Between the two it may mean only ten, whatever the 
amount is, but there is that other problem. 
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H.M. Jr: Well now, I have got another idea that I want you mone- 
tary experts to think about. 1 wasn’t entirely on the surface. Sup- 
posing you think a minute in terms of the U.S. dollar as the currency 
of the world. Think that over. Now, they can mop up—Jake— 
this is 2 bottomless well. They will print the damn thing faster. 
But you give them ten million dollars of U.S. dollar bills which we 
send in our bombers which are going out there now, these four- 
engine bombers, and they take this stuff out with them. It begins to 
infiltrate decent money into a hopeless situation. You think this 
over. But buying the stuff up and destroying it, they will print it 
just as fast as you get it. But you put ten million a month into the 
country, and another ten million, and you begin to get some solid 
money into the world. 

Mr. Viner: Yes, but you—in Poland, you see, they operated on 
that basis, and the result was that—— 

H.M. Jr: What basis ? 

Mr. Viner: They used dollars instead of their own currency. 

H.M. Jr: When was that ? 

Mr. Viner: During their inflation. 

Mr. Bell: They used gold certificates. 

H.M. Jr: How did it go? 

Mr. Viner: It went very well, as far as the gold certificates were 
concerned, but it just worked hell with their own currency. 


(Book 485, p. 98) 
Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: January 12, 1942 
To: Secretary Morgenthau 
From: V. F. Coe 


The appended memoranda may be helpful to you: 

1. A statement of “pros” and “cons” of your proposal. 

2. Drafts of suggested public announcements of the loan by the 
President and yourself, either or both of which you might want to 
show the President. 

3. A draft telegram to Dr. Kung, to start the ball rolling. 


(Book 485, pp. 99-113) 
TREASURY DEPARTMENT Inter-Orrice COMMUNICATION 


Date: January 12, 1942 

To: Secretary Morgenthau 

From: V. F. Coe 

Subject: Secretary’s Proposal for Loan to China. 

I. The proposal of the Secretary is that the United States should 
assist China in financing her military expenditures, and particularly 
the pay and maintenance of the Chinese soldiers. 

Preliminary examination indicates that a loan to China along the 
above lines can achieve the major objectives which should be the 
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goals of this government in relation to the present loan. It would 
be desirable, if the President agrees, to tell the Generalissimo that the 
Secretary is ready to discuss this proposal, among others, and to make 
a public announcement that negotiations have begun. 

However, there are a number of different ways in which the Secre- 
tary’s proposal might be carried out, and each of them needs to be 
explored. 

In view of the fact that a good deal of information essential for a 
decision is lacking, and that each of the possible ways for carrying 
out the Secretary’s proposal has its strong and its weak points, it 
would seem desirable that the announcement should be general, and 
not be confined to a specific proposal. 

II. Some of the possible ways whereby the United States could 
finance Chinese military expenditures are the following: 

1. Shipment of United States’ currency to China and its issuance 
there as pay for soldiers and other military expenditures. 

2. Shipment of United States’ currency to China and its issuance 
there for the purchase of rice and other products for distribution 
to and use by the army. 

3. Giving China dollar accounts in the United States, against which 
she could issue bonds, the fapi proceeds of which could be used for 
military expenditures. 

4. Giving China earmarked gold, against which bonds could be is- 
sued as above. 

In order to evaluate these and other proposals, we ought to know 
more than we do as to how the Chinese Government is now paying its 
soldiers. 

Our present information is only that some yuan payments are made 
and some rice payments are made, and that there is considerable vari- 
ation in the amount and method of payment. Particularly with re- 
gard to the proposal to distribute United States currency in China, 
either for pay or for supplies, it is necessary to obtain more informa- 
tion as to how the people and the Government would react to this 
procedure. 


TI. A PRELIMINARY LISTING OF THE PROS AND CONS OF THE MOST NOVEL 
OF THESE PROPOSALS, (PROPOSAL NUMBER 1 ABOVE) IS GIVEN BELOW 


IV. Advantages of using United States’ currency to pay soldiers 
and to meet other military expenditures in China. 

1. This proposal is in accordance with the political aim of the 
loan— to assist Chinese military effort. 

2. This kind of loan would meet the political necessity of making 
a large and spectacular Joan. By relating the size of the loan to the 
size of Chinese military expenditures, this proposal helps to settle the 
question of how large the loan should be. 

3. The Secretary's objective of paying out the money in install- 
ments, while fighting was going on, would be achieved. 

4. This loan should secure the good-will toward the United States 
of the soldiers, ordinary people and the Government. This would be 
particularly true, if the amount paid out to the army meant that the 
effective purchasing power of the average soldier was increased. 

5. This proposal is in the direction of attempting to make the U.S. 
dollar currency into an international money. 
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6. In so far as the soldiers and suppliers of military goods would 
accept U.S. dollars, the fight against inflation would be helped, since 
the need to issue more Chinese currency for these purposes would be 
eliminated. 

7. Because the dollars would be hoarded by some people, the tend- 
ency to hoard goods would probably be diminished. Not only be- 
cause of the inflation, but also because Chinese traders and merchants 
have had considerable experience with various currencies, it would be 
more feasible in China than elsewhere to introduce a foreign currency 
into the monetary system. 

8. It would be possible to meet these payments from Lend-Lease, 
if this method is thought preferable to use of the Stabilization Fund 
or to an authorization from Congress to lend to China. 

A number of the above advantages could also be achieved by the 
issuance of bonds, payable, when due, in U.S. dollars. The use of 
U.S. currency to pay for rice to be distributed to the troops would 
also share in some of the above advantages. If it proves to be true 
that the amount of yuan now paid to the troops is not large, and if it 
is doubtful that the troops would accept pay in U.S. currency, the 
proposal to buy rice and other supplies with U.S. currency may be 
more feasible than proposal IT 1. 


V. DISADVANTAGES OF THE PROPOSAL 


1. The Chinese soldiers and ordinary people might be unwilling 
to accept United States’ dollars, because all their purchases are made 
in yuan; because of the novelty of the currency; and because the 
denominations which could be eventually shipped, would be too large 
for their purposes. Accordingly, the government would have to 
provide yuan equivalent and there would be no diminution in the 
amount of Chinese dollars printed. 

2. The United States’ dollars which were issued would be hoarded 
and speculated in only by the wealthy. There would be thousands 
of black markets with rates different from the official one. 

3. The Chinese people might interpret the issuance of the new 
currency to mean that the yuan were to be recalled, or abandoned. 
Therefore, the confidence in the Chinese currency might be still fur- 
ther undermined. The Japanese, along with the Chinese speculators, 
would want to obtain United States” dollars for the plentiful stocks 
of fapi which they held. Their throwing of these fapi on the market 
would further decrease the value of Chinese currency. 

4. The difficulties of safe transport would be large. $10 million 
worth of $1. United States’ notes weigh over ten and a half tons, or, 
just about what the same value of gold would weigh. $10 million 
worth of $5. notes weigh over two tons. Shipment of this amount of 
smal] notes by air would, therefore, be a considerable undertaking, 
at a time when much precious cargo must be flown. The transport 
of this precious cargo over the Burma Road would require a good 
deal of armed protection. Both governments would use up a good 
deal of energy and administrative ability on this problem of a safe 
transport. (The transport difficulties could, of course, be greatly 
reduced if the United States’ currency were used to purchase supplies, 
and not for the pay of soldiers.) 
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5. Payment of United States’ dollars to the troops might increase 
corruption in the army. There might be, in addition to the incentive 
to profiteer on the soldiers, a large number of spurious supply 
contracts. 

6. Dissatisfaction of the soldiers with the rate of purchasing 
power of their pay might be deflected from the Chinese to the United 
States’ Government. 

T. Speculators, exchange traders and sharpsters of all sorts, would 
prey upon the poor persons who receive the United States’ dollars, 
and would deprive them of the benefits which the dollar payments 
are intended to secure. 

8. The Generalissimo and many other Chinese might regard this 
peepee as a method of making China dependent upon the United 

tates through depriving her of a separate monetary system. 


Weight of various amounts of United States currency 


Denomination Weight of Weight of 
$5,000,000 $10,000,000 


Pounds 


The above Ís for new currency as shipped by the Treasury to the Federal Reserve Banks. Notes are all 
shipped in packages of 4.000. Each package weighs approximately 814 Ibs. varying somewhat from package 
to package. Tho weieht includes the paper wrapping cach package and stec! banding. The currency 
paper alone, unprinted, welghts 8.0541 lbs. per 4,000 notes. 


DRAFT or STATEMENT BY PresmeNT ON Loan TO CHINA 


President Roosevelt announced today the United States stood ready 
to assist China by financing her military expenditures, including the 
pay of the Chinese soldiers. At the request of General Chiang Kai- 
shek, he was asking the Secretary of the Treasury to open financial 
negotiations with the Government of China to this end. 

The President said that this step was an example of the spirit which 
animated the United Nations Declaration and of the firm intention 
of the pledged nations to cooperate in all ways possible to achieve 
their common objective. The President pointed out that the Chinese 
have been fighting for four and a half years; that they were continu- 
ing to fight, and that just the other day at Changsha, they had won a 
brilliant victory over the Japanese army. Not only were there mil- 
lions of Chinese soldiers fighting the common enemy, but virtually the 
whole population was resisting the invader. 

The President said that these huge military operations called for 
immense expenditures by the Government of China and the effort of 
meeting these huge expenditures had severely strained the financial 
and economic system of China. The President expressed complete 
agreement with the statement made by the Generalissimo in a note to 
the President that it was essential to the common war effort that the 
economy of China should be made as strong as possible. The President 
pledged that the United States Government would render every pos- 
sible assistance to help feed and clothe the brave soldiers and people 
of China and do all possible to strengthen China's financial and 
monetary system. 
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Proposep STATEMENT BY SECRETARY MORGENTHAU ON Loan TO CHINA 


Secretary Morgenthau announced that at the President's request he 
was opening negotiations with the Chinese Government for additional 
financial assistance. The Secretary said that the purpose of this as- 
sistance'was to help China in meeting its enormous war expenditures 
and to keep its fighting soldiers paid and fed and clothed. 

Secretary Morgenthau said that even before December 7, this gov- 
ernment had, through the Stabilization Fund and the Export-Import 
Bank, rendered important financial aid to China. The Secretary said 
that despite the most difficult circumstances under which the Chinese 
Government had had to operate, it had scrupulously lived up to the 
terms of all of its financial agreements. 

Secretary Morgenthau stated that the cost of the war to China 
was extremely large in relation to the financial resources of the coun- 
try. Nevertheless, the Generalissimo, the Government, and the people 
had not hesitated to throw everything that they possessed into the 
struggle. The Secretary said that he was sure that the attitude of 
the whole American people was stated by the President and that our 
people would want to help the Chinese people in the financing of this 
war. 

The Secretary said that he was particularly interested in exploring 
ways whereby the United States could help in paying and maintain- 
ing the Chinese armies. The Chinese financial problem, the Secre- 
tary stated, is a problem of paying for an army of millions of men. 
In the effort to meet this situation, the financial resources of the gov- 
ernment and the people have been drained. Prices have risen and 
are rising very rapidly. The internal financial and economic situa- 
tion is serious. The Secretary said that he was convinced that it 
was essential to the Chinese war effort that China should be assisted 
in meeting these financial burdens and in maintaining an efficient 
economy. 

The Secretary announced that he was recalling Mr. A. M. Fox, the 
American member of the Chinese Stabilization Board, for advice and 
Pa pstión in the discussions concerning financial assistance to 

hina. 


Drart Teiecram From Secretary MorGeENTHAU To Finance 
MINISTER Kune 


In answer to your message, dated January 9th, transmitted through 
Mr. Fox, I am happy to inform you that the President has asked me 
to begin negotiations with the Chinese Government relating to finan- 
cial assistance. The President suggests that we explore all the possi- 
bilities whereby this Government could reduce the financial burdens 
on China of her war expenditures, including those of paying the 
bravo Chinese soldiers. The President is making public this decision. 

I am aware of the financial difficulties you have had and recognize 
the force of your statements that your soldiers and people must be 
fed and clothed, that your financial and economic system must be 
strengthened, and that the United Nations must help each other to 
meet the economic trials of war. The people of the United States and 
their Government know that your people has fought this war long 
and well. We will gladly cooperate to help you to meet your eco- 


nomic problems. 


MORGENTHAU DIARY 583 


I shall welcome all proposals from you as to the ways by which the 
United States can help finance your military expenditures or strength- 
en your monetary and financial system. 

We feel that the political and military purpose of the loan you pro- 
posed would be best achieved through an arrangement by which the 
United States could help finance your current military expenditures. 
This idea, however, will require detailed consideration, and I shall be 
glad to receive your ideas on the subject. We especially need infor- 
mation as to the different ways in which you make these military 
expenditures, including pay to the soldiers. 

I am hopeful that the negotiations can be carried forward rapidly. 

We have informed the British Government of this reply to your 
message. 


(Book 485, p. 110) 
Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


Date: January 12, 1942 
To: Secretary Morgenthau 
From: V. F, Coe 

Following your instructions, I called on Mr. Hornbeck and Mr. 
Currie and gave them the outline of the tentative proposal you had 
been canvassing with Mr. T. V. Soong, namely, that an arrangement 
be worked out whereby a certain sum of money be advanced monthly 
to China for pay of the soldiers and possibly for other military ex- 
penses, and that this money might actually be paid out to the soldiers 
in the form of U.S. currency. I also told them that you were inviting 
them to a conference in your office tomorrow morning at 9:15 a.m. 

Mr. Hornbeck sent his thanks for the information and for the in- 
vitation. He said that he would pass the information along to Secre- 
tary Hull and Mr. Berle and that he would be present tomorrow 
morning. (Mr. Hornbeck seemed to think that since the information 
concerned “operations”, it should have been communicated to either 
Mr. Berle or Mr. Livesey, instead of himself. He said he would talk 
to you about this. In view of this, you may want to consider inviting 
Mr. Berle to your conference. ) 

Mr. Currie thanked you for the information and said that he would 
be present in the morning. 


(Book 485, pp. 111, 112) 


Transcriret or A. M. Fox’s Drary PREPARED IMMEDIATELY FOLLOWING 
Oner-ANb-A-Hatr Hour's Session Wira GENERALISSIMO, JAN- 
wary 12TH, 1942 


I started out by saying that I wished I were as little concerned about 
some of China’s economic problems as about the possibility of a loan, 
to which he cornered with, “What are some of these problems?” 
Considerable discussion was had of deflation during which I pointed 
out its shortcomings and used the illustration of a powerful boiler 
used to create steam and power which could not possibly function 
if foolish economy was exercised in saving coal—that, having started 
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out as an engineer, I hated waste and inefficiency, and therefore steps 
must be taken to keep these down. However, all expenditures are 
warranted which increase an individual’s and a nation’s income and 
productive capacity. He pointed out that it seemed that the American 
and British economists take different views on these matters, to 
which I replied that there were two schools of thought, but that the 
more modern was that deflation was unwise and that no economist 
interested in China’s future could possibly advise it to economize 
in improving its productive facilities, especially those which are al- 
ready in existence. The Generalissimo heartily agreed. 

He then said he would like to have me point out to Secretary Mor- 
genthau two reasons for the loan: That the loan was not only a politi- 
cal loan which might require careful planning and intimate details, 
but was in nature a war loan and as such it was diflicult to give too 
great details, for it is the essence of military strategy that an army 
had to be well enough equipped and prepared to be able to meet the 
enemy’s operations and, therefore, be flexible enough to do so. 

he two points that Generalissimo wanted me to stress were: 

(1) That America and China had to have and show mutual confi- 
dence in each other—China in America’s sincerity and interest to give 
help and to do all those things necessary to win the war; America— 
that China is sincerely interested in the successful termination of the 
war and to do all those things that are necessary to accomplish that 
end with any assistance that America would render. 

(2) The Generalissimo was very anxious for me to make it clear 
to Secretary Morgenthau and the President the psychology of the 
people in China—that they have gone through four and a half years 
of war and have become rather critical of the insistence of the British 
to demonstrate beyond the question of a doubt the necessity and the 
use of a loan and the British hesitancy to give China as much of a 
loan as she requires in her daily military expenditures; that it is 
almost beginning to look to them that Great Britain does not want 
to help and it is for that reason that the Generalissimo has determined 
recently to separate the loans, the American and the British, and now 
would very much prefer to treat them separately. He was immed- 
jately interested in the American loan and would take up the British 
loan later. The Generalissimo gave his assurance that he would make 
the best use of the funds if a loan were authorized and that American 
advisers would be closely consulted in the best use for such funds. 

The Generalissimo also pointed out that it would help the soldiers 
at the front if they knew that a loan had been made large enough 
to assure the financial structure of China, He said he could assure 
us that in this connection the loan would be used wisely. He stressed 
the point that he was not just talking as the Generalissimo but as 
the voice of the people of China. = 

I indicated to the Generalissimo that I was positive of the spirit 
and attitude of the leaders of the United States, even though I could 
not commit them, and that they would take a broad view as to the 
political necessity of a loan to China; that if it were necessary to 
create a new spirit in America toward China, the task we were now 
undertaking would be impossible, but knowing the sympathetic at- 
titude existing in America, especially among administration leaders, 
our task was considerably simplified. 
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The Generalissimo turned to me and said, “I suppose Lattimore 
told you that when the war broke out on December 8th we were on 
the threshold of reducing our army from 5,300,000 to 2,800,000 as 


that was the only real way in which we could cut the budget and 
economize”. 


Fenruary 18, 1942. 
(Book 485, p. 113) 


To: The Secretary of the Treasury 
From: A. Manuel Fox __ 
Subject: Statement on Sir Otto Niemeyer's Activities in China 


You asked for a brief statement on the activities of Sir Otto Nie- 
meyer in China. His more important pursuits may be briefly sum- 
marized as follows: 

ECONOMIC MISSION 


For some time before he and Merle Cochrane reached Hongkong, 
the newspapers carried many stories of the impending arrival of a 
British-American Economic Mission and of the conferences which it 
was to hold in Hong Kong. Subsequently all of the sessions but one 
were devoted to consideration of the revision of the U.S. Freezing 
regulations with the development of no new matter beyond those sug- 
gestions which had already been communicated to Washington. These 
so-called economic discussions caused considerable resentment among 
the Chinese because even before proceeding to Chungking they were 
being held in the British Colony of Hong Kong without any Chinese 
representation. 

DEFLATIONARY MOVEMENT 


Soon after reaching Chungking, Sir Otto took an active part in the 
budget deliberations which were then going on, and set in motion a de- 
flationary movement. This had a bad effect and tended to retard pro- 
duction of essentials and various new industrial developments. 


LOAN 


When the interest in a foreign loan became apparent in Chungking, 
Sir Otto Niemeyer with the support of the British Ambassador took 
an active part in proposing a British Loan. They offered to the Min- 
ister of Finance a loan of 10 million pounds, suggesting that customs 
receipts be pledged as collateral. When they could not make head- 
way with Dr. Kung they approached the American Ambassador and 
suggested that since the loan was in the nature of a political loan that 
he should join them in going directly to the Generalissimo. This Am- 
bassador Gauss refused to do. Sir Otto’s attitude with the Generalis- 
simo likewise was such as to antagonize and raise resentment against 
the “Colonial attitude” which was being exhibited. 

To build up Sir Otto in Chungking, the British community headed 
by the Ambassador, carried on a campaign of villification against the 
American Member of the Stabilization Board The latter took no 
steps to counteract this for if the allegations were true, denials would 
do no good, and, if untrue, time would soon disprove them. 
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(Book 485, p. 114) 
Treasury DEPARTMENT Intrr-Orrice COMMUNICATION 


Date: January 12, 1942 

To: Secretary Morgenthau 

From: V. F. Coe 

Subject: Telegram (No. 30, January 9) from Fox on China loan 
The telegram indicates that for psychological and political reasons: 

1) There should be an early announcement of the loan. 

2) Theloan should be “large.” 

3) Although formal controls or conditions are desirable in order 

to make sure that the loan is used to strengthen China, it may be wise 

to postpone this matter until later in the negotiations. 

Mr. Fox asks whether if it is not feasible to tie the Stabilization 
Board in with the loan, it would be possible to provide some Ameri- 
can “representation” in order to assure effective use of the money. 

From the discussions with Messrs. Berle and Currie, it would seem 
that there is rough agreement with Mr. Fox on the above points. 


(Book 485, p. 115) 
(Copy) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date: January 9, 1942, 3 p.m. 
No. 30 

The following is telegram TF-14 from Fox for the Secretary of the 
Treasury. Quote. I submit the following comment relating to tel- 
egram TF-13. During the past few days what had been an attitude 
of despair here has changed to an attitude of firm insistence on finan- 
cial aid. 1 doubt the possibility of imposing any formal restrictions 
now, although to assure that China and the Chinese people get the 
maximum benefit, some form of control would be highly desirable. 
It is my belief that if a large loan could be announced at an early 
date, this would produce desired psychological effect and a better 
opportunity to obtain some informal safeguards in case it proves 
impossible to establish any controls. In case it is not feasible to tie 
the Stabilization Board in with the loan, would it be possible to 
provide American representation not for the purpose of protecting 
the United States but with a view to making certain that the funds 
would be used in the way which would most effectively strengthen 
China's economic and financial structure ? 

GAUSS. 

Copy: ec: 1-12-42 
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FINANCIAL ASSISTANCE TO CHINA 


JANUARY 13, 1942. 


5 a.m. 
Present: 


Mr. Currie 
Mr. Foley 
Mr. Bell 

Mr. Viner 
Mr. Bernstein 
Mr. Coe 

Mr. Southard 
Mr. Bell 

Mr. Hornbeck 
Mrs. Klotz 


mar Jr: Am I supposed to read this? Has anybody else got 
copies? 

Mr. Coe: I just finished it last night. 

H.M. Jr: Can you give copies to these two gentlemen? My heavens, 
it is a long memorandum. 

Mr. Coe: It isall on the first page. 

H.M. Jr: Well, here is the point. The Chinese will have to decide 
whether they like U.S. dollar currency or not. I made the proposal 
yesterday to T. V. Soong, and he seemed to like it very, very much, 
and to give you the background, I was wholly indiscreet last night 
and enjoyed it. I first tried it out on Halifax, and it was all right. 
Then for one hour I got Mr. Churchill thinking about China. For 
one hour we talked about China. He is not supposed to be in Wash- 
ington. He isn’t supposed to be here. So I got him quite excited and 
I got Lord Beaverbrook quite excited with the result that they are 
going to recall Sir Otto Niemeyer, so he said, “He is a penny-pinching 
so-and-so of a Treasury man. He said, “He was there when I was in 
Treasury. I know what kind of a fellow he is. Whoever sent him 
out there?” So the last thing as I left Halifax said, “I would like 
to see the telegram that goes out tonight on Otto Niemeyer.” He 
says, “It is going to bea pip.” He didn’t use that language, naturally. 
But the point that Churchill got, he could see that they might figure 
it would be a time where you couldn’t count on the White races and 
the yellow races had better gat together. I am talking officially now. 
He said, “If there is anything the United States Treasury wants to do, 
you take the leadership and we will go along with you. We will back 
you up a hundred percent.” I didn’t bring up with him the question 
of Rangoon, but Lord Halifax told me that they have had several 
cables from the Government there and the thing isn’t nearly as bad 
as it is made out to be, so I suggested, if it isn’t, that he tell that to 
T. V. Soong. 

Mr. Hornbeck: You say not as bad ? 

H.M. Jr: No, from the English standpoint. The last couple of days, 
he said, he has had their side of the story, and it wasn’t nearly as bad. 
But at least I got Churchill’s mind on 1t. Ho was very much inter- 
ested. They all seemed to like the idea of this business of the soldiers, 
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He raised a very good suggestion. He said, “Don’t forget the Maria 
Theresa dollars that they used in Abyssinia. We might get up a 
special dollar for China.” 

(Mrs. Klotz entered the conference.) 

Mr. Southard: We used to have one didn’t we, Mr. Secretary, many 
years ago? 

Mr. Viner: The China trade dollar. We hada special one. 

H.M. Jr: They would love that. What about the China trade dollar? 

Mr. Southard: It was a heavy silver dollar. 

H.M. Jr: Meaning that they could 

Mr. Southard: A little heavier than our standard dollar. To meet 
some competition 

Mr. Viner: Of mints. It was a manufacturing prestige proposition. 
We made some profit on it, didn’t we? 

Mr. Southard: Yes. We would have a transportation problem now, 
I suppose, in getting heavy money in there. 

Mr. Viner: Of course it is a question now of whether you want to 
get China back on anything like a metallic standard, and what that 
would due to the remainder of its paper standard. 1 would like to 
hear Currie on that. 

Mr. Currie: I am thinking over some difficulties of a mechanical 
sort, Mr. Secretary. When I mentioned the soldiers, I was thinking 
more of the bookkeeping end of it. We would set up the account here, 
an amount equal to being sufficient to look after so many soldiers. If 
we put our own dollars over there, Mr. Secretary, I fear that you 
will have about ten thousand black markets all over the place with the 
soldiers and the small people rather being victimized on the rates of 
exchange. With a bond issue, a dollar backed bond issue, it can only 
be exchanged at the official rate with American dollar bills. You 
will have an infinite number of quotations and speculations and a good 
medium for hoarding so I think on mechanical grounds there would be 
some difficulties. 

H.M. Jr: Oh, yes, but don’t—look, give Soong a chance now. He 
likes this. I am looking ahead. I may be all wrong, but I thought 
it might appeal to the President and to Coneress, the idea of estab- 
lishing the dollar as the universal currency. I mean, we have got to do 
something, and if we followed the lead, Lauch, that they gave of using 
our money to buy up their trash, it is a bottomless pit. They could 
use a billion dollars to buy up their trash, and then they would have 
nothing when they got through. 

Mr. Currie: Well, I don’t want to be pedantic about it, Mr. Secre- 
tary, but there are usually two possibilities. On the earlier stage of 
inflation, if you put up good money, you run up against—bad money 
drives out good. This will be a medium for hoarding. At a very late 
stage of inflation, good money will probably drive out the bad. The 
ether stuff ceases to circulate, such as the introduction of the new mark 
in Germany. 

H.M. Jr: I am amazed at you quoting Gresham’s law. When has 
Gresham's law worked in the last ten years? Give me an example 
where it has worked in the last ten years? 

Mr. Currie: I don’t think we have had any examples of two cur- 
rencies circulating side by side. 

Mr. Viner: Each one freely issued. 

Mr. Currie: Each one freely issued and one being more valuable 
than the other. That is the only case where Gresham’s law is sup- 
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posed to apply. The only illustration I used to get when I taught at 
Harvard of exception was the gold in the Spanish War, and that was 
because they shot anybody who tendered a greenback. 

TM. Jr: Mr. Churchill kept saying, “Can't you give them a little 
gold?” Ho says, “As far as I am concerned, if I could lay my hands 
on a little gold, 1 would be very happy.” 

Mr, Currie: Gold would disappear immediately, Mr. Secretary, 
through hoarding. 

Mr. Viner: Gold is too expensive to circulate in China and the small- 
est coin would be too big. 

H.M. Jr: Lauch—excuse me Jake. 

Mr. Viner: That is all. 

I.M. Jr: The coin would have to be so small that it would be in- 
significant, but I am not going to be certainly a party to what—and 
T. V. Soong told me honestly he couldn't present a case. I said, 
“After all, you have got all the goods you want in Rangoon, and you 
can’t begin to move them. Yon haven't touched your fifty million 
dollar fund.” And he said, “Now, I know that.” He said, “I have 
got to put it in the language of the Generalissimo. He is a general. 
How can he say where is going to use five hundred thousand troops? 
He has got to have them in reserve and then use them.” I said, “Now, 
you have told your story,” and he kind of laughed. But when I got 
on this basis of paying the soldiers in U.S. currency, he liked it. Now 
the difference was, there are two important things. After all, the 
soldier idea was yours in the first instance, and the U.S. currency is 
mine. If we could get out of this thing for the next two or three 
months at five to ten million dollars a month, and I drove it home 
very hard that this was a month to month basis, then we get by the 
point, are they going to fight or aren’t they going to fight. It doesn’t 
give them the excuse to say, “Well, you refused us a billion dollar 
loan, and therefore we are going to make peace.” So I am just saying 
this. I am not trying to lay down the law either. But if T. V. 
Soong would—and the Generalissimo would fall for this, and they 
would be willing to let us buy them off for five or ten million dollars 
a month for the next three months, Gresham’s law or no Gresham’s 
law, if I could see three months ahead I would recommend it. I don’t 
know how you feel. 

Mr. Currie: It is just the difference of mechanics, Mr. Secretary, be- 
cause as you say I suggested the soldier thing, but that is for the 
bookkeeping. We would take over the cost of operating the Burma 
Road or the cost of civil government or the cost of a million Chinese 
soldiers. We would pay into the Chinese an amount sufficient to equal 
at the current rate of exchange to that cost. They would issue the 
fapi, you see. As I recall, wasn’t there some cables from Fox com- 
plaining about the circulation of some of the American dollars in 
China? 

Mr. Bell: In Shanghai. $ 

Mr. Bernstein: That was in Shanghai. 

Mr. Currie: They were very worried over it. : 

Mr. Bell: Don’t you think Lauch, that the hoarding would come 
after the circulation of this currency had done a lot of good? In 
other words, you would put these dollar certificates in the hands of 
the soldiers, and they would spend them, and then after that maybe 
somebody would hoard them. 
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Mr. Currie: That is right. 

Mr. Bell: The good would have been done. 

Mr. Currie: My real fears come in there in the thousands and thou- 
sands of little black markets and the varying quotations and no two 
soldiers would ever get the same amount for their dollars. 

Mr. Bell: Couldn’t the Government fix a rate? 

Mr. Currie: The money changers here—— 

i Mr. Bell: Couldn’t the Government fix a rate at twenty to the 
ollar? 

Mr. Coe: The Government could fix a rate for the soldiers. The 
quartermaster could be the exchange master. Thereafter it gets out. 

Mr. Viner: Into the market. 

Mr. Southard: Couldn’t the black mariet be overcome by the Gov- 
ernment using large denomination bills and purchasing provisions and 
equipment, and then distributing that? It is a matter of large quan- 
tities of rice and you could give very large denomination bills, five 
hundred dollar bills and hundred dollar bills could be used by the 
Government. What difference would it make if they were hoarded 
by the rice dealers? 

Mr. Bell: That is a thought. 

H.M. Jr: Well, again, if what’s-his-name is going to go Biblical on 
the money changers, I will go back—I don’t like the idea of hiring a 
lot of Hessian soldiers either to ight our war. Now, what we are talk- 
ing about is, can we hire a million soldiers to continue fighting until 

we get going? J mean, that is the bald fact of the thing. 

Mr. Currie: Well, I don’t think it is quite that. 

H.M. Jr: Well, I am going you one better. 

Mr. Viner: They have something at stake too. 

H.M. Jr: No, but if you want to be sentimental or anything else 
about it, or moral, rather than sentimental, you are talking about rent- 
ing a million soldiers as cheap as we can to fight our wars. 

Mr. Bell: I think the American currency might instill enlist- 
ments 

H.M. Jr: That is worse. I wanted to make is worse. 

Mr. Currie: Since we are using these symbols, Mr. Secretary, I will 
say this smacks of imperialistic practices. 

H.M. Jr: I want to make it sound very bad, so that you will with- 
draw yours. 

Mr, Currie: Because it—that is something that you could very prop- 
erly leave to the Chinese, after turning it into dollars. If they in turn 
want to turn the dollars into currency and take them back to China 
and use them that way, I assume we would have no objection. 

H.M. Jr: Now, that is nice. 

Mr. Currie: I mean, 1 would advise against it. 

H.M. Jr: Would you fight against it ? 

Mr. Currie: I wouldn’t want to interfere with their own setup. 

H.M. Jr: Would you fight against it ? 

Mr. Currie: I would strongly advise against it. All I ever do in my 
life is to advise, anyway. 

H.M. Jr: You advise against our giving them U.S. currency to take 
back instead of a book credit ? 

Mr. Currie: Yes. 

H.M. Jr: Are you with him, Viner, on that? 
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Mr. Viner: Oh, I think that the one important thing is that we go 
ahead on something. I think that—— 

Mr. Currie: It has got to be —— 

Mr. Viner: Wait a minute, I was going on. Iam impressed by his 
argument as to what circulating dollars would do in China, and my— 
I am also impressed by something that I have just seen in this mem- 
orandum that I certainly would have imagined beforehand, that dollar 
bills are more bulky than gold, and I was concerned with Lauch’s point 
yesterday that if you start shipping lots of gold over there, you are 
using up valuable transport space. We have got a transport problem 
even with dollar bills, but the issue isn’t whether you—something shall 
be done, I think that is clear. It is a question of just what the mech- 
anism is, 

Now, you may recall that yesterday I said there is another phase 
that seems to me important. We have got to try to help them to mop 
up some of their currency. You are very pessimistic about that, and I 
have no judgment on it. 

H.M. Jr: It is impossible. 

Mr. Viner: You think you can’t rely upon them at all. Idon’t mean 
so much to reduce the outstanding amount now, but as to act as a real 
brake to the extent to which they issue for their paper currency. 

H.M. Jr: As far as I am concerned, I think it is impossible. They 
can’t control it. They haven’t got the machinery. 

Mr. Currie: I wonder if you are getting together on this? I don’t 
think you would say it is impossible for them to issue dollar backed 
bonds. What I think you have in mind is that they won’t stop the 
printing presses. 

H.M. Jr: Yes, that is right. I don’t know whether you agree with 
me on that. 

Mr. Currie: I would agree with you on that, sure. 

Mr. Viner: So you think that on that basis, there has to be two 
currencies in China to cure this situation, but you prefer it shouldn’t 
be—the second one shouldn’t be U.S. dollars and should be dollar 
backed bonds? 

H.M. Jr: Well, look, gents—does the State Department want to enter 
any objection? We are getting very technical now—on the approach 
that if it is acceptable to the Chinese, we do something to help them 
with their army, just that one thing? How we help them tor the 
moment is unimportant. 

Mr. Hornbeck: As far as helping them with the army is concerned, 
I am sure we would not enter any objection on that. As far as the idea 
of anything in which it would appear that we are doing the thing you 
characterized a little while ago, hiring Hessian soldiers, as far as that 
would appear, we would feel that that would be a pretty risky sort of 
thing from a political point of view. I talked with the Secretary 
about that and talked with Hamilton. 

H.M. Jr: And you are willing to have us give them the planes and 
the pilots to fly them ? 

Mr. Hornbeck: Oh my, yes. 

H.M. Jr: But you are not willing for us to pay the Chinese—— 

Mr. Hornheck: When you actually begin to hire human beings to 
make it more or less our hired army—we haven’t gone very far into 
it because, as you know, I only found out about this late last evening. 
We just had a sketchy sort of conversation about it. But may I mako 
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one observation. You have expressed twice the idea that we have the 
problem of getting by the next two or three months, getting by the 
poo in which we are going to have reverses and so forth, presuma- 
ly. Now, it would seem to me—I am just thinking out loud—that 
that is not so difficult a problem if we are in position to assure the 
Chinese that we will give them this financial backing to the extent 
of three hundred million or five hundred million or whatever it is 
when we come to an agreement with Chiang by which he understands 
that it is going to be forthcoming, the details to be settled later on. 
I think that would pretty well take care of this question you raised, 
the question of whether the Chinese are going to fight or not going 
to fight. As you realize, Chiang Kai-shek is absolutely determine 
to fight. The problem that we have is the problem of giving Chiang 
and his immediate and loyal entourage a sufficient amount of sup- 
port to enable them to overcome any objections or defections or any- 
thing else of certain opposition groups, not disaffected groups by any 
means, but the defeatists and the appeaser groups and so forth and 
the Chinese articulate personnel. Now, if Chiang can say he has got 
the financial backing of the United States of several hundred million 
dollars, I think that would take care of that, and it doesn’t have to 
be specified at this moment or in the next week or the next two weeks 
exactly how you are going to do that. 

H.M. Jr: Well, I don’t—I won't argue now, but I don’t agree with 
you. Whenever I have told the Chinese I am going to do something, 
I have thought it out and done it, and I haven’t made them a promise, 
and then for some reason or other been unable to do it. He knows 
that. I mean, I wouldn't promise two or three hundred million dol- 
lars and then say, “We will work it out,” and then have it come out 
twenty million dollars. Well, let me find out how the President feels. 
T. V. Soong has sent a message taking this suggestion. We will get 
a reaction from it. If you want to discuss this currency thing, Bell, 
if you would take this group into your room for a few minutes. 

Mr. Bell: All right. 

H.M. Jr: I would like you to discuss with them the pros and cons 
of sending this currency over there. I would like it very much. 
Could you give a little more time to this ? 

Mr. Currie: Yes. 

H.M. Jr: And I will go over and see how the President feels about 
it. 


(Book 485, pp. 252-258) 


Loans TO SMALL BUSINESS AND CHINA LOAN 


January 13, 1942. 
11:10 a.m. 
Present : 
Mr. Viner 
Mr. Bell 
Mr. Morris 
Mrs. Klotz 
Mr. Kades 
Mr. Bell: Did you get it all settled ? 4 J 
ELM. Jr: With the President? Yes. The President says this, on 
the Chinese thing. He said, “You can tell T. V. Soong for me, Tam 
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very enthusiastic about the idea, and that—I told him about the 
State Department’s objections to our hiring troops. He says, “The 
State Department doesn’t know what they are talking about. Sup- 
posing I want to make an arrangement with Chiang Kai-shek, who is 
chairman of that board that he has the defense troops, and I want 
a million attack troops, and I am going to put them under General 
Drum. I may want to take Shanghai. I may want to support the 
Philippines. I may want to do anything, but I need a million troops 
under General Drum, attack troops. Now, I expect to pay for them. 
I will pay for them out of my own fund, Lend-Lease, as Commander 
in Chief. He says, “I will pay them five dollars for maintenance, to 
the Government to maintain them, per month, and five dollars to 
the troops themselves.” And then he says, “We will call it the dimo, 
d-i-m-o, democracy, the new currency.” 

Mr. Viner: D-e-m-o. 

(Mr. Kades entered the conference.) 

Mr. Morris: I asked Chuck to come in. 

H.M. Jr: Thatisall right. He prounced it the demo. 

Mr. Viner: Yes, that is right. 

H.M. Jr: D-e-m-o. 

Mr. Bell: Demo currency. 

Mr. Viner: You have started something. 

Mr. Bell: lam afraid you did. 

H.M. Jr: I said, “Well, do you like it?” He said, “Oh, this is 
wonderful.” And I told him about the idea to raise the old trade 
dollar. He said, “Call it the demo, and you can fix it up any way 
that you want.” 

Mr. Bell: Backed by silver? 

H.M. Jr: He wasn’t interested in details, but he says, “If I want 
a million shock troops, as Commander in Chief of the United States 
Government, I can get them and pay for them, whether they are 
Chinese or whatever they are.” He says, “It is ridiculous to tell 
me I won't get them.” 

Mr. Vinner: Well, we will have to hear from the Chinese. 

H.M. Jr: Well, they are coming in at a quarter of three. I sent 
word to them. So that is that, and if anybody is interested in Alien 
Property Custodian, get Ed to tell you what the President said on that. 

Mr. Bell: On the Custodian ? 

H.M. Jr: Well, on what I am doing now, how I am moving in on 
Aniline Dye. Get Ed to tell you. You (Morris) look sleepy. 

Mr. Morris: I am (laughter). i 14 

H.M. Jr: Well, I just wanted to know whether I was imagining 
something or not. 

Mr. Morris: I have worked long and late, and came down on the 
train. 

H.M. Jr: What is my bond worth this morning? 

Mr. Bell: It hasn’t changed. The market is rather dead. 

H.M. Jr: I have been trying to catch my breath, The President 
was in fine form this morning. He loved this idea of troops. 

(Mr. Hadley entered the conference.) ; 

Mr. Bell: That is what we thought when we went back in the nthar 
room. 

Mr. Viner: We were afraid he would like it too much. 


594 MORGENTHAU DIARY 


H.M. Jr: How is my refunding? 
Mr. Hadley: No change in the market today. Everything is just 
flat. 
H.M. Jr: Perfect. Thank you. 
(Mr. Hadley left the conference.) 
Mr. Viner: How are the subscriptions coming in? 
Mr. Bell: We got a hundred and ninety million last night. 
H.M. Jr: Now who is here representing the little business man? 
I dare him to raise his hand. Alright. 

Mr. Morris: 1 have had many talks with the Army and the Navy 
and OPM and the Federal Reserve. 

H.M. Jr: Why do you leave out the Marine Corps and the Coast 
Guard? 

Mr. Bell: They are included now. 

Mr. Viner: They are in the Army and Navy. 

Mr. Bell: Coordinated. 

Mr. Morris: The Army, I think, is quite keen for Mr. Eccles’ plan 
of having a corporation that will make advances up to a million 
dollars to small businesses. 1t will be run by the Federal Reserve. 
They will try to do it through the various banks, as much as possible, 
letting the banks either participate or act as servicing agents to come 
into the Federal Reserve Banks of their branches to get the final O.K. 
on a loan. The Navy is just acquiescent. They think they can run 
things without much help. I don’t altogether agree with them. I 
think they can get some value out of it. If the RFC was run along 
different lines they have the authority and the money and they ought 
to be the ones to do it, but they are not set up to do it. They are only 
set up to pass on loans in Washington as a centralized agency, and 
they have always tried to make money on all their loans, instead of 
trying to do the job, so 1 am very sceptical of the RFC doing it. Now, 
even if you approved it, you have got the political problem that Mr. 
Jones will certainly jump up ‘and say he is doing a beautiful job, 
and pont to a lot of things, and there you are. 

H.M. Jr: Well, let’s just leave Mr. Jones out of it for the moment. 
I take it the thing is that I should publicly get behind this bill? 

Mr. Morris: Well, that is what it will probably amount to. At this 
point Mr. Eccles simply wants the Treasury approval, but that will 
mean publicly 

Mr. Bell: Eventually, you would have to, but not now. 

H.M.Jr: Do you recommend that I should get behind it? 

Mr. Bell: If we are going in that direction, I recommend you get 
behind it. I think we ought to discuss here a little further what we 
are going to do about Jones and Eccles, because I think Jones will 
kill the bill on the Hill unless he is sold before it goes up. I am in 
favor of turning the hundred and thirty-nine million dollars over to 

the Federal, and letting them go ahead in making these loans if we 
can get Jones’ agreement to go along, or at least get his promise not 
to fight it on the Hill. 1 hesitate to recommend that the Federal 
Reserve set up a corporation around the Board, but I guess it is about 
the only thing we can do at the present time. I don’t like the corpo- 
ration Morroia from the Federal Reserve Banks, but I understand 
that is a minor point, and that Eccles says he is perfectly willing to 
borrow from the Treasury like the other corporations do, but, in gen- 
eral, I think that in view of what the Army says that they can not 
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get accomodations from Jones, that we ought to go ahead with Eccles 
if we can get Jones to keep out of the picture, but I think he ought 
to be consulted before it comes out in the open. 

Mr. Viner: I would put a little more emphasis on the last. I think 
we ought to give Treasury support to a proposal for a set-up, but that 
you ought not to continue working with Eccles without the knowledge 
of Jones on this, and you ought to say that you are perfectly willing 
to give Treasury support to this, if and when Eccles calls in Jones, 
so that Jones knows what is going on. 

Partly because I think that is good administration, and partly be- 
cause I think it may be conceivable that you can get Jones to say 
“That is all right, if you stay out of the loans over a million, I am 
glad to get rid of the small ones.” That is a possibility, I think, and 
they might split the field that way, and they might do it without 
quarrelling, without a fight, and with a good chance that the bill 
will go through, because Jones won’t be blocking it. Jones may say, 
“Sure, fine.” And I would do it orally with Eccles. Clear with 
Eccles, say, “Why don’t you try Jones on this?” And then if the 
thing comes to an issue and Jones is blocking it, then you may say, 
as long as it is open, you will give the proposal your support, but I 
wouldn’t give it your support while Jones hasn’t been informed. He 
isa fellow Cabinet member of yours and this is his field. 

H.M. Jr: Chuck? 

Mr. Kades: I feel the same way as Jake does, Mr. Secretary. 

H.M. Jr: Well, this is the way I feel. I mean, I am not trying 
to duck this thing. I think everything that you people have said 
is right. Now, it gets down to whether Bell wants to do it or whether 
he wants to let Dave Morris try to carry the ball, let him go over and 
call on Mr. Jones, or let him go over to Mr. Eccles, or let Bell, Eccles, 
and Morris go over and see Mr. Jones. 

Mr. Bell: Well, I should think maybe that we ought to tell Eccles 
just about how we feel about it. 

Mr. Viner: Yes, orally. 

Mr. Bell: And let Eccles call a conference, a general conference of 
all the interested agencies and let the Treasury be represented too. 

H.M. Jr: That is smart. 

Mr. Viner: And we can tell Eccles in advance that he won’t get any 
opposition from us, that we believe in the proposal, but that we don’t 
believe in this way of dealing with it. We want it open. 

H.M. Jr: Now, I have got a suggestion. In order to do this thing, 
it certainly can't do any harm, I would suggest, Dan, if you don’t 
mind, and I would like the credit for this if you think well of it, the 
suggestion that Harold Smith have a representative, becauso the bill 
has got to go through him, so he can sit in at the beginning. 

Mr. Bell: Yes. That is all right. 

` H.M. Jr: In other words, he sits in at the beginning. I think Ec- 
cles should call a conference, and the Director of the Budget should 
have a representative there and—so that he knows about it. But I will 
underwrite everything that you people said, and I would get them ac- 
tive. I would help. 

Mr. Bell: Yes, I think we ought to help after we once—— 

Mr. Viner: We ought to offer our cooperation on drafting and on 
anything else they want. 

ILM. Jr: O.K. gents. 
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FINANCIAL ASSISTANCE TO CHINA 


JANUARY 13, 1942. 
2:45 p.m. 
Present : 
Dr. Soong 
Mr. Coe 
Mrs. Klotz 
Mr. Bell 


H.M. Jr: You haven’t heard anything yet from your Government? 

Mr. Soong: No. 

H.M. Jr: Well, I saw the President this morning and he authorized 
me to say to you 

(Mr. Bell entered the conference.) 

Mr. Bell, you know Dr. Soong? 

The President authorized me to say to you that he was very en- 
thusiastic about this suggestion, that we will work out some way mu- 
tually agreeable to the two Governments, that we compensate, possibly 
up to one million soldiers, at the rate of, say, five dollars U.S. cur- 
rency a day—a month, for their pay, and five dollars a month for their 

maintenance, and he said he thought that the five dollars a month for 
their maintenance would help in stabilizing your currency, and that 
the five dollars pay would be good for the morale. He has some quite 
ambitious plans. He is very much—he really was quite excited about 
it. I think I won’t go further than that. He also gave me his thought 
which is, he has been interested in a kind of a currency called the 
demo, meaning democracy, which would be a unit of currency, which 
he said you and I could work out, but the idea—you see, we used to 
have, after all, the trade dollar and—in China, and then there was the 
Maria Theresa dollar, which was used in 

Mr. Soong: Mexico, wasn’t it? 

Mr. Bell: Austria? 

H.M. Jr: No. 

Mr. Coe: Abyssinia. 

H.M. Jr: Abyssinia. So he was, as I say, really very much inter- 
ested in it. This of course is confidential, but I had a chance to be 
with Mr. Churchill last night, and I told him something of your trou- 
bles, and something of the suggestion that I had, and he liked it very 
much, and Mr. Churchill said, “I authorize you, Mr. Morgenthau, to 
go ahead and make any arrangements you want with Dr. Soong, and 
I will back you up one hundred per cent.” 

Mr. Soong: Good. 

H.M. Jr: He says, “You make the arrangements, and anything that 
you do, I am saying now, I will back you up,” so that is pretty good 
work. 

Mr. Soong: Yes. You are running the Treasury of two countries 
now (laughter). s 

H.M. Jr: No. And last, but not least, inasmuch as Mr. Churchill 
seemed in a very good humor, I said I would like to make another sug- 
gestion. I said, “Have you ever heard of a man called Sir Otto Nie- 
meyer?” Then he said, “Absolutely. He worked for me when I was 
Chancellor of the Exchequer.” He said, “He is nothing but a penny- 


~ 


MORGENTHAU DIARY 597 


pinching tool of the Treasury. What is he doing?” I said, “He is out 
there, and he is asking for mortgages on customs when China is try- 
ing to free itself of all those kind of things, and he said, “Whoever 
sent him out there?” And he called this fellow, Max. he said, “Come 
over here, listen to this.” And he went on for about an hour. I un- 
derstand they were going to send cables last night to recall him, be- 
cause he has been a thorn in your side, hasn't he? 

Mr. Soong: Yes, due to a misunderstanding of the situation. 

H.M. Jr: Well, as Mr. Churchill said, he is too much of an old- 
fashioned banker. He is not like Mr. Bell, you, and me. We can 
adapt ourselves to the demo. 

Mr. Bell: We are flexible. 

H.M. Jr: To the demo. 

Mrs. Klotz: The demo exchange. 

H.M. Jr: To the demo, you see. 

I hope that your Government now will be as pleased as Mr. Roose- 
velt seems to be. and as Mr. Churchill is, and as I say, I think when 
the President gets down to it, Y would rather have him tell you what 
his idea is about the Army, because he appreciates that the Generalis- 
simo is in charge of that area out there, but he has some ambitious 
plans which I take it he will take up directly with the Generalissimo, 
but I feel that I can go away now at least with the suggestion. Mr. 
Roosevelt likes it, Mr. Churchill likes it, and I hope the Generalissimo 
will like it. Mr. Bell will be here, and I hope I can stay down there 
without any worries for a week. I would like not to have any worries 
for a week, because I am very tired. We have kept Mr. Currie in- 
formed, and they have got all kinds of worries about the Gresham 
Law, and what it is going to do, and which is going to attract which, 
and all the rest of that, but Y am not going to worry about the 
Gresham Law or any other kind of law. 

Mr. Bell: That is like the law of demand and supply. It has been 
repealed (laughter). 

H.M. Jr: Or suspended. 

Mr. Bell: I think it has been repealed, hasn't it, Frank? 


(Book 485, pp. 346, 347) 


(Copy) 


DEPARTMENT OF STATE, 
Washington, January 14, 1942. 
Confidential 


Dear Mr. Bett: Mr. Coe, speaking, I understood, under instructions 
from the Secretary of the Treasury, informed me yesterday after- 
noon of latest developments in the matter of the proposed new finan- 
cial assistance to China. 

Without undertaking in this context to express an opinion regard- 
ing the merits of the plan which I understand was decided upon by 
the Secretary of the Treasury and the President yesterday, and laid 
before Dr. T. V. Soong, I wish to go on record as asking, on my own 
responsibility and in light of the fact that the Treasury has drawn 
me into the discussion of the matter, whether the procedure envisaged 
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in this plan, whatever may be the other objectives which it might serve 
or effects which it might have, can be expected to serve substantially 
either the political or the economic objectives which apparently have 
been in Chiang Kai-shek’s and H. H. Kung’s minds in connection 
with the appeals which they have made for a loan and in the minds 
of Mr. Gauss and Mr. Fox in connection with the comments and sug- 
gestions which they have offered in relation to the question of a loan, 
and which have been in the minds of officers of the Department of 
State who have studied those appeals, comments and suggestions and 
the situation out of which they arise. 

I am sending you here enclosed, for strictly confidential use, a digest 
of telegrams which have borne on this subject. 


Yours sincerely, 
(Signed) Stanley K. Hornbeck, 
(Typed) StawLeY K. Hornzecr, 
Adviser on Political Relations. 


(Book 485, p. 348) 


The Honorable Danir W. BELL, 
The Under Secretary of the Treasury, Washington, D.C. 


Enclosure: As described above. 
Copy : 1c: 1/16/42 


Confidential 


On September 25 the Secretary of the Treasury sent a telegram to 
Fox informing him that Mr. Cochran was due to arrive in Hong 
Kong October 7 and that it was hoped that his visit would make pos- 
sible “a round table discussion of the various American, British, and 
Chinese views toward a quick solution of the pending problems” relat- 
ing to the Stabilization Fund, the Chinese Foreign Exchange Con- 
trol, and the United States Freezing Control. 


Copy: 1c: 1/16/42 


(Book 485, p. 349) 
Confidential í 


On November 9, according to Mr. Cochran’s report to Secretary 
Morgenthau, Dr. H. H. Kung proposed to Mr. Cochran, inter alia, 
that the United States Treasury set up in the United States a new 
and special fund in United States dollars to constitute a reserve 
backing for the Chinese currency. He said that the British Govern- 
ment would be asked to act similarly if the United States Treasury 
approved of such a plan. Dr. Kung did not think it would be nec- 
essary to utilize such funds, feeling that the psychological effect 
would be sufficient. arse! 

Dr. Kung also suggested that there be a consolidation of the last 
three, or perhaps four, American Export-Import Bank loans to China, 
extending the term and increasing the total amount. 


Copy: 1c: 1/16/42 
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(Copy) 
Confidential 


On December 16 the Secretary of the Treasury telegraphed to Fox 
and requested Fox to convey to Dr. Kung his regrets for not having 
had, as yet, the time and opportunity to focus on the additional pro- 
posals which Dr. Kung made to Mr. Cochran. “Dr. Kung may be 
assured, however, that any proposals which he or the Generalissimo 
may make will be received with the attention and respect due to a 
nation which has so courageously and successfully resisted Japanese 
militarism. We are proud to take our place beside China in a struggle 
that can only end in a complete and lasting victory for the free 
peoples of the world.” 


Copy : ec: 1-16-42 


(Book 485, p. 351) 


(Copy) 
Confidential 


On December 21 Ambassador Gauss telegraphed to the Department 
of State a résumé of China’s financial position as given orally by 
Sir Otto Niemeyer, in the course of which statement is made that it 
is unofficially known that the Chinese Government was then contem- 
plating a request to the United States Government for a loan of 
$500,000,000. Niemeyer is stated as believing that such a loan would 
be a mistake and as suggesting consideration of a loan which would 
permit the issue of bonds to the value of two billion Chinese dollars, 
half supported by the British Government and half by the United 
States. 

(In an immediately preceding telegram of the same date Mr. Gauss 
summarized a memorandum prepared by Niemeyer which included a 
recommendation for foreign support for the issue of an internal loan.) 


Copy: ec: 1-16-42 


(Book 485, pp. 352-356) 


On December 30 Ambassador Gauss informed the Department of 
State by telegram of views expressed to him on that day by the 
Generalissimo in substance as follows: . 

Whereas intelligent Chinese do not lack confidence in final victory 
of the anti-Axis powers there are the uninformed masses, the doubters 
and those who are associated with the Chinese traitors who do lack 
such confidence. The initial Japanese successes and Japanese exploi- 
tation of these successes for propaganda purposes have affected morale. 
China can help the common cause with fighting manpower but Brit- 
ain and America must help China financially in order to prevent 
further deterioration of the economic foundation, confidence in the 
Chinese currency, et cetera. Such help would go far to strengthen 
morale and would silence doubtful and critical elements. The Gen- 
eralissimo wants a credit of about one billion American dollars. He 
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has asked the British Government. through the British Ambassador 
to supply about half of this total or 100 million pounds, the United 
States to provide the balance or about half a billion dollars. He asked 
that I transmit his request to my Government and that I emphasize 
the importance of such aid to Chinese morale coming at. this time to- 
ward overcoming Japanese propaganda and toward giving needed 
support to the Chinese economic structure. He said that the proposed 
loan would be used in part [to support ?] : a domestic bond issue which 
would be designed to curb inflation, 

Ambassador Gauss continued substantially as follows: 

I informed the Generalissimo that I would of course faithfully and 
immediately report his request and his observations to my Govern- 
ment and said that I was confident that we would be disposed to give 
sympathetic consideration to any reasonable proposals for aid to China 
in her resistance to Japan. However I suggested that for the consider- 
ation of his request and for the purpose of approaching Congress for 
necessary legislation to authorize American participation in a loan or 
credit to China there should be prepared.a careful outline of the needs 
of the situation based upon the recommendations and studies of the 
financial advisers and experts of the Chinese Government together 
with an outline of the measures which it was proposed would be under- 
taken to meet the situation, including measures which would be taken 
by China to help herself. I added that I was not suggesting that the 

terms of any proposed loan should be outlined but rather that the 
needs of the situation and definite measures to be taken to meet them 
be set. forth. 

The Generalissimo said that plans for the use of the proposed loan 
or credit were being worked out by advisers and experts but that mean- 
while he desired that I make the proposal to my Government and when 
the loan is assured proposals for its application can then be put 
forward. 

The British Ambassador tells me that he has been approached for 
a British loan of 100,000,000 pounds and that he has referred the mat- 
ter to London. He was also without any specific proposals as to the 
manner in which, if granted, the loan would be applied to Chinas 
difficult economic situation; the Generalissimo considered that it is 
urgently necessary that he should be able to show to his people and 
his armies that the British Government has faith enough in victory to 
give China quick and (?) 

In a telegram dated December 31 Ambassador Gauss added sub- 
stantially the following as his comments: 

Initial Japanese successes are being exploited in the Japanese radio 
propaganda which is directed toward China at the same time that the 
Japanese armed forces in China are again taking the offensive, have 
undoubtedly affected the morale of the people, including the upper 
classes. It remains to be seen how the army has been affected. 

The Generalissimo described the proposed loan as a political meas- 
ure. Although we have known from the inside that before Decem- 
ber 7 China was proposing to ask for this loan, while at the same time 
failing realistically to face the drastic domestic measures which ought 
to be taken to deal with the deteriorating economic situation, the 
problem now takes on full political character. 

The absence of definite proposals for the use of the loan, except 
for support for a domestic bond issue designed to slow up inflation, 
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makes for difficulty. However, I suggest that Congress might be asked 
to authorize the granting of loans or credit up to a specified amount 
under agreements to be entered into by the executive branch of our 
Government. 

With this action as an immediate measure to bolster the situation 
here and an indication of support of the Generalissimo as the leader 
of the policy of resistance, the actual issuance of the loan or credits 
might follow the presentation and the consideration of specific pro- 
posals as to the use to be made of the loan or credits, 

_We know that the recommendations and advice of the financial ad- 
visers and experts of the Chinese Government have been given but 
scant consideration. They may be able to work out proposals per- 
mitana a helpful and sane application of the financial assistance 
sought. 

Our information indicates that a domestic bond issue would per- 
haps attract Chinese $2,000,000,000 and not more than Chinese 
$4,000,000,000, the amount depending largely upon whether distribu- 
tion is primarily among the public at large as distinguished from the 
governmental banks. Grants of loans, backed or supported by for- 
eign credits, to encourage domestic production independent of im- 
ports might amount to Chinese $1,000,000,000. This total of Chinese 
&5,000,000,000 might be doubled in order to provide for psychological 
or political factors, or for other legitimate demand, but still the total 
would not exceed Chinese $10,000,000,000 as compared with the 
equivalent of Chinese $20,000,000,000 requested by General Chiang 
from ourselves and the British combined. I think that credits not 
exceeding the above would satisfy requirements, and that credits in 
excess of this would invite attempts at misuse and would be mis- 
leading. 

Copy : bj: 1-16-42 


(Book 485, p. 357) 


(Copy) 
Confidential 

On January 3 Mr. Fox in a telegram to the Secretary of the Treasury 
stated, inter alia, that he found “much talk in Chungking and also in 
Yunnanfu of a loan by the United States and Great Britain to 
China. * * * The talk in Chinese Government circles is of a United 
States dollars 500,000,000 loan by the United States and of a pound 
100,000,000 loan by Britain.” 

Mr. Fox stated that for some time prior to the outbreak of war he 
had felt that in view of “the extreme gravity of the internal economic 
situation” in China a new loan was needed. This feeling, he said had 
been reinforced since the outbreak of war because of the effect on 
political opinion in China of the initial Japanese successes, and of 
“the perceptible strengthening of defeatist elements in Chinese Gov- 
ernment circles.” Mr. Fox said that “a substantial loan to China, the 
bigger the better,” would, under these conditions, “be invaluable in 
keeping China going as an Anti-Axis power.” He added that the 
very fact that most of such a loan could not be made use of was an 
argument in favor of making it as large as possible. 
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Mr. Fox continued substantially as follows: 

Although the internal economic effects of such a loan might not be 
commensurate with its size after the initial psychological effects have 
worn off, because of the physical difficulties in the way of importing 
goods, the economic effects would nevertheless be beneficial. And, 
what is of more importance, the advantages of a political nature would 
be very great. “A Joan might make all the difference between a vic- 
tory of the Chinese defeatists (and they are lukewarm) and their 
neutralization.” As pointed out earlier, the actual outlay would be 
much smaller than would be the nominal amount of the loan. The 
political effects of the loan would be reinforced if no specific guarantees 
were required. It would also be desirable if the loan were used as an 
occasion for insisting upon the strengthening and improvement of 
the Central Bank and of the banking system of China. 


Copy : ec: 1-16-42 


(Book 485, pp. 359-363) 


b (Copy) 
Confidential 


On January 6 Fox in a telegram to the Secretary of the Treasury 
stated that on the previous day he had discussed a loan to China with 
Niemeyer and Hall-Patch. 

Fox said that Niemeyer seemed to realize, first, that the political 
situation is bad and that financial and economic considerations are 
secondary and, second, that a loan to China is desirable, the only ques- 
tion being the amount of the loan. However, Niemeyer believes that 
goods can not get into China and that the request for the loan will be 
turned down. Fox said that he (Fox) thought that this “would be an 
unfortunate mistake” and that he believed that as far as Great 
Britain is concerned it is more important to offer to supply goods such 
as cotton yarn and cotton from India and from Burma and steel from 
India if it is possible, rather than to supply a large amount of money. 


Copy: ec: 1-16-42 
Confidential 


On January 9 Mr. Fox in a telegram to the Secretary of the Treas- 
ury transmitted a message from Dr. Kung in which Dr. Kung stated 
substantially that: 

The preliminary proposal which he had sent through Cochran is no 
longer practical since the spread of war in the Pacific which has 
altered the economic as well as the strategic situation. For four and 
a half years China has with untold sacrifices and heavy strain on her 
resources fought a war of resistance. China’s economic and financial 
situation is now in a precarious state. The soldiers at the front are 
ill-clothed and ill-fed while the livelihood of the people is difficult 
due to rising prices. It is necessary to keep control of currency and 
prices without curtailing production. If the economic and financial 
front, which is already in a very critical condition, should collapse 
it would be impossible to carry on the war. q” ; 

Present developments in the world war make it imperative that the 
democratic countries pool their economic and military resources as 


MORGENTHAU DIARY 603 


their survival and existence are interdependent. I therefore ap- 
peal to you for a political war loan of $500,000,000. We have also 
approached Britian for a loan of 100,000,000 pounds in order to cover 
the total amount needed, and we are awaiting their reply. I am con- 
fident that if you will lead they will follow. The purpose of the loan 
is to replenish reserves in order to restore confidence in currency, to 
restrain prices, to offset decreased imports by increased production, 
and to meet other urgent war needs. On economic grounds and from 
the point of view of a joint military front the loan can be soundly 
justified but “frankly my reason for approaching you is above all 
political.” The significance of such a loan would be “even more im- 
portant than that of the Lease Lend Bill.” In order to show that 
China’s confidence in the allied powers is matched by equal confidence 
of the allied powers in China in the most crucial months of emergency 
immediately ahead, “timeliness is the essence of such a move”, An 
early announcement of the loan would have an immediate effect 
throughout Asia, including our common enemy, Japan, as well as 
electrifying Chinese public opinion. My appreciation of your con- 
tinuing and keen interest in China gives me confidence in sending this 
telegram to you. 

Also on January 9 Mr. Fox sent his comments on Dr. Kung’s mes- 
sage, as follows: 

(2) attitude here has during the past few days changed from one 
of despair to an attitude of firm insistence on financial aid. I doubt 
whether any formal restrictions can now be imposed. Some form of 
control is highly desirable in order to assure that the maximum ben- 
efit from the loan would go to China and to the Chinese people. I be- 
lieve that if an early announcement can be made of a large loan, it 
would have the desired psychological effect and would provide a better 
opportunity, should all controls prove impossible, for obtaining some 
informal safeguards. 

If it is impracticable to tie up the Stabilization Board with the loan 
could American representation be provided in order to make certain 
that the most effective use of the loan would be made in strengthening 
the economic and financial structure of China? 


eh: copy 1-16-42 
Confidential 


On January 10, the Secretary of State in a letter to the Secretary 
of the Treasury made, inter alia, the following statements: 

«cx * * I feel that, as an act of wartime policy and to prevent the 
impairment of China’s military effort which would result from loss of 
confidence in Chinese currency and depreciation of its purchasing 
power, it is highly advisable that the United States extend financial 
assistance to the Government of China in amounts up to $300,000,000 
at the present time. I believe that a determination of this Govern- 
ment’s policy to this effect need not await ascertainment of the attitude 
to be taken by Great Britain on the similar Chinese proposal with 
reference to sterling credits. X ri 

“I fecl that the greatest possible expedition in reaching a position 
where an announcement can be made is highly important. I feel also 
that it would seem to be highly desirable that the British Government 
be kept currently informed of our views and decisions in regard to this 
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matter in order that the British Government may be afforded oppor- 
tunity, should it so desire, to take simultaneous and comparable action.” 


eh: copy 
1-16-42 


(Book 486, p. 124) 
Treasury DEPARTMENT Inter-Orricn COMMUNICATION 


Date: January 16, 1942 

To: Mr. White 

From Mr. Friedman 

Subject: Digest of two cables received from American Embassy in 
Chungking dated January 12, 1942. 

1. Embassy has been informed that Dr. Kung is proceeding with 
plans to institute monopolies. 

2. When queried informally regarding reported monopoly of to- 
bacco, Dr. Kung replied that a cigarette sales monopoly is in process 
of being planned but the legislative procedure has not been finished and 
the monopoly has not yet been completed. 

3. Ambassador Gauss says that he has little doubt that the plans 
for monopolies are related to the proposed loans. The Ambassador 
suggests that this provides an occasion for expressing United States 
objections to the establishment of monopolies. 

4. The Embassy has been advised that effective January 1 the 
Chinese Government monopoly of salt was established. 

5. The Ministry of Finance has assured the Ambassador that the 
members of the Salt Administration staff who are elective, who are 
technical experts, and who have given satisfactory service will be re- 
tained as members of the staff and that foreign loans originally se- 
cured on the salt tax will not be affected by the monopoly. The Am- 
bassador says that this involves a question of good faith since it means 
a change in the existing status of the Salt Administration. 


(Book 486, p. 125) 


(Copy ) 


(Paraphrase) 
Confidential 

A strictly confidential telegram of January 12, 1942 from the Ameri- 
can Embassy at Chungking reads substantially as follows: 

The Chinese Salt Administration’s acting associate director gen- 
eral, an American, has advised me that effective January 1, a Chinese 
Government monopoly of salt was to be established. He said that the 
Chinese director general of the Chinese Salt Administration had told 
him that the proposal had been made to lower the position of the 
foreign officers of the Administration to that of advisers, whereas, at 
present they had equal authority and joint responsibility with the 
Chinese officers. Upon learning the foregoing I directed an informal 
inquiry in regard to the matter to the Minister of Finance. In reply 
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I have been informed that the monopoly would become effective 
from January 1; that members of the staff who are elective, who are 
technical experts, and who have given service which is satisfactory 
will be retained as members of the staff; and that foreign loans 
originally secured on the salt tax will not be affected by the 
monopoly. 

_ It is my understanding that the Chinese Government assured Brit- 
ish and, I think, American interests which hold loans secured on 
Chinese salt revenue that the Chinese Government did not envisage 
any substantial change in the existing status of the Salt Administra- 
tion which would result in a change of the status of foreign employees; 
the foregoing action of the Minister of Finance, therefore, involves 
the question of good faith. Moreover it involves the question of a 
large outlay of capital to organize a government monopoly of salt 
at a time when the finances of the Government are in a state of dis- 
organization and when inflation of the currency is almost out of 
control. 


eh : copy 
1-14-42 
(Book 486, p. 126) 
(Paraphrase) 
Confidential 


A confidential telegram of January 12, 1942 from the American 
Embassy at Chungking reads substantially as follows: 

Having been informed that Dr. H. H. Kung, Minister of Finance, 
notwithstanding advice to the contrary given to him by government 
advisers, is (proceeding?) with plans to institute monopolies, (I have 
been informed that there was in fact being established effective Jan- 
uary 1 a salt monopoly), I asked Dr. Kung informally for data in 
regard to a reported monopoly of tobacco, and expressed concern on 
the part of American tobacco interests, including American leaf 
tobacco interests. In reply Dr. Kung said that although a cigarette 
sales monopoly is in process of being planned, legislative procedure 
has not been finished and the monopoly is not yet completed. He 
added that there is no discrimination and that equal treatment is 
being enjoyed by all cigarette merchants, both Chinese and foreign. 

A large financial outlay will be necessarily incurred in connection 
with the institution of monopolies, and I therefore have little doubt 
that Dr. Kung's plans for monopolies are in fact related to the loans 
from Great Britain and the United States which China hopes to 
receive, If it is our intention to consider seriously a request for 
financial assistance on the part of the Chinese Government, it would 
seem to me that we now have an opportunity to say to the Chinese 
Government that we are not prepared to ? costly, damaging, and 
restrictive monopolies directly or otherwise. 


FE:JMJ:NHS FE 1-32-42 
eh: copy 
1-14-42 


606 MORGENTHAU DIARY 


(Book 486, pp. 138-142) 


To: Mrs, Klotz 
Irom: Lieut. Stephens 
Mrs. Morgenthau wants an original and 1 copy of the marked J? 
to go to her at the house. 
Sent 1/21/42 


Tan UNDER SECRETARY or THE TREASURY, 
Washington, January 17, 1942. 
Memorandum for the Secretary : 


CABINET Mrretinc—January 16, 1942 


The President said that he was glad to welcome Donald Nelson 
in his new capacity at the Cabinet table, he had a big job before him, 
but he had confidence in him to do it and do it well. 

Then he said that he had a letter before him from Mrs. Morgenthau 
with a number of pictures attached as to what might be done in 
preserving historical war records.. He would like each department 
and agency to give some thought to this matter. During the last war, 
he had given a young painter a commission in the Navy as an ensign 
and sent him abroad to paint pictures of the United States fleet at 
war. He painted a number of pictures which are now displayed as 
a collection in some office in the Government service, name of which 
I did not get. He said that he would like to put someone in charge 
of it to follow through with all of the departments. I suggested that 
Ned Bruce would be the proper person to oversee it. The President 
said he thought that was a good suggestion and he would refer Mrs. 
Morgenthau’s letter to Ned Bruce with instructions to carry out the 
idea. He wanted all the departments to cooperate as he was very 
much interested in it. 

Secretary Hull said that he had the memorandum on the French 
matter and I assume he referred to the Free French occupying the 
islands off the coast of Canada. The President said that he and 
Churchill had discussed the memorandum and had agreed to it, 
and Churchill had said he believed he could take care of the matter 
when he got back to London by talking to DeGaulle. 

Secretary Hull said he had under consideration the matter of the 
defense of Liberia. We have just about completed a large airfield 
in Liberia and the question now comes up of protecting this airfield 
from a military standpoint and also from an operating standpoint. 
The President asked Mr. Hull to get together with the Army and 
Navy and make a joint recommendation as to what needed to be done 
in this area. : 

Secretary Hull then asked the President if he had seen the high 
Dutch official from Batavia. He said that he had not, but he had 
heard about him and thought he had better see him before many 
days. There was a general discussion between the President, Secre- 
tary Hull, and Vice President Wallace as to the attitude of the Dutch 
towards us. The President said that the Dutch were not pleased at 
all with our actions, particularly the central command in Wavell and 
Hart. The President said that it was just necessary that he act on 


1 SUBCOMMITTEE Note.—This is the second paragraph of the following memorandum. 
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many matters without straining out cables between him and Queen 
Wilhelmina in England. They were just too slow to act for him to. 
take these matters up with them first. 

I had nothing to report other than the sale of Defense Savings 
Bonds, which the President was very much interested in. He was 
very much pleased to find that we had sold $480,000,000 of these bonds. 
the first fifteen days of January, almost as much ag we had sold dur- 
ing the whole month of December. 

secretary Stimson had nothing to report. 

The Attorney General had nothing to report but said that he 
would like to see the President after the conterence on the question 
of some nominations and he also had prepared for the President a 
memorandum on the ships he had asked about. 

Secretary Knox said that one of his officers had come to him with 
a report that Mr. Currie had cleared with the Army the question of 
sending a full squadron of planes and their crews to China to protect 
the Burma Road, and the Navy was prepared to go along, but he just 
wondered if the matter had been cleared with the President. He 
also raised the question as to the route that should be taken from 
here to Burma. Secretary Stimson said that he had not heard of it 
and he questioned as to whether that had not been discussed pretty far 
down the line. It had not reached the Genera] Staff. The President 
told him he did not want it to go through until discussed at the joint 
staif meeting and to let him have a recommendation after the joint 
staff had approved it. 

The Postmaster General had nothing to report. 

Secretary Ickes said that it had been necessary for him to divert 
tankers from the East to the West Coast and there might be a tem- 
porary shortage in the East. There was also a discussion of how 
many tankers had been turned over to England. The President 
wanted to know how many tankers were coming off the ways. Sec- 
retary Ickes said he would get this information and reportonit. There 
was a general discussion as to whether or not wooden barges could not 
be made into tankers and built on the Great Lakes, This question 
is to be looked into and a report made. 

Secretary Ickes brought up the question of the Alaska road. He 
was wondering if it would not be a good thing to go ahead with this at 
this time for military reasons, for there were many times during the 
year that it was rather difficult for ships to get in to certain ports of 
Alaska because of heavy fogs, that the road when completed might 
come in very handy for sending supplies to military posts in Alaska. 
Mr. Wallace was very familiar with it and thought the road essential 
at this time, but he questioned its proposed location. He thought 
the matter should be studied very carefully before we go ahead with 
the proposed plan. The President said he would like for Secretary 
Ickes to discuss the matter with Mr. Wallace and also ascertain the 
military value of the road from Secretaries Knox and Stimson and 
let him have a report on it. A k 

Secretary Wickard then raised the question of the Japanese situa- 
tion in California in its relation to the growing of vegetables for the 
coastal cities. He said that he understood that the military authorities 
were going to put the Japanese people outside of the military areas. 
If this is done, it will be necessary to replace these Japanese laborers 
with other laborers to grow vegetables for the coming season. He 
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said it was a very serious matter not only from the standpoint of 
supplying food for that area, but also there were politica] complica- 
tions involved. He said he had written a letter to the Secretaries of 
State, Treasury, War, Navy, and Labor asking them to appoint rep- 
resentatives to attend a conference in his office at 2:30 Monday, to 
discuss the problem. (I am advising Mr. Wickard that I have ap- 
pointed Mr. Bernstein of the General Counsel’s office to represent the 
Treasury.) 

Mr. Wickard then discussed the problem of supplying natural rub- 
ber in the Western Hemisphere. He said that he did not think they 
could meet the present problem from this source as they could only 
grow about 10,000 tons by 1945. Secretary Jones said that he did not 
believe it was a matter of relative importance in our own supply and 
that we should go ahead with the synthetic plants which probably 
could produce 400,000 tons in the course of a year or two. The Presi- 
dent raised the question as to whether all of these plants should not 
be Government-owned, because if they are privately owned and they 
are not able to meet. the foreign prices, it will immediately bring up 
the question as to whether or not Congress should put on a tariff on 
imports to bring the foreign prices up to domestic prices. Secretary 
Jones agreed to look into this matter. 

Mr. Wickard then discussed the supply of oils and fats for the next 
year. He said that he believed they had gotten just about all the oils 
and fats they would be able to get. Possibly the increase in hogs 
might add to this, but not in a great quantity. He raised the question 
as to whether or not he should authorize an increase in cotton in order 
to get cotton seed. The President and the Vice President agreed that 
this should not be done as we are now raising too much cotton. 

Secretary Jones said that the national income for the calendar year 
amounted to $92 billion, which is about $16 billion above last year. 
He thought that approximately one-third of the increase was due to 
higher prices and two-thirds to the increase in the volume of produc- 
tion. He said that he would like to comment a little further on Sec- 
retary Wickard’s rubber problem. He thought it might be possible 
to produce rubber synthetically at slightly less than 3804. A man had 
come in to see him a few days ago who had produced good looking 
rubber, as far as he could tell, from wood, grain, and coal, and that he 
could produce it in any volume at 2714¢. He said he asked the man if 
he were sane and the man said “yes” he believed he was. 

Secretary Perkins said that as office had given a great deal of at- 
tention to the problems of labor supply and believes that by the end 
of this calendar year there will be a definite shortage of labor. This 
subject then involved a genera] discussion of the labor supply, longer 
hours, CCC camps, etc. Mr. Walker raised the question as to whether 
he should put the Post Office on a 48-hour week. He said if he did, 
it would require legislation and he wondered whether they ought to 
pay time and a half for anything beyond the 44-hour a week. I said 
that was a precedent, that I believed the Government should not pay 
time and a half for any overtime. A Government employee’s day is 
not over until he finishes his day and he should not be paid for over- 
time any more than compensatory leave now and then when the work 
will permit. It was pointed out that many of the Government orga- 
nizations are unionized and have been able to have legislation fixing 
their hours of work and provide for overtime pay when they wor 
beyond those hours. The Post Office is one of these, also, the Bureau 
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of Engraving and Printing, and the Government Printing Office. 
The President said that he would like to look into the question, but 
he apparently had no objection to the Post Office going on a 48-hour 
a week, even though it required legislation. 

He said he felt that there should be 350 CCC camps, for the purpose 
of maintaining the forest and fighting forest fires, and he had ap- 
proved $100,000,000 for these camps. He brought this up because of 
its bearing on the supply of labor. 

Mr. McNutt had nothing to report. 

Mr. Nelson discussed the shortage of copper and said that he would 
like to bring some old mines back into production. One in the north- 
ern part of Arizona required the use of water from one of the Govern- 
ment’s dams which might infringe upon the water rights of certain 
irrigation districts. The President said that he would like to increase 
the supply if it could be done and asked Mr. Nelson and Mr. Ickes 
to work it out between them. Mr. Ickes said he was familiar with it 
and was in agreement with Mr. Nelson. 


(Book 487, p. 275) 
JANUARY 22, 1942. 
My Dear Mr. Presipent: I am forwarding the inclosed correspond- 
ence from Mr. T. V. Soong. Naturally, I am disappointed in the 
contents. 
What do you suggest as our next move? 
Sincerely yours, 
H. M. Jr. 
The PRESIDENT, 
The White House. 
Copies to: 
The Secretary of State 
The Secretary of War 
The Secretary of the Navy 
Sent By Secret Service at 10:15 A.M.— 
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MINISTER FOR FOREIGN AFFAIRS, 
REPUBLIO or CHINA, 
January 21, 1942. 
My Dear Mr. Secretary: During your absence from Washington 
I received the enclosed message for you from the Generalissimo. 
Since Mr. Fox is due to arrive in Washington shortly, it occurs to 
me that you may like to have an opportunity of seeing him and hear- 
ing from him of the situation in China before you renew discussions 
with me. However I am at your disposal at any time, should you 
wish to see me earlier. 
Sincerely yours, 
(Signed) T. V. Soong. 
(Typed) T. V. Soone. 
The Honorable tho SECRETARY OF THE TREASURY, 
Washington, D.C. 
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(Book 487, p. 277) 
Confidential : 

The Generalissimo deeply appreciates Secretary Morgenthau’s ef- 
forts which have materialized in a proposal that the U.S. Government 
would undertake to pay for the maintenance of part of the Chinese 
army in U.S. Dollar notes. After careful consideration, however, he 
doubts whether this scheme is practicable. Payment of Chinese 
soldiers in U.S. currency would tend to create a cleavage between the 
army and the general economic structure in China which may actu- 
ally hasten the collapse of the Chinese currency. Before Mr. Fox 
left Chungking the Generalissimo had a long discussion with him in 
which he pointed out a number of reasons why he considered the 
scheme difficult of application and which he asked Mr. Fox to convey 
to Secretary Morgenthau. 

The Generalissimo urgently requests that careful consideration be 
given to his original proposal that the United States grant to China 
a political loan of 500 million U.S. dollars, which would be the only 
means to prevent an impending economic collapse. This loan should 
be regarded in the light of an advance to an ally fighting against a 
common enemy, thus requiring no security or other pre-arranged 
terms as to its use and as regards means of repayment. 


(Book 487, p. 278) 
TREASURY DEPARTMENT ÍInteEr-Orrice COMMUNICATION 


Date: January 22, 1942 

To: Mr. White 

From: Mr. Friedman 

Subiect: Digest of cable from Ambassador Gauss dated January 17, 
1942. 

1. American Embassy at Chungking reports that on the part of 
the Chinese press and Chinese officials with whom it is in contact it 
has found greater restraint and more reasonableness than it had ex- 
pected in their reactions to statements made in the United States that 
emphasis should be placed primarily on the European end of the 
Axis combination. However, they emphasize the vital importance 
of continuing to hold Singapore and the Netherlands East Indies 
even at a greater cost. 

2. Ambassador Gauss feels that the Chinese have recovered from 
the shock caused by our initial setbacks, the most serious of which in 
psychological effects was the fall of Hong Kong. The Generalissimo 
is completely committed to the policy of resistance and should be able 
successfully to maintain his commanding position. y 

3. The authority of the Government might be weakened by increas- 
ing difficulties in the economic field and it is suggested that a political 
loan might be of assistance towards checking developments of this 
type. 

é The Ambassador expresses absolute conviction that more con- 
centrated and constantly greater efforts should be put forth toward 
moving over the Burma Road materials supplied by Lend-Lease for 


China. 
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(Copy) 
DEPARTMENT OF STATE, 
Washington, January 21, 1942. 
In reply refer to FD 


The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and transmits a paraphrase of a strictly 
-confidential telegram from the American Ambassador at Chungking, 
dated January 17, 1912 regarding the situation in China including 
reference to a possible United States credit or loan. 


Enclosure: From Embassy, Chungking, January 17, 1942. 
Copy : ec: 1-28-42 


(Book 487, pp. 280-282) 


(Copy) 


(Parapbrase) 
Strictly Confidential 

A strictly confidential telegram from the American Ambassador at 
Chungking, dated January 17, 1942, reads substantially as follows: 

The Embassy finds on the part of the Chinese press and Chinese 
officials with whom it is in contact reaction greater in restraint and 
more reasonable than it had expected to the statements by Mr. Knox 
and Mr. Alexander that emphasis should be placed primarily on the 
European end of the Axis combination. In those quarters the argu- 
ment that Hitler must be defeated and the importance of sustainin 
the present offensive in Europe are given due recognition but the vita 
importance of continuing to hold Singapore and the Dutch East 
Indies even at greatest cost are emphasized, point being made that 
the Japanese would, if those areas came into their possession, be in 
strong position to render costly and protracted the war in the Pacific, 
to attack the Soviet Union in Siberia, and to give substantial aid, 
indirect or direct, to their German ally, with attendant embarrass- 
ment to the united nations in the operations in Europe. 

The Ambassador feels that, now that they have overcome the sub- 
stantial shock which was caused by our initial setbacks, the most 
serious of which in psychological effects was the fall of Hong Kong, 
Chinese morale has regained composure. A good deal of newspaper 
comment has been occasioned by the fall of Manila and the current 
jeopardy of Singapore, but the Ambassador has not found evidence 
of a defeatist attitude. 

The Ambassador feels that, while the intensity of or the amount of 
enthusiasm for resistance may at intervals vary, but in scrutiny of 
the present situation, he does not expect development of any change 
in the fundamental aspects of China’s attitude. The Generalissimo 
is completely committed to the policy of resistance and should be able 
successfully to maintain his commanding position. Naturally, the 
Chinese feel disappointment over the likelihood that the war in the 
Pacific will be prolonged. At the same time, they nevertheless are 
confident of defeat for Japan at the hands of the United States. 
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Increasing difficulties in the economic field may be the cause of 
depreciation in the authority of the Government; a credit or loan 
political in character and use thereof promptly in such manner as 
might be practical might be of assistance toward checking develop- 
ments of that type. Having in mind both the economic and the mili- 
tary aspects of the situation, the Ambassador is absolutely convinced 
that more concentrated and constantly greater efforts should be put 
forth toward moving over the Yunnan-Burma Highway materials 
supplied by lease-lend for China. Transportation of such materials 
is practicable but to get the Chinese to act it appears that unremitting 
and constant efforts are required. 

Copy : ec : 1-28-42 


(Book 487, pp. 459-465) 


DEPARTMENT or STATE. 
Tue SECRETARY, 
January 24, 1942. 
Memorandum for the Secretary of the Treasury: 

Answering your note to hand on yesterday relative to the proposed 
Chinese loan proposition, I herewith enclose, for whatever it may be 
worth to you and your associates, some memoranda on the subject, pre- 
pared by some of my associates here. 


DEPARTMENT OF STATE, 
ASSISTANT SECRETARY, 
January 23. 1942. 
MEMORANDUM 


ProroseD Cminese Loan 


Secretary Morgenthaw's plan to grant credit to the Chinese by offer- 
ing to pay the Chinese Army has been declined by the Generalissimo. 
He has reverted to his “original proposal that the United States grant 
to China a political loan of $500,000,000, which would be the only 
means of preventing impending economic collapse. This loan should 
be regarded in the light of an advance to an ally fighting against a 
common enemy, thus requiring no security or other prearranged terms 
as to its use and as regards means of repayment.” (Message from the 
Generalissimo to Secretary Morgenthau transmitted January 21, 
19492.). 

The Department has already recommended that a “political” loan 
be made to the Generalissimo in the amount of $300,000,000. 

The objectives of the loan in even amount are: 

(1) To strengthen the morale of the Chinese Government, and 

(2) So far as possible, to stave off economic collapse occasioned by 
the continued inflation of paper money. 

The chief conditions within which these objectives have to be ob- 
tained are these: iy or 

(a) The Generalissimo is likely to be cut off from foreign imports, 
other than such arms and munitions as may reach him over the Burma 
Road and most of which can be taken care of by Lease-Lend opera- 


MORGENTHAU DIARY 613 


tions. Foreign currency, therefore, is of little use to him for the 
purpose of paying for imports. 

(b) The loan must be so handled that it will enable the Generalis- 
simo to pay for goods, services, and military expenses all of which arc 
obtained in China. Necessarily these payments will have to be made 
in Chinese currency, namely, yuan. 

(c) It follows that the loan of American dollars must be so handled 
as to give the maximum of political encouragement to the Chinese 
Government, and also so as to give the Chinese Government a large 
amount of yuan without further inflating or weakening the value of 
yuan in China. 

(d) The present nominal exchange value of the yuan is 4 plus cents, 
but it is probably over valued. 

(e) Any loan of dollars which is given to the Generalissimo has to 
be converted by him into yuan in some fashion. 

Due to the political and military situation, we do not have any 
strong position to impose onerous conditions on the Chinese Govern- 
ment in respect. of this loan. We are advised that to get the maximum 
political effect there should be the greatest generosity, and the fullest 
consultation with the Chinese Government. They should not be 
merely handed a scheme but should rather be consulted as an ally. 

From the Department’s point of view, it would seem that the first 
step should be to open consultations at once, presumably with Mr. 
T. V. Soong, indicating a willingness to make a loan of possible 
$500,000,000. We should ask what the general plans for using this 
loan are, and the proposed Chinese method of handling it. 

It would seem desirable from our point of view that the loan should 
take the form of a credit of American dollars. This credit might be 
used in either of two ways: 

(1) To guarantee payments of interest and amortization on an in- 
ternal Chinese loan to be floated in China by the Generalissimo and 
sold to the Chinese merchants, banks, money lenders, etc. This loan 
would be a dollar loan. It might be bought by the Chinese in yuan. 
This would mop up several billions of paper yuan and put them in the 
hands of the Generalissimo. He could use them then to pay his cur- 
rent expenses, thereby using existing yuan, instead of printing addi- 
tional yuan as he does now. The credit would be drawn not at once 
but gradually, to meet the service charges of the internal loan, and 
could be drawn from here as such installments fell due. 

A second method, if practicable, might be to open the credit and 
have it available to the Generalissimo, in yuan, in Chungking. This 
would involve setting up machinery by which American agents would 
purchase yuan in China for dollars and turn them over to the Gen- 
eralissimo. This likewise has the effect of mopping up the paper 
yuan. The purchase would, of course, strengthen the exchange value 
of the yuan and thus work against the inflation which is at present 
making trouble. 

Both methods would have the benefit of not transferring the entire 
credit to the Generalissimo at once, but rather of having it available 
in such quantities as he might need, month by month. Should any 
disaster occur, the unexpended balance would then remain in Ameri- 
can hands. 
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The British have expressed a desire to be in on this. They are 
thinking in low figures—the maximum we have heard is 80 million 
dollars which is small in comparison to the Generalissimo’s request. 
‘This would have to be made available in sterling. 

It is suggested that consultations be commenced forthwith on this 
basis. It would seem unnecessary to draw the British into the pic- 
ture until the discussions have become more really definitive though 
we might keep them informed so that they could express an interest 
if they so desired. 

The suggestions made as to possible uses of the loan or credit should 
not be construed as being inflexible. It is quite probable that a high 
degree of flexibility in use will be needed. In determining the gen- 
eral program, the recommendations made by Gauss and by Sir Otto 
Niemeyer ought to be taken into careful consideration. Possibly Mr. 
T. V. Soong could be brought into agreement with some part of this 
program. 

In particular the possibility of using part of the American advance 
to increase the supply of goods produced in China or made available 
in China to the military forces merits further consideration. 

A. A. B., Jr. 


(Book 487, p. 470) 


Treasury DEPARTMENT InTER-OrriCe COMMUNICATION 


Date: January 23, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of despatch from Ambassador Gauss dated Decem- 
ber 31, 1941. 


1. Ambassador Gauss in despatch dated December 31, 1941 encloses: 


(a) Memorandum of his conversation on December 20 with the 
British Ambassador; 

(b) Memorandum prepared by Sir Otto Niemeyer in regard 
to economic problems; 

(c) Memorandum reporting the conversation of Mr. Vincent 
of the American Embassy on December 18 with Sir Otto Nie- 
meyer. 


2. The British Ambassador presented to our Ambassador a copy 
‘of a memorandum prepared by Sir Otto Niemeyer and indicated that 
he wished American support in taking up the subject of the economic- 
financial situation with the Generalissimo. Ambassador Gauss sug- 
gested that Sir Otto should approach the Generalissimo directly. Am- 
bassador Gauss comments that he “cannot understand the apparent dis- 
inclination of Niemeyer to approach the Generalissimo.” 

3. The information regarding economic and financial conditions in 
China contained in the enclosed memorandum repeats and confirms 
information received in earlier cables. 
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(Copy) 
DEPARTMENT OF STATE 
WASHINGTON, January 20, 1942. 


In reply refer to FD 893.51/7389 


The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and encloses a copy of despatch no. 261, 
from the American Embassy, Chungking, China, dated December 31, 
1941, concerning the subject finance, and economic conditions in China. 


Enclosure: From Embassy, Chungking, no. 261, December 31, 1941. 
Copy : ec: 1-28-42 


(Book 487, p. 472) 
(Copy) 
CHUNGKING, December 31, 1941. 


No, 261. 
Subject : Finance; Economic Conditions in China. 
Air mail, 


The Honorable the Secretary or STATE, 
Washington, D.C. 

Sir: With reference to my telegrams Nos. 515 and 516 of December 
21st, reporting conversations with the British Ambassador and Sir 
Otto Niemeyer, head of the British economic mission to China, in re- 
gard to financial and economic conditions and problems in China, I 
have the honor to enclose (1) memorandum of my conversation on 
December 20th with the British Ambassador, (2) memorandum pre- 
pared by Sir Otto Niemeyer in regard to economic problems, and (3) 
memorandum reporting Mr. Vincent’s conversation on December 18 
with Sir Otto Niemeyer. 

Respectfully yours, 

C. E. Gauss. 

Enclosures: 1-3, as stated. 
Original and one copy by air mail to the Department. 
Four copies by pouch to the Department. 
851 
JOV/cwe 
Copy : ec: 1-28-42 
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(Book 487, pp. 473-475) 
(Copy) 


(Enclosure no. 1 to Despatch no. 256, dated December 27, 1941, 
from the Embassy at Chungking) 


MEMORANDUM or CONVERSATION 
DECEMBER 20, 1941. 


Subject : Economic-Financial Measures Urgent in China with the Out- 
break of the war in the Pacific. 

Present: 
Sir Archibald Clark-Kerr, British Ambassador 
Mr. Gauss 


Sir Archibald Clark-Kerr called on me this morning by appoint- 
ment and handed me the attached copy of a memorandum prepared 
by Sir Otto Niemeyer (head of the British Economic Mission to 
Grins) outlining economic-financial measures considered by him as 
urgent in China with the outbreak of the war in the Pacific. 

Sir Archibald said that Sir Otto Niemeyer had been unable to arouse 
the Minister of Finance, Dr. H. H. Kung, to consideration of the 
urgent problems resulting from the outbreak of the war; Dr. Kung 
is il], and seems to be somewhat “groggy” in mind. While the Vice 
Ministers of Finance, O. K. Yui and Y. C. Koo, seem to be full cog- 
nizant of the necessities of the situation they are unable to do any- 
thing; they do not have the courage to go over Dr. Kung's head. 

Sir Archibald mentioned that Sir Otto Niemeyer had recently out- 
lined to Mr. Vincent, First Secretary of this Embassy, the financial- 
economic situation. I acknowledged that Y had learned from Mr. Vin- 
cent of this conversation. 

The British Ambassador said he wished to consult with me as to 
the steps which should be taken in the present situation since Dr. Kung 
apparently is unable or unwilling to give his mind to it. He felt that 
while this is a delicate domestic problem in which we should be 
cautious about interfering, nevertheless he felt that it should be taken 
up, probably with the Generalissimo—and by the use of “we” indi- 
cated his thought that I should join with him in doing so. 

I read the memorandum from Sir Otto Niemeyer and pointed out 
to the British Ambassador that, after all, Sir Otto is an economist 
and financial expert of high reputation, that he came to China on his 
economic mission on an invitation from the Generalissimo to the 
British Government, and that recommendations from 2 man of Sir 
Otto’s standing should certainly receive the most attentive considera- 
tion by the Chinese Government. I continued that it seemed to me 
that Sir Otto should make the approach to the Generalissimo, hand- 
ing him a carefully prepared memorandum, in as simple language as 
possible for the Generalissimo has little understanding of finance and 
economics; that the memorandum should be carefully translated into 
Chinese; and that Niemeyer might appropriately make it known to 
the Generalissimo that his findings and recommendations in the pres- 
ent emergency had been made known to the British Government—and 
I would have no objection to his saying that as we have been much 
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interested in this subject he has also made them known to the Amer- 
ican Ambassador for the information of the American Government. 
I suggested that Sir Otto must feel that there is little value to his re- 
maining here on an economic mission of inquiry if he is not entitled 
to have free access to the Generalissimo, to present his views and rec- 
ommendations, and have them at least given consideration. 

Sir Archibald commented that my views followed very much along 

the line of what he had been thinking; he believed that perhaps Nie- 
meyer should prepare a simple but careful memorandum on the sub- 
ject and then he (Sir Archibald Clark-Kerr) should take it to the 
Generalissimo. (I cannot understand the apparent disinclination of 
Niemeyer to approach the Generalissimo.) I took occasion to com- 
ment that I thought that if Niemeyer were to see the Generalissimo 
and submit his recommendation, they must be listened to; whereas, 
for instance, 1f I, who do not hold myself out to be an economist or fi- 
nancial expert, were to approach the Generalissimo on such a subject, 
unless under instructions of my Government, he might rightly think 
that I was interfering in what is a domestic Chinese problem, and even 
if he did not say that, he would not regard me as an expert to whose 
advice he should give attention. I thought Niemeyer was in an ideal 
position to approach the Generalissimo—his standing and reputation ; 
the fact that he is in China in response to the Generalissimo’s invita- 
tion to the British Government, etc., etc. 
_ Referring to a possible loan to China on which an internal bond 
issue might be attempted in an effort to slow up currency inflation, Sir 
Archibald said that he understands that what is intended is that the 
bonds shall be guaranteed by the British and American Governments, 
as to principal—interest being an obligation of China. He said that 
the subject is now before the British Government and is being dis- 
cussed with the British Treasury which, if it finds the proposals feasi- 
ble, will undoubtedly contact the American Government. He did not 
say whether this was a proposal which had been discussed with the 
Chinese Government; but he did mention that he knows (unofficially) 
that the Chinese Government was contemplating a request for a half 
billion dollar American loan, that Owen Lattimore was carrying 
letters to the President and tu Mr. Morgenthau for this purpose, but 
“Providence intervened” and Lattimore did not get off for the United 
States and the matter is “now back in the pot”. 

The conversation turned somewhat and mention was made of Dr. 
Fox. Sir Archibald regretted that Fox was apparently not a man of 
the standing and reputation of Niemeyer and that there was no one 
of Niemeyer’s E representing the United States on a joint 
Anglo-American mission. I remark that Fox is at present absent in 
Kunming but he should return here in a few days, and I should be 
glad, if Sir Otto Niemeyer desired, to sound out Fox on his views 
and see if perhaps his support could be given to the Niemeyer memo- 
randum. J also mentioned Dr. Arthur Young, adviser to the Minister 
of Finance. Clark-Kerr said that Young had been most cooperative 
toward Niemeyer; he is a good man; but apparently the Chinese are 
not inclined now to pay much attention to Young. Sir Archibald 
said, however, that it would be helpful if Fox and Young were to 
support the Niemeyer recommendations. I left the matter at that. 

Sir Archibald said that he wished I would give thought to the pos- 
sible desirability of our joint approach to the Generalissimo some time 
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in the future on the subject of the economic-financial situation. I re- 
plied that I should like to inform my Government of the situation and 
would be guided of course by any instructions I might receive; and I 
did not believe that I should go to the Generalissimo on financial- 
economic problems, domestic problems of China, except under instrue- 
tions; that any representations I might make—any representations 
either of us could make—would bear little weight unless they were 
made under instructions of our Governments, whereas Sir Otto Nie- 
meyer is here for the very purpose of examining the financial-economic 
situation, at the invitation of the Generalissimo to the British Gov- 
ernment, and he is in a position to approach the Generalissimo di- 
rectly, especially in the illness of Dr. Kung. 
C.E.G. 


CEG/gs 
Copy : ec: 1-28-42 


(Book 487, pp. 476-477) 
{Copy ) 


(Enclosure no. 2 to Despatch no. 256, dated December 27, 1941, from 
the Embassy at Chunking.) 


Memorandum prepared by Sir Otto Niemeyer. 
Handed to the Ambassador December 20 by the British Ambassador. 

The outbreak of war in the Pacific will clearly have reactions on 
the already previously difficult economic situation of China and would 
seem to call for an immediate reconsideration of pre-existing plans. 
The salient new feature is the blocking of the external approaches to 
China and the consequent probability that say for the next six months 
she can receive little if anything in the form of imports from abroad. 

This will have certain effects upon the Budget, some of the sums 
provided in which need a greater or lessor amount of external sup- 
plies for their effective disbursement. Some heads of the Budget may 
need reconsideration accordingly. 

But it will have much wider effects than that on China’s general 
economy. 

Should not immediate consideration be given to these consequences 
and to the best way by meeting them ? 

For instance: 

(1) Should not an immediate report be made of the available sup- 
plies of really essential war materials in China—high octane gaso- 
line, ordinary gasoline, arsenal supplies, essential metals and chemi- 
cals, bank notes and paper for bank notes—and arrangements made 
to ration them (prohibiting if necessary all private use) and to con- 
sider practical means (supplies, transport et cetera) of making good 
deficiencies? 

(2) Should not some one person in direct daily touch with the Cen- 
tral Government and working with Chungking Government Depart- 
ments be given absolute control over priorities on transport from 
Burma (e.g. to secure the despatch of oil refining machinery at once 
from Rangoon) ? 
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(3) Should not immediate steps be taken to organize and encourage 
domestic hand work production of articles of daily use—whether 
through Cooperatives or otherwise? 

(4) Should not steps be taken through the Joint Banking Commit- 
tee to contro] the granting of credits by private Banks and the rates 
of interest which such private Banks may pay on deposits or receive 
on advances? 

(5) Should not immediate steps be taken to assure whatever foreign 
gpp can be practically used for the issue of an internal loan co be 
subscribed to by the public in China (and to that extent reduce 
inflation) / 

(6) Should not immediate steps be taken in view of the satisfactory 
progress of rice collections to distribute some of this rice in large 
cities at prices somewhat below the present official prices and to make 
the fact that this has been done widely known? 

It might be that if measures of this kind were to be contemplated 
it will assist in their immediate adoption and coordination if, say, 
three Ministers were definitely charged with their supervision and 
asked to report weekly to the Generalissimo on the progress made 
under each head. 


17th December, 1941. 
Copy : ec: 1-28-42 


(Book 487, pp. 478-481) 
(Copy) 


(Enclosure no. 3 to Dispatch no. 256, dated December 27, from the 
Embassy at Chungking) 


December 19, 1941. 
Memorandum for the Ambassador 
Subject: Finance-Economic Problems 


Yesterday I had luncheon with Sir Otto Niemeyer of the British 
Economic Mission to China. After lunch, Sir Otto said that he 
wanted to lay before me certain pressing problems in regard to 
Chinese economics and finance in order that I might in turn bring 
these problems to the attention of the Ambassador. He had gone 
over the situation with Sir Archibald Clark-Kerr, the British Am- 
bassador, and said that Sir Archibald planned to see Mr. Gauss with- 
in a day or so in regard thereto but that he wanted Mr. Gauss to have 
an advance explanation through me. 

Sir Otto said that, although I was probably aware of much that 
he would have to say, he would review the situation as he saw it, and 
to the extent that he was informed, as a background to the proposals 
he had to make. The following is a summary of his remarks: 

Officially, the Chinese Government was reported to have expended 
approximately six billion dollars last year (1940) and some seven 
billion this year but that actual expenditures were nearer ten billion. 
Receipts from revenues of all kinds amounted to about ten percent 
of expenditures in 1941. The deficit was met almost wholly by issu- 
ance of new currency in 1941, the amount roughly being seven billion 
dollars. 
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In 1937 national currency in circulation amounted to something in 
the neighborhood of two and one-half billion dollars. At the end 
of 1940 it amounted to about seven billion dollars. The rate of in- 
crease is obviously alarming. It is very difficult, however, to con- 
vince Chinese officials, particularly Dr. H. H. Kung, of this fact and 
General Chiang does not understand the situation. Dr. Kung does 
not, or pretends not to, see the connection between the precipitate 
and ominous rise in prices and the issuance of new currency. 

A budget for 1942 has been prepared and submitted to the Execu- 
tive Yuan (Sir Otto did not say so but I assumed that it had been 
passed). The budget was prepared in a most unscientific and hap- 
hazard fashion, the processes being largely a matter of the Executive 
Secretary of the Executive Yaun (T. F. Tsiang) receiving unsup- 
ported estimates from the various ministries, departments, et cetera, 
and paring them down by rule of thumb. The original 1942 budget 
provided for expenditures of thirty billion dollars and optimistically 
anticipated revenues of five billion. By a process of simply cutting 
items and eliminating others, the estimate for expenditures was re- 
duced to sixteen and one-half billion of which one and one-half bil- 
lion was for provincial as distinguished from national demands. 
The figure for military expenditures is eight and one-half billion 
dollars. Taxes are being raised and the collection of land tax in kind 
and the sale of rice certificates is progressing favorably according to 
the Chinese. Whether or not five billion dollars in revenue is col- 
lected depends largely on the price at which the Government values 
the rice and other grain collected in lieu of a monetary land tax. 
Of 60 million piculs of grain which the Government expected to col- 
lect, 30 million has been collected and it is confidently anticipated that 
the other half will be collected. (These figures are based on Chinese 
reports in which Sir Otto obviously and rightly did not place much 
confidence). In point of fact, revenues will probably not reach five 
billion and expenditures will almost certainly exceed fifteen billion. 

Nevertheless. accepting the figures on their face value for the sake 
of discussion, there will be a minimum deficit of ten billion dollars 
which, if met entirely through the issuance of new currency, would 
raise the amount of currency in circulation to approximately twenty- 
five billion. The serious if not disastrous consequences of such an 
increase are obvious. The issuance of U.S. dollar and sterling sup- 
ported bonds has been suggested, these bonds to attract private, as 
opposed to banking, investors in unoccupied China. Not even an 
approximate estimate is practicable with regard to the amount of 
capital there is available for such investment; nor is it possible to- 
give an opinion whether the bonds will attract investors. The Chi- 
nese wanted a loan amounting to a half billion U.S. dollars (at the 
stabilization rate, a half billion U.S. dollars is roughly the equivalent 
of ten billion Chinese dollars, the amount of the estimated deficit). 
A loan in that amount will be a mistake because it can not be effec- 
tively utilized and would therefore be misleading. A loan which 
would permit the issuance of two billion Chinese dollars worth of 
bonds would be reasonable. (Sir Otto mentioned loans of fifty mìl- 
lion U.S. dollars and_ ten million pounds but said that these 
amounts might be doubled initially or that the amount miglit be in- 
creased if needed. It will be recalled that Dr. Fox o me 
some ten days ago that the Chinese wanted a loan of a half billion 
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U.S, dollars but that at first blush two hundred million seemed to be 
a more reasonable figure). 

_ Irrespective of the amount, something must he done and done quickly 
in regard to the loan because it will take some time to arrange ad- 
ministrative details and machinery for issuance (Sir Otto thought 
the matter might even now be under discussion in Washington). 

Other problems of a related nature are pressing. The supply of 
goods which has been reaching unoccupied China from Shanghai 
and Hong Kong is cut off and there is little early prospect of further 
goods reaching Burma for transportation to China. This area is faced 
with the prospect of an acute shortage of goods for a period of at least 
six months. The Government should at once take stock of available 
essential commodities such as gasoline, materials for arsenals, ma- 
terials required for the manufacture of basic consumer goods. A 
system of rationing, even though only partially effective, should be 
instituted. Measures should be taken immediately to remove the 
accumulated stocks of goods from Burma under a strictly enforced 
system of priorities. Financial encouragement should at once be 
given to the development of domestic industries for the production 
of textiles and other consumer goods (Rewi Alley told me last week 
that fifty million Chinese dollars in grants or loans to the C.I.C. would 
greatly and quickly increase production by the unity of that or- 
ganization but that he was finding it impossible to obtain even eight 
million dollars from the banks, even though the loans in that amount 
had already been administratively approved). Increase in the pro- 
duction of petroleum derivatives in the northwest awaits the arrival 
of refining machinery now at Rangoon. This machinery should be 
brought in at once. 

Hsu Kan, Minister of Food, claims to have collected thirty million 
piculs of rice. Steps should be taken to determine what amount of this 
is needed for the army (Sir Otto estimated fifteen to twenty million 
piculs) and the remainder should be gradually sold for civilian use 
at low prices to discourage hoarders and bring down prices—or at 
least to keep them from going higher. 

Speculation is having a very bad effect on the general economic 
structure. Exorbitant interest rates and general uncertainty are the 
cause of this. The Government should fix a reasonable maximum rate 
of interest. for private bank deposits and for bank loans and control 
credits. Admittedly, the machinery for enforcing such a measure is 
wanting, but even partial enforcement would have some effect. 

The foregoing is the substance of Sir Otto’s remarks, although we 
discussed the various problems in greater detail than indicated above. 
With regard to the question of the bond issue, I asked Sir Otto 
whether it would not be advisable to establish some kind of Anglo- 
American supervision over future note issues and also over Govern- 
ment expenditures. He said, yes, that it would be advisable, but 
that he did not see how it would be feasible in present circumstances 
to do so; that time did not allow for instituting such supervision and 
that the Chinese must be relied upon to keep expenditures as low us 
possible and curtail note issues. In this connection he remarked that 
the Chinese Government might find itself in the rather curious posi- 
tion of not being able to obtain bank notes from abroad; that this. 
was another problem that Dr. Kung should face at once. 
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Sir Otto said that it appeared useless to bring these matters and 
problems to the attention of Dr. Kung; that his health and character 
militated against effective action. He said that the two Vice Ministers 
of Finance were sincerely concerned over the situation and the future, 
as were also Chinese banking and business people generally. He said 
that, although General Chiang did not have an intelligent grasp of 
the situation he was the only man to be approached in order to get 
action, if in fact any action could be gotten. He was not optimistic but 
he said that every effort should be made to get the responsible Chi- 
nese to realize the seriousness of the situation and the urgent need 
of taking action; and that he felt that a forceful approach to General 
Chiang seemed to him the best, if not the only, way to get something 
started. 


JCV/gs 
Copy: lc: 1/21/42 


Joun CARTER VINCENT. 


(Book 487, pp. 482-484) 


Treasury DEPARTMENT, Division or MoNETARY RESEARCH 


‘Date : 1/23/42 
“To: Secretary Morgenthau 
From: V. F. Coe 
Mr. Currie has sent us an account of the flight from Hong Kong 
¡by the aviation official in charge. He expresses his appreciation 
for Mr. Fox’s cooperation. 
(Copy) 


“Excerer From Lerrer or W. L. Bonn to H. M. Bixpr—CHUNGKINO, 
CHINA, DECEMBER 17, 1941 


“As everything was then going smoothly, I drove up to the Pen- 
‘insula Hotel in the most complete blackout you could imagine. It was 
-& very difficult job in itself. The purpose of my trip was to see as 
many Government officials and important Chinese that I could who 
«might be able to leave quickly. I saw Mr. Loy Chang and Mr. Hsi Teh 
Mou, of the Central Bank, and told them we would evacuate them 
„and their families that night if they could go. Mr. Loy Chang said 
he was unable to leave that night and Mr. Mou was uncertain. Mr. 
Mou took me up to Mr. Fox’s room; Mr. Fox is head of the Stabiliza- 
tion Board. I told Mr. Fox that we would be able to take out eight 
people that night, provided they could be at the airport, bringing 10 
kilograms of baggage each. Mr. K. P. Chen was there also with 
Mr. Fox and I told him we could take him and his wife, included 
‘in this eight. Mr. Fox said he would like to send some of his staff, 
particularly Mr. Frese, whose wife had just had a baby, and Mr. 
«Taylor, also of the Stabilization Board. I told him we would take 
any eight but they must be prepared; I would notify them later. 

* * * * * * * 

“Shortly after Higgs’ arrival, Kessler came in from his first trip 
«to erica in the DC 2. He reported that Sweet was having engine 
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trouble and was unable to get off. We dispatched both of these planes 
loaded with staff, including all of the Clipper crew except Captain 
Ralph, these planes making another trip to Namyung. I then phoned 
Mr. Fox to send his party to the airport as soon aan could. About 
three quarters of an hour later his party arrived, including himself 
and two of his staff, Mr. Hewlitt and Mr. Adler. He was unable to 
get Mr. Frese and Mr. Taylor as they were staying at the Hong Kong 

Totel and could not get over to Kowloon. He also had Mr. K. P. 
Chen and wife and Mr. Tsuyi Pei and several other Chinese offi- 
cials. By this time Colonel Hughes, British Liaison Officer, Mr. Hall 
Patch, of the British Embassy, Mr. Cassells, of the Hong Kong Shang- 
hai Bank, and a very important Chinese General from the Head- 
quarters’ Staff were also at the airport. Pilot McDonald came in 
about this time from Kunming with the DC-3. We loaded all the 
above-mentioned party on this and enough more to fill the plane. 
This plane was then dispatched about 2 o’clock for Chungking, with 
Woods and McDonald as crew. Later the other DC-3 and the DC-2 
returned from Namyung and were dispatched to Chungking, loaded 
mostly with CNAC personnel and supplies. 

“Y would like to express my real appreciation for Mr. Fox, He 
organized his party exactly as requested. Also he did not include him- 
self until he had made every effort to get all of his staff out first. 
But, as stated above, Mr. Frese and Mr. Taylor were unable to get 
across to Kowloon that night. Also he tried to get Mr. Mou and 
his wife, Mr. Loy Chang aná Mr. Tsuyi Pei to go, all of whom refused 
except Mr. Pei. He did not include himself until he had failed to 
get anyone else.” h 

(Information transmitted by Mr. Currie.) 


(Book 488, pp. 61-65) 
Treasury DEPARTMENT, Division or MONETARY RESEARCH 


Date: January 24, 1942 
To: Secretary Morgenthau 
From: Mr. Coe 

These few pages regarding the proposed loan to China might be 
of some use to you. A considerably more extensive analysis is now be- 
ing prepared by the Division. 


Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: January 24, 1949 

To: Secretary Morgenthau 

From: Mr. Coe j i ’ 
Subject: Summary of conclusions and considerations on loan to China 


1. CONCLUSIONS 
For political and military reasons it is suggested that the United 
States should grant China a loan of approximately the size requested 
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by the Generalissimo—500 million dollars. Probably the best form 
for the loan would be the extension of a special Lend-Lease credit to 
China, on which they would draw whenever they could use the dollars. 

The Generalissimo’s desire that there should be no conditions to the 
loan should be met only partially. The Lend-Lease credit would have 
to be for a number of specified uses. No other conditions would be 
imposed and the Chinese would have complete freedom to use the 
dollars in any or all of the specified ways. 

The uses which could probably be agreed upon would be for the 
payment, directly in currency or indirectly through bond issues, of 
current military expenditures for goods and services; the purchase, 
directly or indirectly, of goods and services necessary for the welfare 
of the people; the purchase of necessary imports; investment in neces- 
sary productive enterprises; to guarantee bond issues designed to 
absorb Chinese currency which would otherwise circulate, and for the 
backing of currency. By careful definition of the uses so that “un- 
economical” uses were ruled out, it would probably result that these 
dollars would be drawn down gradually. 


2. POLITICAL REQUIREMENTS AND THE SIZE OF THE Loan 


The President, the Generalissimo, State Department officials, Mr. 
Currie and Mr. Fox have all stressed that the loan to China is to be 
made primarily for political purposes. Under present conditions, 
particularly with the Japanese attempting to induce China to make 
peace, it is highly important that all possible measures be taken to 
keep China in the war on the side of the United Nations. The present 
military situation is such that the energy with which China continues 
the war is vital tous. The military assistance we can give the Chinese 
may be long delayed. Therefore, if China holds out for a larger loan, 
it is desirable on political and military grounds that they receive what 
they ask for, or something approximating what they ask for. 


3. Economic CONDITIONS IN CHINA 


China is in the middle of a grave inflation. Since 1937, retail 
prices in Chungking have risen 27 fold while during the same period 
the volume of currency outstanding has increased 7 fold. Outstand- 
ing currency will be doubled again in 1942. The total volume of 
goods in Free China is decreasing primarily due to decrease in im- 
ports, and the volume of hoarded goods is increasing. These economic 
conditions are the greatest threat to the Generalissimo's control. 


4. Tur Economic Uses to WnicH a Donar Loan Can Ber Pur 


Under present conditions, difficulties of transportation greatly cur- 
tail the ability of China to import goods. Moreover, China can ob- 
tain under Lend-Lease the goods she needs from the United States 
and elsewhere. Therefore a dollar loan is not necessary for imports. 

A dollar loan could greatly help China in two ways: (a) to combat 
inflation by substituting financial hoarding for commodity hoarding, 
and (b) to increase the production of goods and the amount of wel- 
fare servicesin China. In addition, (c) some temporary psychological 
benefit would result from the announcement that China had acquired 
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a large store of foreign exchange to be used for backing of } 
rency or other vague purposes. e cur- 
_ (a) If a dollar loan was used to reduce the hoarding of Co, 
ties in China, it would make more goods available to the Gove Xmodi- 
and people of China and would decrease or prevent increase, iment 
outstanding Chinese currency, thus attacking inflation fro, in the 
ends. Among the various mechanism for doing this are: ¢ both 
suance of bonds in exchange for fapi, the bonds to be payant) 1S- 
tionally or mandatorily in dollars, with or without guarantee oae oD, 
cipal and interest by the United States Government; (2) issu, PYN> 
bonds as above in exchange for goods and services; (8) shi “nce = 
United States currency to China and its distribution to @ling a S 
tionals in exchange for goods and services; (4) the shi wht a 
of gold to China and its distribution there to Chinese nationals n iea 
change for goods and services. 

There.are many possible variants of these proposals, all of which 
could be of use in combating inflation. In the sending of United 
States currency to China there is the political problem of the prob- 
able opposition of the Chinese Government to anything that would 
seem to be depriving China of her own monetary system, and, eco- 
nomically, the many problems raised by the introduction of a foreign 
currency alongside of a depreciating domestic currency. In addi- 
tion, both in the case of shipping United States currency and gold, 
the problem of safe transportation might be difficult. 

It is not necessary that monthly payments be made to a given 
number of Chinese soldiers, in order to achieve the objective of pay- 
ing out dollars currently while fighting is proceeeding. Provision 
might be made for meeting a portion of the budget, either military 
or total, month by month; or, by agreement, dollar backed bonds 
could be issued only to mect current military expenditures—in limited 
monthly quantities; or, by insistence that the bonds should be sold 
to individuals and without corresponding increases in bank credit, 
ihe Chinese would be forced to issue bonds—and to use up the 
money—at a slow rate. 4 

(b) In addition to allowing the Chinese to use the Chinese ecur- 
rency proceeds from the bond issues or sale of United States currency 
for military purposes, it would be desirable to allow them to use 
these to finance increases in production and to improve welfare serv- 
ices. Although the Chinese could do these things by printing more 
paper money, these important ways of increasing the war effort are 
more likely to take place if United States dollars can be so used. 
Among such projects would be financing small industrialists at at- 
tractive rates of interest, financing of industrial cooperatives and 
land reclamation. Some degree of American collaboration would 
be desirable in the financing of such projects and the Chinese might 
agree to this kind of intervention. The Chinese Stabilization Board 
might be linked to the loan in this way. k 

(c) The fact that a dollar account in New York is stated to þe “in 
back of” the Chinese currency will not decrease directly the ex- 
penditures which the Government has to make or its need ty print 
paper money. But there would be temporarily a psychologica] effect, 
with decreased hoarding and speculation, and some temporary effort 
on price rise. The immediate political effect might be substantial, 
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5. SOURCES or FUNDS 


It is assumed that if the loan is anywhere near $500 million the 
Stabilization Fund will not be used. The resources of the Export- 
Import Bank are currently less than $200 million. Therefore, the al- 
ternative sources of funds would seem to be a Congressional authori- 
zation for a loan or Lend-Lease. Since Congress is already in favor 
of Lend-Lease, it would seem to be easiest to obtain the money from 
this source. 

In addition, the use of Lend-Lease would make it possible to elimi- 
nate rate of interest and much of the other financial paraphernalia 
which is inappropriate in wartime. 

It would seem feasible to use Lend-Lease funds for the payment of 
military expenses in China, for strengthening the Chinese economic 
system with a consequent strengthening of the Chinese war effort, and 
for preventing the Chinese monetary system from collapsing. 


(Book 489, p. 226) 
Treasury Derarrment, Drviston or Monetary RESEARCH 


Date: January 27, 1942 
To: Secretary Morgenthau 
From: Mr. Southard 


Mr. Currie has cleared the question of getting Mr. Fox out of India 
with Pan-American and with the War Department here in Washing- 
ton and has cabled Mr. Fox, giving him specific instructions as to how 
to proceed. Nonetheless, traveling day and night, the earliest Mr. Fox 
could get here is about February 4. 

Mr. Currie therefore feels that we must go ahead on the China loan, 
as far as possible, without waiting for Mr. Fox’s arrival. 

I will bring this to Mr. White’s attention in the morning. 


(Book 489, pp. 232, 233) 
Treasury DEPARTMENT Inter-Orrice COMMUNICATION 


Date. January 27, 1942 
To: Secretary Morgenthau 
From: Mr. Southard 
Subject: China Loan 


1. At a meeting yesterday, arranged pursuant to your instructions 
and attended by Bernard Bernstein, Friedman and me, State Depart- 
ment Officials (Messrs. Hornbeck, Feis and Berle) stated the official 
position of the State Department and their own unofficial personal 
views on the China loan proposal as follows: 

(a) It was stated that the official position of the State Department 
is given in Secretary Hull's letter to you (January 10, 1942) which 
recommends financial assistance with “the greatest possible expedi- 
tion” in amounts up to $300 million. It is also recommended that the 
British Government be kept currently informed to give it the oppor- 
tunity to take simultaneous and comparable action. 
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(b) Mr. Hornbeck took the lead in presenting the State Depart- 
ment's unofficial position: 

(1) The President and the Secretary of the Treasury should decide 
what amount between $300 million and $500 million should be loaned 
to China, and where the funds would come from and whether or not 
legislation is needed or whether Congress should be consulted. 

(2) The Chinese should then be informed that we were prepared to 
extend aid up to $300 million and that Dr. Soong should begin nego- 
tiations with members of the Treasury and State Departments regard- 
ing a workable “plan” which would include such matters as the uses 
of the loan, conditions, methods of converting dollars into yuan, etc. 
Moreover, it would be hinted to the Chinese that if they could suggest 
a “good” plan, the total amount might be raised. This would throw 
the burden on the Chinese for suggesting proper uses of the loan and 
so on. 

(3) The desire of the Chinese Government to make additional re- 
quests in the future would act as a check on any unwise expenditure 
of the present grant. 

(4) In making the loan, we should treat the Chinese as an equal 
sovereign and honorable nation. 

(5) The British should be kept informed so that they could come 
along if they so desired but action should not be delayed in order to 
get parallel action. 

2. It is suggested that the following procedure will meet the needs 
of the immediate situation, including the expectations of the State 
Department: 

(a) Call a meeting Wednesday (Mr. White will be back by then) 
to consider a general proposal to be offered the Chinese. Presenta- 
tion of this broad proposal to the Chinese might be delayed a few days 
until Mr. Fox is available. 

(b) Meantime the technical details can be worked out in the Treas- 
ury of some feasible scheme to make yuan available to the Chinese by 
means of a dollar credit, and to provide such safeguards as you have 
indicated may be desirable. 


Book 489, pp. 366-376 
l ka ) January 28, 1942. 
4:29 p.m. 

H.M. Jr: Hello. 

Secretary Stimson : Hello, Henry. 

H.M. Jr: How are you? 

S: I find this call from you. : 

H.M. Jr: Yes. Henry, what I called about was this. As you know, 
the President asked me to do some very difficult negotiations with the 
Chinese. Hello. 

S: Yes. 

H.M. Jr: And the attitude that they're taking now is—really, it’s a 
hold-up, and it’s very—— 

S: Asked you, you say, to? P f 

H.M. Jr: Well, no. He—I’ve been doing this, I mean, with Chiang 
K about financing. 

: Yes. 
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H.M. Jr: I sent you a copy of the letter, I think. Now what I’d 
like—hello. 

S: Yes. I think—I don’t know whether I did receive that, Henry, 
but I’ve heard of it, anyhow, outside, so I know enough about it. 

H.M. Jr: Well, this is what Dd like to get from you and General 
Marshall if I could. I’d like to come over and call on you sometime 
that’s convenient to both of you, and go to school as to just how much 
are we or should we be worried that Chiang Kai-shek might stop 
fighting if certain things happen, clo you see? 

S: Yes. 

H.M. Jr: So I—that’s what I 

S:I don’t know whether we can tell you very much. 

H.M. Jr: Well, I knew you had a military mission over there, and 
whatever you knew—at least, Pd appreciate it if you'd tell me. 

S: Yes. Well. Pl give you everything that we know. 

H.M. Jr: Right. When would be a good time that I could come 
over, when you could have General Marshall there? 

S: Well, Pl—it has to be done on fairly short notice. Of course, 
he’s like a grasshopper these days. 

H.M. Jr: I see. 

S: And—but he is here sometimes—mornings are better than any 
other time. - Early morning. 

H.M. Jr: Well, how early tomorrow morning? 

S: Well, he's always here very early, so that 1 think he—although 
I haven't consulted him just now—let’s see. 1*l see if I can get him. 
What time could you be here? 

H.M. Jr: Oh, Pll come just as early as you want. 

S: Could you come here at nine o’clock ? 

H.M. Jr: Yes. 

S: Dll see if he's in. 

General Marshall: Hello, Mr. Secretary. 

S: The Secretary of the Navy—of the Treasury, wants to have a 
meeting with you and me to get some information from us about the 
situation in China in which he is negotiating for that financial relief. 

M: When does he want to do that, sir? 

S: Nine o’clock tomorrow. 

M: Allright, sir. 

S: Isthatall right? 

M: Yes, sir. Over there in his office? 

S: No, he said he’d come here. 

M: Oh, fine. All right, sir. 

S: Henry. 

H.M. Jr: Yes. 

S: Hesays that's all right. 

H.M. Jr: Dll be in j 

S: He’s delighted at your courtesy to come over, because he is 
terrifically on the job. 

H.M. Jr: Well, it’s courtesy to you, both of you. 

S: Allright. 

ELM. Jr: DI be there at nine. Could you have somebody at your 
door so I can get through the guard ? 

S: Sure. Ican arrange that. i 

H.M. Jr: T’ll be there at sharp nine. 

S: [ll send you the most beautiful sergeant I’ve got. 
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ILM. Jr: I’veseen him. Very handsome. 
S: (Laughs.) All right. All right, old man. 
H.M. Jr: Thank you. 


TREASURY DEPARTMENT Inrer-Orrice COMMUNICATION 


Date: January 28, 1942 
To: Files 
From: V. F. Coe 

At the request of the Secretary, Mr. Coe called on Mr. Currie 
Tuesday afternoon, January 13, at 4:30 p.m., to inform him about the 
progress of negotiations for the China loan. Mr. Currie was told 
that Secretary Morgenthau had placed before the President the pro- 
posal that the United States undertake to make monthly payments 
of salary and maintenance to Chinese soldiers. The President had 
been enthusiastic about this proposal, which fitted in with his general 
program. The President had authorized the Secretary to communi- 
cate to the Chinese Government through Foreign Minister T. V. 
Soong a proposal along these lines: the United States Government 
would pay monthly $5 as pay for each of one million men and $5 
for maintenance of each of one million men. The suggestion was 
made that this loan might be in the form of U.S. currency but it had 
been indicated that any of several forms of payment might be used 
according to what the Chinese and ourselves thought best after study 
and discussion. The President had indicated that he was very much 
interested in the proposal to pay U.S. currency in this way. 

Mr. Currie expressed his thanks to the Secretary for this informa- 
tion. He thought that the method of pay was subsidiary and could 
be arranged in a great many ways. He repeated that one of the least 
desirable was the issue of U.S. currency. 

Also in accordance with the Secretary’s request, Mr. Hornbeck 
was given the same information as Mr. Currie. 

Mr. Hornbeck thanked the Secretary for this information and said 
that he would pass it on to his superiors. He stated that in view of 
the fact that the loan was political, even more than military or eco- 
nomic, and in view of the statement to this effect which Secretary Hull 
had sent to Secretary Morgenthau, he believed that Acting Secretary 
Bell should call on Secretary Hull and discuss this matter with him. 
Mr. Hornbeck did not think that such important action should be 
taken without a direct check with the Secretary of State to ascertain 
whether on political grounds he found this action satisfactory. Mr. 
Hornbeck said that he personally saw many drawbacks to this pro- 
posed loan. 

Mr. Coe told Mr. Hornbeck that he would pass this request along to 
Acting Secretary Bell. Mr. Coe said that Treasury officials had had 
several conferences with State Department officials on this proposed 
loan and that Secretary Morgenthau wanted the President's approval 
passed on to the State Department so that the State Department would 
be informed and have a chance to make any representations that they 
felt desirable. 

Mr. Hornbeck asked whether it would not be possible to get in touch 
with the Secretary. Mr. Coe said that the Secretary would still be in 
town this evening and that Mr. Hornbeck or other officials of the State 
Department could reach him personally by telephone. Mr. Hornbeck 
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thought that he would prefer to communicate directly with the Secre- 
tary on the matter and withdrew his suggestion that Mr, Bell should 
get in touch with Secretary Hull. 


Treasury DEPARTMENT InTER-OrriCE COMMUNICATION 


Date: January 28, 1942 
To: Mr. White 
From: Mr. Cos 


1. The first interview with Dr. Soong on the China loan was made 
January 13. On January 14 Dr. Rajchman rang and asked me 
whether I could meet him at the Cosmos Club. He stated that there 
was certain information which he wanted to transmit. During the 
interview I gathered that the essential thing which Dr. Rajchman 
wanted to transmit was that it would be hard for the Generalissimo to 
make arrangements for U.S. payments to one part of his troops. Dr. 
Rajchman also presented the background of the political situation 
along lines similar to what we had heard. He stressed that there was 
nothing official in what he was saying. 

2. On Friday, January 16, Dr. Rajchman rang to say that they had 
had some word from China and that he would like to see me. A 
luncheon was arranged. 

3. On Saturday, January 17, during a conference Dr. Rajchman 
said that it appeared that the Generalissimo was going to hold fast 
to the figure of $500 million. He explained that there had been a long 
background of estimates with all the financial technicians in agree- 
ment that $600 million was the minimum necessary to prevent a de- 
bacle. He also said that either because of misunderstanding or for 
other reasons, the proposal to pay in currency seemed not to have re- 
ceived a favorable reception. One possibility was that the Chinese 
thought that this would involve a great many conditions to the loan. 
The Generalissimo wanted a loan with no conditions. I pointed out 
that the Secretary had left the mechanism of payment open and that 
he had said to Dr. Soong that he wanted Ete Chinese to tell him 
whether they thought that this or some other mechanism was the right 
one. Again Dr. Rajchman said that they had received nothing which 
could be passed along officially and I could not ascertain whether the 
foregoing represented an official reaction from Chungking to Dr. 
Soong, or impressions based upon some other communication. 

Dr. Rajchman said that though he wanted to discuss the matter, 
there was nothing official to be communicated. 

4. On January 19, Dr. Soong rang and said that he wanted to 
talk about the China matter. I told him I would be glad to at his 
convenience. He asked me to come to his office, which I did at 4 p.m., 
where I found Dr. Soong and Dr. Rajchman. Dr. Soong referred to 
the earlier meeting with Dr. Rajchman and indicated that he had 
received a personal message—from, I understood, the Generalissimo— 
but this was not certain. Just what the message to be communicated 
was I was not certain: unless it was the question whether Dr. Soong 
should, on the Secretary’s return, come in and tell him of Chungking's 
reaction. I told him that I thought the Secretary would be anxious 
to get word of how the Generalissimo had received his proposal as 
soon as he could. 

Dr. Soong said that he understood that Mr. Fox had had an hour's 
discussion with the Generalissimo before he left Chungking and that 
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consequently he was bringing back the results of that conference. 
Probably what was on Dr. Soong’s mind was the question whether 
he—Dr. Soong—should bring word of the Generalissimo’s reaction 
to Secretary Morgenthau or whether everything should be held up 
until Mr. Fox arrived. (It may be that Dr. Soong was told that 
Mr. Fox would bring back the official position on this proposal and 
was anxious to know whether anything was expected of him.) At 
any rate, the reply from me on this subject was, that as I understood 
the matter, the Secretary, with the authorization of the President, 
had made a proposal and was now waiting an answer to that proposal 
or any comments which the Chinese Government had to make. Dr. 
Soong on the subject of size repeated what Dr. Rajchman had said 
at the previous meeting. On the subject of conditions, he repeated 
the Generalissimo’s wish to have a loan free of conditions because 
there were a variety of ways in which the situation had to be tackled 
and these could not be foreseen. 

Dr. Soong also emphasized another point which Dr. Rajchman had 
previously made, namely, that Chungking believed that the Secre- 
tary’s proposal in emphasizing the problem of military finance neg- 
lected the equally important and very grave economic and financial 
problems with which the Chinese had to cope. Of this last point, 
I said that I thought the Secretary’s proposal was meant to be a way 
of approach to these problems, There were difficulties in conceiving 
just how U.S. dollars could affect the needed improvements in the 
economic picture, but if Chinese currency were absorbed through 
military payments, the economic picture would be improved in the 
same way as if the absorption came through some other channels. 


1/29/42 
[Above] read to the Secretary today by Dr. White. Secretary said 
it was a matter which could await Mr. Fox’ arrival. 


(Copy) 
DEPARTMENT OF STATE, 
Washington, January 28, 1942. 

In reply refer to FD 

The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and encloses copies of the paraphrase 
of telegram No. 60, dated January 25, 1942, from the American 
Embassy, Chungking, China, concerning a suggestion by the British 
Embassy looking toward the formation of a committee in Chungking 
to coordinate approach to economic and financial problems in China. 


Enclosure: From Embassy, Chungking, 
No. 60, January 25, 1942. 
Copy: lc: 1/29/42 

(Copy) 


(Parapbrase of telegram received) 


From: American Embassy, Chungking, China 
Date: January 25, 1942 
No. 60 
The formation of a committee in Chungking to coordinate Allied 
approach to financial and economic problems in China, particularly 
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with respect to the utility of any foreign credits that may be granted 
to China, has been suggested by the British Embassy. The British 
Embassy suggests that the Allied Economie Council (the committee) 
comprise two Chinese, two British, two Americans and possibly one 
Dutch and one Australian members; one of the British and one of the 
Americans to be from Embassy staffs, the Chairman and the Secretary 
to be Chinese. The Embassy says that Mr. A. A. Kung, Minister of 
Finance, knows of the suggestions and has indicated he approves it; 
also that the Minister of Finance desires that the Council should be 
established without reference to the proposed credits, that is that the 
Council be charged with making economic studies and recommenda- 
tions but that when the credits are granted the Council also interest it- 
self in problems connected with their effective utilization. The Brit- 
ish Ambassador is prepared to approve the scheme. 

Provided such a body is given scope and authority really to accom- 
plish something I can see its utility, however, as a result of seeing 
at first hand how inclined the Chinese authorities are toward side- 
tracking foreign economic advisers and disregarding their advice, 
I am skeptical of the practical benefit to be derived from organizing 
an economic council which may find itself in the position either of 
being politely ignored, or of simply rubber-stamping what the Chinese 
want done. I could approve the establishment of a council of capable 
men who are competent to study and make decisions on the serious 
economic problems in China and to supervise the execution of remedial 
measures, provided it were given definite authority under a loan or 
credit agreement, but I do not think that the Chinese would be pre- 
pared to agree to the handling of Chinese internal problems by such 
foreign participation. 

Instructions as to what attitude I should take toward the sugges- 
tion will be appreciated. 

Dr. Fox should be in Washington in a few days and it might be 
advantageous to discuss the matter with him. 


Copy: lc: 1/29/42 


Gauss. 


(Book 490, pp. 14) 
JANUARY 29, 1942. 
Present: 
Mr. White 
Mrs. Klotz 


H.M. Jr.: At nine o’clock this morning I called on the Secretary 
of War and Genera] Marshall. I asked General Marshall how he 
felt about the military situation in China. 

He went over the situation, going back to the mistake the English 
made in Rangoon and so forth and so on. What I didn’t know, it 
seems that they are sending out a General Stillwell to be Chief of 
Staff under General Chiang Kai-shek. These negotiations have been 
conducted here between the War Department and T. V. Soong and 
they are very much pleased to think that, Chiang Kai-shek is willing 
to have an entire American staff to run his army. 

Marshall says that the matter out there is critical because, 1, the 
Japanese have been very active in India and, 2, they have been very 
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active in China. If either Rangoon or Singapore falls it will just 
add that much more fuel to the fire and help the Japanese in their 
propaganda to work with the Chinese that the yellow races should 
stick together and that the white races are being defeated. Marshall 
regarded the situation seriously. 

Then Stimson talked and he said that he thought the situation was 
serious and that at any price we should keep them going. 

Stimson evidently hasn’t read or couldn’t find the letter which I 
sent him, a copy of the letter I sent the President, but he has been 
inquiring about the matter and he very frankly said that he thought 
that I had made a great mistake when I offered to pay for the Chinese 
troops. He had been misinformed. He thought we were going to pay 
the troops directly instead of giving the money to Chiang Kai-shek. 
So I said I had only done this after carefully clearing it with the 
President and with Churchill and also with T. V. Soong. 

He said, “Well, you can’t trust T. V. Soong,” and he said, “Anyway, 
in my experience with Orientals, if you say something to them as a 
proposal they will always say yes A never tell you no, but they will 
get word to you in some roundabout way which often makes you 
think that they have double-crossed you, but they just can’t say no 
to you.” 

Í asked him whether he thought I should let the State Depart- 
ment handle this thing because my heart wasn’t in it and because this 
was a straight political matter, and he said yes. But on second 
thought, I am not going to give it up so easily, especially because the 
President has asked me to do it and I would have to go and tell the 
President I didn’t think that I could do it, something which I have 
never done before. 

Certainly from Marshall’s standpoint, General Marshall and Stim- 
son, they think that the matter is important. The last thing that 
Stimson said to me was, “Now, don’t let the thing fall down on ac- 
count of any difference between you and the State Department,” and 
I said, “Well, quite the contrary, I can sit by and do nothing because 
I have a letter from the President telling me to wait until Mr. Fox 
returns and I have a letter from T. V. Soong telling me to wait,” 
but I said, “I am pushing the matter.” He said, “Please do, and 
whatever the cost is, I would do it.” 

Now, Harry, at 11:15 I am going to sit down with you on this 
Chinese thing, so from now until then please devote your thinking 
entirely to this, you see, and the thing which isn’t clear in my mind 
is what Ambassador Gauss has said as to the Chinese situation, be- 
cause I haven't had time to read those things. 

Mr. White: I have a little something to add, if you want it. 

H.M. Jr.: Go ahead. 

Mr. White: Last evening Hornbeck telephoned to say that Mr. Hull 
thought it was very important that some general announcement be 
given of a loan arrangement, although the details need not be speci- 
fied. They can be made public later. 

I told Mr. Hornbeck that it was my understanding, and I thought it 
was your understanding, that the matter was to await Mr. Fox’s re- 
turn. Mr. Hornbeck said that probably was true until Mr. Hull 
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learned that Mr. Fox was going to be so delayed as to postpone the 
matter too far and that it was his understanding definitely that Mr. 
Hull does not want to await Mr. Fox's return, so I had a note to you 
about it and saying that I was going to have a meeting this morning 
at 10:00 o’clock of the Treasury staff, unless you had a contrary opin- 
ion, because I would like to submit to you whatever your own staff 
makes as a recommendation. 

H.M. Jr.: That is all right. 11:15. 

JANUARY 29, 1942. 

H.M. Jr. called Secretary Hull today and the following is H.M. Jr.’s 
end of the conversation: 

“T am sorry that you are not well. 

“Hornbeck called up Harry White last night, and your people seem 
to want something on this Chinese loan. I really did not want to do 
anything about it until I had a chance to talk to you. You remember 
I spoke to you about it on Monday and said at that time that after 
the boys got together I wanted to see you. 

“Would tomorrow morning be time enough? What time do you 
think you could ses me at your office? I will come to your office then 
at 10:30. 

“This is a political matter and not a financial one, and that is why 
I do not want to move on it without conferring with you. I would 
like to do in this matter what you think should be done.” 

(Secretary Hull said he did not know the technical details but he 
would be glad to see me at 10:30 tomorrow morning.) 


(Book 490, pp. 5-7) 
JANUARY 29, 1942. 
Present: 
Mr. White 
Mrs. Klotz 


H.M. Jr: Ambassador Litvinoff called at my request and I said 
that we had been approached by the Chinese for a loan and I felt that 
what the Chinese did in the future was as much of interest to them as 
it was tous. He said it is of more interest to them than it is to us. 

I told him that they had asked for a billion dollar loan, half from 
the English and half from us, and the English said they would go up 
to fifty million dollars but couldn’t go any further. I told him what 
I had offered to do about the soldiers and he said, “Have they a million 
troops under arms?” I said, “Well, I believe so.” 

He said he didn’t know anything himself but he would get off a wire 
right away. He said, “I question whether the Japanese would make 
any peace with the Chinese now because they are drunk with vic- 
tory,” and he said, “If Singapore falls we are firmly convinced—” 
He said, “We believe that the Japanese will synchronize with the 
Germans and will attack us in about two months’ time. That is what 
we expect.” He said, “Once we begin to fight the Japanese, that 
ought to greatly encourage the Chinese.” 
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He gave me the distinct feeling that he questioned that the Chinese 
would stop fighting at this time. I said that I personally wasn’t so 
worried because after all, the Chinese had gone through this for four 
years and now that they saw that we were in this thing I just didn’t 
see how they could quit at this time. 

He kept repeating over and over again, “Well, this is nothing but 
blackmail,” and I said, “Yes, and at a time when we have our back to 
the wall in the Pacific, and I don’t like it.” That is that. But it is 
interesting, what ? 

Mr. White: He agreed with the opposition. 

H.M. Jr: Yes, but it is interesting that he is convinced that they 
will be attacked in two months and are ready for it. 

Oh yes, he said, “Can't you drag these negotiations out as long as 
possible?” I said, “Well, that is what we are trying to do by making 
he payments on a monthly basis.” He said, “Yes, that is the way to 

olt. 

He said, “Well, what can they use it for? What can they use it for? 
They can’t get any more material up the Burma Road.” I said, “I 
have been all over that with T. V. Soong and I pointed out to them 
several weeks ago that we had committed five hundred sixty million 
in Lend-Lease, which is more than we are committed to you. The 
have got fifty million dollars of Stabilization credit that they haven't 
used a dollar of,” and I said, “T. V. Soong explains it that the Gen- 
eralissimo wants a billion dollars in reserve to use when he sees fit.” 
He said, “They can’t use it. How can they get it in there?” Isaid, “I 
agree, and that is what is bothering me.” 

Then I said, “How are things going with you up on the White 
Sea?” He said Archangel is open, but he said, “We are not getting 
any material,” and he said, “We have had three ships this month, plus 
nine carried over from last month,” and he said, “When I go to the 
Maritime Commission they say, ‘We will let you have the ships, but 
you have no tanks and planes to put on the ships.’ And I go to the 
Army and they say, ‘What is the use of giving you any tanks or planes, 
because you have no ships?” He said, “The net result is, we get no 
ships.” I said, “Well, we have got a lot of stuff in storage for you, 
waiting.” He said, “I know, but we can’t get the tanks and the planes 
and I am just shoved from one department to another.” He said, “I 
am seeing Stettinius about it this afternoon.” j 

He then asked me whether I wouldn’t come and have lunch with 
him sometime and I said well, very frankly I didn’t like to go out to 
lunch but if he would ask me for a family supper some evening I 
would be glad to do that. 

At least I am getting a little information. ; 

Mr. White: Yes, but I think you have no choice. I think you have 
to separate—— 3 a 

HM. Jr.: I have, Harry, but I mean I am doing my own thinking 
on the thing. 

Mr. White: I think as a Cabinet member you can object. As Sec- 
retary of the Treasury, you have to go right along a hundred percent. 

H.M. Jr.: It is just the other way around. Asa Cabinet member 
I have got to go along. As Secretary of the Treasury, I can protest. 
But don’t let’s quibble. 
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Arp TO CHINA 
JANUARY 29, 1942. 
11:25 a.m. 


Present: 
Mr. White 
Mr. Southard 
Mr. Viner 
Mr. Bernstein 
Mr. E. M. Bernstein 
Mr. Friedman 
Mr. Coe 


H.M. Jr: My God, are these fellows all experts? 

Mr. White: Yes, sir, very good ones, too. Best there are. 

H.M.Jr: Best available? 

Mr. White: I think I was right the first time. 

H.M. Jr: On this cable from Gauss of the seventeenth which was 
forwarded to me on the twenty-first, (filed 1/22) is there anything 
in from Gauss since then? 

Mr. White: That is the last one I have had reference to. Has there 
been anything since then ? 

Mr. Friedman: No. 

H.M. Jr: There is nothing since then ? 

Mr. White: Nothing since. 

H.M. Jr: Then the whole business is based on that? 

Mr. White: Oh, no, sir, there are prior cables-—— 

H.M. Jr: But this is the most recent ? 

Mr. White: The next previous important one, the only one of pre- 
vious importance from Gauss, is on December 31 (filed 1/23) 

ILM. Jr: What? 

Mr. White: December 31. I have a copy here, but I haven’t a full 
copy. There have been numerous other means of communication 
which are not represented by cables from Gauss to us that I imagine 
the State Department has received. 

H.M. Jr: Here I pick up a draft of a statement by the President on 
the loan to China. Who did that? 

Mr. White: It was prepared here during my absence, several drafts. 
One was a release of the statement in the event that one was to have 
been made at that time. 

Mr. Coe: That is right. That is when you (Secretary) were seeing 
the President. 

Mr. White: Yes. I don’t know who worked on it. 

Mr. Southard : Coe and Friedman. 

Mr. White: Coe and Friedman. 

H.M. Jr: Where is the Gauss cable? 

Mr. White: It is dated December 31, 1941. I have a copy here, but 
it is a poor one. y l 

H.M. Jr: I can’t read those copies. Here, I have got it. Decem- 
ber 21. 

fr, White: Thirty-first. 

eat Te: ety ae, I have got it. Number five fifteen? 


Mr. White: Number five forty-nine. 
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H.M. Jr: Supposing I read this one? 

Mr, White: Well, that goes back still further. Here is a little better 
copy. 

he Friedman: That is a complete file up to the last date of all 
cables. 

H.M. Jr: Let me see your file. Have you got a cable there? 

I will tell you what I would like one of your boys to do, Harry, just 
as fast as possible. 1 would like a little time-table prepared for my 
book, you see, such-and-such a day, Ambassador Gauss sent cable urg- 
ing this or Sir Otto Niemeyer did this, and then—I mean, just a little 
time-table that I could refer to, you see. 

Mr. White: 1 know just what you want. When Secretary Hull— 
the State Department made inquiry and so forth. 

H.M. Jr: But very much digested. This thing here, everything 
that I have got is in here, and I wonder if this last thing is in here 
from—yes. 

Mr. White: Phillips? That is there. 

H.M. Jr: That is in there, too. But they are waiting for an answer 
from me? 

Mr. White: They are. 

H.M. Jr: I have got an appointment with Mr. Hull at ten-thirty 
tomorrow morning. His people said at first he couldn’t see me and all 
ofthat. He is sick and can’t see anybody. 

Mr. White: Does he know the subject ? 

H.M. Jr: Oh, yes. Then he said the matter is a political one and 
he doesn't know the details, and 1 said, “That is why 1 want to see 
you, because it is a political one and not a banking proposition. I 
would like to do whatever you want.” I mean, it is political. It is 
nothing that—nothing financial. The President’s letter isn’t here. 

Mr. White: Which? 

H.M. Jr: The President’s letter. 

Mr. Southard: The last note to you? 

H.M. Jr: Yes. Yes, this is January 26. You see, he comes back 
again to the payment of the troops, the President. 

Now, Mr. Hull has never seen that thing from the President, and 
T think that I ought to send it over to his house today and simply 
say : “My dear Cordell, the President returned to me the correspond- 
ence between T. V. Soong and myself of January 21 and attached 
thereto a memorandum, a photostat of which you will find enclosed 
herewith. 

“On receipt of this memorandum of the twenty-sixth from the Presi- 
dent, I sent the following letter to Dr. Soong, copy of which I enclose 
herewith.” 

So that makes my record straight, you see. : 

Mr. White: And Soong’s answer. I think there is a letter from 
Soong, isn't there? 

Jr: No. He has had that. I sent Hull a copy of Soong’s 
letter, you see. I think that is complete. You can go over it, but 
the point that I make, Hull doesn’t know that I have had an answer 
from the President. He doesn’t know what is in it. Too, he doesn’t 
lmow that I subsequently wrote Soong. Now, that could be written, 
checking it with my stuff here, and then it could go up to his apart- 
ment this afternoon. 

Mr. White: Do you want his record to be complete? 
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H.M. Jr: What? 

Mr. White: Do you want Hull's record to be complete ? 

H.M. Jr: Yes. 

Mr. White: We will add some sentence to that effect, that we think 
this completes his record. 

H.M. Jr: Of my 

Mr. White: Yes, because Mr, Hornbeck told me that Mr. Hull did 
not know about the proposal of the payment of currency. They 
heard it, I think, from Hornbeck. 

H.M. Jr: From Hornbeck? 

Mr. White: That is what Hornbeck told me. 

H.M. Jr: Well, that is what Hornbeck was here for. 

Mr. Coe: You instructed him to pass it on. 

Mr. White: That was not the impression I got on the phone. You 
were listening, Southard. 

Mr. Southard: Hornbeck said that Mr. Hull’s only knowledge of it 
was through him, Hornbeck. 

H.M. Jr: Well, there was no other way he could get it. Hornbeck 
was here, and 1 called up Mr. Hull as I remember it, somebody check 
my memory, and said, “Who do you want over here,” and he sent 
Hornbeck over here. 

Mr. White: That is right. I remember that. 

H.M. Jr: And then I particularly told Hornbeck to tell Mr. Hull. 
I don’t know what you are going to do with these old men. I go over 
to see Mr. Stimson this morning. I sent him a copy of my corre- 
spondence with the President, and he said, “I never saw it.” I said, 
“How do I get something to you so that you will read it?” I sent 
him a copy of my letter to the President, and he said, “Well, I have no 
memory of it. Maybe I read it, but I can’t remember it.” 

Mr. White: All right. 

H.M. Jr: That is why I want you—you see, I wrote the President 
on receipt of the letter from Chiang Kai-shek. I sent a copy to State, 
War, and Navy. Now the President comes back to me and says— 
writes to me, and then I write to Soong. So I think this time when you 
send this thing, I want Mr.—say to Mr. Hull, “I want your record 
complete,” and I can put on Hull’s letter outside, copy to the Secretary 
of War and Navy, and then that makes their record complete, too. 

Mr. Stimson is very much interested, and he was very helpful this 
morning. But that ought to go out right after lunch. 

Mr. White: All right. 

H.M. Jr: Jake, what do you think 1 ought to do? 

Mr. Viner: Well, I think we discussed it this morning, and Harry— 
we all agree absolutely, so I think Harry ought to tell you. 

H.M. Jr: All right. 

Mr. White: Well, it can be stated very briefly. 

H.M. Jr: Talk louder, Harry. 

Mr. White: It can be stated very briefly. 

H.M. Jr: I mean, Iam not used to this Southern Portuguese accent. 

Mr. White: All right, I will bellow. (Laughter.) 

ILM. Jr: I mean, you are back in Washington, you know, where 
we fight. In Washington. > à q 

Mr. White: Right. The only difference is, you mean you fight m 
the open here. We are in agreement with you, 1 think, completely, 


that the question of whether financial assistance shall be given, how 
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much shall be given, and the timing, is one in which the Treasury 
1S in no position to determine in view of the fact that the financial 
assistance has been requested both by the President and by the State 
Department as wholly a political matter, and therefore the decision 
on the question of assistance is one that lies outside the purview of 
the Treasury. That if financial assistance is to be given, there are 
three methods by which it may be given. One, through Lend-Lease, 
which would require some Congressional action in the alteration of 
the Lend-Lease Bill as at present contemplated; two, through an out- 
right Congressional special act; three, through the Stabilization Fund. 
We think that all three methods ought to be explained to the Presi- 
dent, Secretary Hull, and the Congressional leaders, and the selection 
of the methods should be left to them, after having made it perfectly 
clear that if it is to be done through the Stabilization Fund that it is 
a character quite different than previous stabilization funds inas- 
much as the risk of return is so great as to make it virtually in the 
nature of a gift. The advantage of giving it through the Stabiliza- 
tion Fund, as it appears to us, are several. One, it could be done with 
the least legislative difficulty. After the conference, the Committee 
approval which you may seek, et cetera, is given; two, it would avoid 
the question of discussion as to interest rate and repayment, et cetera, 
because the arrangement could be made in—different from prior 
arrangements. No rate would be selected, either as to purchase or re- 
purchase, nor time, so that there would be no—— 

Mr. Viner: No interest rate. 

Mr. White: no interest rate and no rate of repurchase, Thirdly, 
financially and from the point of view of the Treasury, you prob- 
ably would have a greater chance of getting something back in the 
future if you had yuan. They will be probably worth something; 
and, fourthly, it does mean that during the post war reconstruction 
period and subsequent to that, you may be able to do more with China 
and through China by having those yuan which you own than might 
be the case if it were an outright grant or loan. The disadvantage 
of course is that it is of a character quite other than you have hitherto 
contemplated, but the President may not wish the matter to be ex- 
plored in the open as it would have to be if it were a Congressional 
act or a Lend-Lease act. He may feel that this is a very desirable 
way out for him, but we all agree and feel sure that you would feel 
so too, that you would undertake it only if the record is definitely clear 
that the arrangement is undertaken for political purposes. 

H.M. Jr: Were you through? 

Mr. White: The third, as to what conditions and what other meth- 
ods shall be employed in the actual use of the fund is something 
that can be determined only after a decision is made as to which one 
of those three methods is to be used. 

H.M. Jr: Well, now, let me see if I can state the way I feel. I 
have had quite a lot of time to think about this thing. From the 
attitude of tho President, Mr. Hull, and Mr. Stimson, who all think— 
and General Marshall—that it is necessary, I am naturally willing 
to be guided by their opinion as to the misitary necessity. It isn’t 
political, it is military. Or political, or both. It is both military and 
political. They think so. I don’t feel it is as urgent as they do, but 
that is neither here nor there. Therefore, I think if you gentlemen 
could, so that I could have it by four o’clock, prepare a memorandum 
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that I could present to Mr, Hull on the following lines, simply say: 
“My dear Mr. Hull, I would like to give you a memorandum which—” 
if there is anything—he has written me so many—I think he wrote 
me a definite letter where he asked for 

Mr. White: Definite letter. 

H.M. Jr: I think we ought to answer that letter tomorrow, you 
see. Monday didn’t he say he wanted three hundred million dollars? 

Mr. White: It was before Monday. 

H.M. Jr: It only arrived here Monday. That was the thing that 
descended on me Monday. It wasthat letter. 

Mr. White: That letter was in response to a meeting which we had 
had and which they had asked for this loan, and I said that before 
we bring it to the Secretary’s attention for decision that he would 
want a letter from Secretary Hull stating it. 

H.M. Jr: No, this is a second letter. This is a letter—this is a 
second letter. I have had two letters. 

Mr. Bernstein: The second one you are referring to, Mr. Secre- 
tary, was a short letter from Mr. Hull enclosing a memorandum 
that Mr. Berle and Mr. Feis wrote, but that simply sent the Berle 
memorandum to you. 

Mr. White: He said for your information. 

Mr. Bernstein: It was the first letter that Mr. Hull wrote in which 
he mentioned the recommendation. 

Mr. White: I have it here. It is answering your note to hand of 
yesterday relative to the proposed Chinese loan proposition, “I here- 

with enclose for whatever it may be worth to you and your associates 
some memoranda on the subject prepared by some of my associates 
here. C. TI.” ms 

And the memorandum is one apparently prepared by Berle. It 
has Berle's initials, but presumably from the State Department, in 
which they recommend a loan of five hundred million dollars and 
in which they hope that there shall be no special conditions and 
indicate the purposes—the general objectives of the loan. 

H.M. Jr: Five hundred million ? 

Mr. White: They recommend five hundred million. The Secretary 
of State had said three hundred million. They feel, according to 
Hornbeck, they are not in agreement with the Secretary on that matter. 
They feel it should be five hundred, but they feel that we ought to 
give what they have asked for. 

H.M. Jr: Who thinks that ? 

Mr. White: According to Hornbeck, everybody but Secretary Hull. 
They said Secretary Hull just picked the figure three hundred from the 
air on the usual basis that if they asked for five they will take three. 

Mr. Southard: They say that Mr. Hull’s official position still is as in 
the letter of January 10. 

Mr. White: Which asks for three. 

Mr. Southard : Three hundred million. 

Mr. White: I have that here. a 

H.M. Jr: I can't find this thing here. Incidentally, have I sent this 
Eden memorandum around ? 

Mr. White: No, you have not. 

H.H. Jr: Well, that ought to be sentto Hull. 

Mr. White: That is right. 
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H.M. Jr: I think I sent it to the President. 

We will see when Chauncey gets in here. I think I did. 

Mr, White: Well, that should go to everyone to whom the previous 
letter went. 

(Miss Chauncey entered the conference.) 

H.M. Jr: Come on, Miss Chauncey. I am waiting here. Sit down. 
me SPOS, did I send the President 2 memorandum from Mr. 

aden ? 

Miss Chauncey: No, sir. Thatcame in yesterday. 

H.M. Jr: Ihave not? 

Miss Chauncey : You sent photostats to Dr. White and Mr. Bell. 

I.M. Jr: Well, then let's send a copy to the President and a copy— 
a letter to the President and on the outside of the President’s letter 
say copy to State, War, and Navy, see. 

Now, where is the letter that came in Monday from Mr. Hull? I 
mean, I can’t find it. The dates don’t seem to be consecutive at all. 
The one from Mr. Hull to me. (Filed January 24, 1942.) 

Mr. White : Itis on the twenty-fourth. 

H.M. Jr: I can’t find it. 

Miss Chauncey : Itisn'ba letter. It is this little memo of transmittal 
with Mr. Hull’s mitials. 

H.M. Jr: Sit down, Miss Chauncey. 

Let’s put it this way. I think we have had all of these papers, 
and they are quite obviously over there at the State Department 
trying to build up a written record, and when 1 go back over there 
tomorrow, I want a written record, and I want to be able to say to 
Mr. Hull, “In answer to your letter of the—” the first one, in which 
he asked for three hundred, in answer to the second memorandum 
which I got—let’s say it is on the twenty-fourth. 

Mr. Southard: Twenty-sixth. 

H.M. Jr: “We in the Treasury and also in view of the written 
request from the President and also I have consulted with Mr. Stim- 
son and General Marshall, we are prepared to go forward with these 
financial arrangements.” 

Mr. White: Do you want to mention that you—— 

H.M. Jr: Wait a minute. 

Mr. White: talked with Stimson ? 

H.M. Jr: Wait a minute. “However, inasmuch as this is largely 
a political and military matter, I would like you to advise me—” no, 
it isn’t necessary. He has told me. 

Mr. White: He has told you very clearly. 

H.M. Jr: Then my answer is, “I am ready to proceed,” you see. 

Mr. Bernstein: Harry, did you mention to the Secretary, Berle’s 
call yesterday ? 

H.M. Jr: Wait a minute. Then the answer would be, “I am 
ready to proceed.” Now, would you say in that thing how? 

Mr. White: I would say, “There is appended a memorandum which 
indicates the three possible methods of procedure that might Y 

H.M. Jr: That is right. “Pending here is three possible ways,” 
and 1 would say further, “Lend-Lease, direct appropriation from 
Congress, or the Stabilization Fund.” Then I would like to say, “In 
the use of the Stabilization fund, 1 would like to point out that we 
can not use it without getting Congressional action on account of 2 
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Mr. Viner: Leaders. 

Mr. White: Committee. 

H.M. Jr: ——support similar to the one where you assisted me. You 
remember you assisted me. Similar to the one where you assisted 
me. “I also would like to point out that this is not the purpose for 
which the Stabilization Fund was created, and I hope that you will 
consider it last,” see. I want to putthatin. This will be the last one. 

Mr. Viner: 1 would say, “Can be brought only with difficulty within 
the compass of the proposal.” You mustn’t say in the record that 
it is not the purpose. 

H.M. Jr: I accept that advice and suggestion, but I would like 
to get over so that we think this is the last. 

Now, my purpose in calling on you today is to ask you to advise me 
how you would like meto proceed from this point. 

In other words, throwing it back into his lap. “I am back here, 
I have got these letters, I have consulted with you and the President 
and so forth and so on vy 

Mr. Viner: And say you will move at once on receipt of their advice. 

H.M. Jr: “We are ready to proceed at once. We are ready to 
move—proceed upon receipt of your advice.” 

Would you put in that we have also consulted with Stimson and 
Marshall? 

Mr. White: I don’t think so, Mr. Secretary, I don’t quite see that 
that would 

Mr. Viner: That would mean that you had checked up on the State 
Department. 

H.M. Jr: All right. But what I am trying to get, I have never 
had them build up such a written record on me. Now, I think we 
ought to—and they are very obviously—they are Pearl Harbor con- 
scious. 

Mr. White: We will do the same. 

H.M. Jr: So we will do the same, and we will come back and J am 
there saying I am ready to go ahead just as soon as you tell me, and so 
forth and so on, but it certainly should be done; certainly one, two, 
three, four, five, six, seven people ought to be able to get me a 
memorendum. 

Now, Bernie, what is burning you up? 

Mr. Bernstein: Nothing is burning me up, I just wanted as part 
of the record, they always have an oral record. 

Aside from the meeting we had at State the other day, Berle called 
yesterday morning. 

H.M. Jr: Well, can I have that at four o'clock, gentlemen ? 

Mr. White: Yes, you may. 

TT.M. Jr: Do you need this book to work from? 

Mr. White: No, I think we have everything there. If necessary, we 
will get it. 

H.M. Jr: Good. 

Mr. White: There is one point. As I read Secretary Hull’s letter, 
it appears to me that he very definitely asks in amounts up to three 
hundred million, and therefore we shouldn’t mention any amount, be- 
cause we certainly oughtn’t to go higher than anything he recommends, 
despite the comments of the State Department, so that let them state 


both the amount, timing, and so forth. 
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H.M. Jr: That is right, but we are ready to go ahead. Throwing it 
back in his lap. I am here, the purpose of my call is that there are 
three ways to do this thing, pointing out that we would like to do the 
Stabilization Fund route the least—at least, I would, but I am here 
to proceed at once. What? 

Mr. White: Would you want to set forth the pros and cons of each 
method or leave that out ? 

H.M. Jr: Oh, I would leave it out. It will save you people—you 
all think the Stabilization Fund is the easiest way, and I don’t 
want to do it that way. Don’t forget there is another way which you 
should mention. The President said he is willing to finance it out of 
his own war chest. 

Mr. Viner: Yes, but he didn’t have in mind five hundred million. 

Mr. White: Well, we don’t know the amount. 

_ H.M. Jr: But that is another way. The President said, “I am will- 
ing, as Commander-in-Chief, to finance it out of the war chest.” 

Mr. White: Well, I think that should be mentioned, and let him 
turn it down. 

H.M. Jr: Out of his war chest. I think it is two hundred million 
dollars. 

Mr. Viner: That would be—— 

H.M. Jr: But Jake, on the basis of twenty-five dollars—twenty-five 
million dollars a month, that would go quite a long ways. 

Mr. Viner: You can’t tie the State Department’s hands on a 
monthly basis. 

H.M. Jr: You certainly can’t overlook the fact that the President 
did say he was willing to do it out of his own funds. 

Mr. White: That is a decision they can make, Jack, that it doesn’t 
suit their purpose, but as far as the Secretary is concerned, he outlines 
these possibilities. 

Mr. Viner: But you don’t want to indicate that we are pulling 
them down to these lower dimensions. 

H.M. Jr: But how do you know the President can’t get more funds? 

Mr. Viner: But the State Department hasn't put their views before 
the President. The State Department has protested that it has been 
handled that way. 

H.M. Jr: Which way? 

Mr. Viner: That the State Department did not get the chance to 
present their views. 7 

H.M. Jr: Well, whose fault was that? Whose fault was it? Mr. 
Hull is vocal. He can still walk. He can go across the street just 
the way I can. 

Mr. Viner: Well, you moved fast. 

H.M. Jr: Well, I thought they said I didn’t move fast enough. 

Mr. Viner: You moved fast on seeing the President, and Hornbeck 
protested. 

Mr. White: Well, I think that is true. None the less, it is also 
true that since you are taking this position in the letter that you are 
doing this as a political measure. You are listing all the reasons and 
you are merely asking which way is more suitable to them. 

H.M. Jr: Jake, you could take some out of the President’s fund, 
and some out of the Stabilization, and some out of some other. 

Mr. Viner: You could say in part, because I don’t want the record 
to show that you were pulling back or holding back. 
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H.M. Jr: We will say in part from the President’s funds. 

Mr. Viner: You want to make it all cooperative, and not with you 
acting as a brake in any way. 

H.M. Jr: What does he answer me on the 24th? 

Mr. White: The note in which I think you sent him a—you in- 
formed him of the answer you got from Chiang Kai-shek. 

H.M. Jr: I see. Now, somebody is going to write that letter, 
There are two letters that have to be written. You are writing one, 
Miss Chauncey. 

Miss Chauncey: To the President. 

H.M. Jr: Copy to State, War, and Navy, and the one to go up to 
Mr. Hull’s house, and your (White’s) people are to write another one 
just to State on the stuff that I got from the President, and also the 
stuff that I got—my answer to T. V. Soong. 

Mr. White: That is right. 

H.M. Jr: And that is to go—a copy of that is to go War and Navy. 

Mr. White: Then there is a third letter which you were to send 
today with reference to your meeting tomorrow morning accompany- 
ing the memorandum and a 

Mr. Viner: A chronological outline of the record. 

H.M. Jr: If I could have that all at four o’clock. We will do it 
all then. There is no use doing it more than once. And if anybody 
has any bright ideas, independently, bring them in. Are you satisfied, 
gentlemen, to follow it this way ? 

Mr. White: I think that is right. 

Mr. Southard: That leaves the timing up to the Secretary of State. 

H.M. Jr: Which it should be. 

Mr. Southard: Yes. 

Mr. White: The timing and the amount should be left with State. 
There is one thing that occurs to me. You are leaving the President 
out of this completely, which in view of the President’s instructions to 
you, may or may not be all right. I am not quite certain. 

H.M. Jr: How do you mean? 

Mr. White: Well, the President asked you to do something. 

H.M. Jr: Well, I am 

Mr. White: You are just turning this right back on the State 
Department. 

H.M. Jr: No, I am going to the State Department to see Mr. 
Hull to work it out with him. The President doesn’t know about all 
this written record between us. 

Mr. Southard: The President’s memorandum said when Fox ar- 
rived you could proceed on this. Would it be possible for you to 
hand a four line note back to the President saying that due to the de- 
lay of Fox, you were getting together with the Secretary of State 
immediately on this? A 

H.M. Jr: Take this to the President when I send him this thing. 
Say, “My dear Mr. President: I am sending you enclosed herewith 

a copy of a memorandum left to me”—“given to me by”-—well, “from 
the British Treasury.” Paragraph. s } 

“I tried to see Cordell Hull today. Unfortunately he is home sick. 
In regard to the Chinese question”—“Chinese matter”—“and I have 
had a number of”—what did I say? A 

Miss Chauncey: “I tried to see Cordell Hull today in regard to the 
Chinese matter, but unfortunately he is home sick.” 
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H.M. Jr: What did Isay? Excuse me, again. 

Miss Chauncey: “I tried to see Cordell Hull today in regard to the 
Chinese matter, but unfortunately he is home sick.” x 

H.M. Jr: Yes. “Members of the State Department staff have been 
pressing members of my staff that we should not wait until the return 
of Mr. Fox, who has been delayed in transit.” 

Mr. Viner: “Has been seriously delayed.” 

H.M. Jr: Seriously delayed. In view of this, I have arranged to 
see Cordell Hull tomorrow at his office’—“arranged to see Cordell 
ae tomorrow, and hope to work out with his assistance a plan for 

uina. 

Mr. White: I don’t quite like saying that they are pressing us and 
therefore you are responding. Could we say, which is true—— 

H.M. Jr: Well, write the letter out and let these fellows fix it up, 
and they can bring that in. How is that? But that makes it clear, 
why I am going oye con Ent not simply leave that out and simply 
say, “in view of the delay of Fox” 
= ae Viner: We are moving ahead. You are moving ahead with 
Tull. 


(Book 490, pp. 28-38) 


Arm TO CHINA 


JANUARY 29, 1942. 
4:15 p.m. 
Present: 
Mr. White 
Mr. Bernstein 
Mr. Viner 
Mr. Coe 
Mr. Friedman 
Mr. Southard 


H.M. Jr: I am sorry, gentlemen, but Mr. Roosevelt called and I 
had to take care of him. 

Mr. Viner: It was a godsend for us. 

H.M. Jr: Good. Fifty-five percent of the firms employing five 
hundred or more people now have payroll deduction plans and from 
a hundred to five hundred, twenty-two percent. Not bad. 

Mr. White: Does that mean everybody in the country, or just that 
the companies make it available? 

H.M. Jr: No, that is the number of employees that are on the 
Social Security list. I mean, that is the way we count them. I mean, 
if we say a company has nine hundred employees, that means nine 
hundred are under Social Security. 

Mr. White: And that they are subscribing to— 

Mr. Viner: No, no, it is voluntary. 

Mr. White: Then there is no indication from that how many of 
the employees are taking advantage of the proposal ? 

Mr. Viner: He has other data, I think, on that. 

Mr. White: Oh! 

H.M. Jr: But I meant of the employees—he has the whole break- 
down. We won't bother with it now. 
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Mr. White: We will first do the letter that you wished to send to 
the President. 

H.M. Jr: We got less? We had seven people this morning. Did 
a couple of them get sick? 

Mr. White: Just one—I had other things that had to be done. 

H.M. Jr: You had other work to do? 

_ Mr. White: I didn’t know you would miss him. (Laughter.) He 
Is a very good man, but—— 

H.M. Jr: He almost said, “Other work which is more important,” 
and then he caught himself. 

Mr. White: Well, I think it is more important for him. 

H.M. Jr: You see he goes down to Rio with Sumner Welles and 
what it does for him. 

Mr. Viner: Heisnot really telling you the truth. 

Mr. White: Am I not? 

Mr. Viner: No. 

Mr. White: I don’t know who you meant. 

Mr, Southard: E.M. Bernstein. 

Mr. Viner: Oh, I see. 

Mr. White: You notice I didn’t deny that I wasn’t telling the truth 
because it does happen. 

H.M. Jr: Is there anything else to the President? 

Mr. White: Not to the President. The next is the letter to Cordell 
Hull with the enclosures. 

H.M. Jr: Now, you are not sending anything to State, War, and 
Navy on this? 

Mr. White: Yes, these photostats. 

H.M. Jr: Oh. but not my letter—I see. 

Mr. White: No, those are just form letters. 

H.M. Jr: That is all right. 

Mr. White. And the next is the letter to Hull which I gather that 
you want to take with you. 

H.M. Jr: And isn’t there one to Stimson here? 

Mr. Southard: You signed only one, Mr. Secretary. There are 
two there together. 

H.M. Jr: Now, does that complete that ? 

Mr. White: That completes that. The only question in our minds 
was whether you necessarily wanted to tell either Stimson or Knox 
or Hull or Welles who were getting copies. 

H.M. Jr: No. 

Mr. White: It is not on there. 

H.M. Jr: Did he say that? 

Mr. White : By indirection and through somebody. 

H.M. Jr: He didn't say that. 

Mr. White: Yes, that is —Hornbeck reported to us when he thought 
we ought to go forward with it now, and 1 answered by saying that 
it was my understanding that he was to wait until Mr. Fox had re- 
aa Jr: Well, do you mind? Have you got a pencil there? Be- 
cause I would like to put it this way. “I am in complete accord 
with what—with what Mr. Hornbeck reports to me as the view of 
your Department.” Now, that gives him a chance to say, That isn’t 
my view.” 


Mr. White: That is better. 
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H.M. Jr: Because this isn’t accurate. “I am in complete accord 
with what Mr, Hornbeck reports to my Department.” They didn’t 
talk to me, “As being the view of the State Department,” you see. 

Mr. White: That would be strictly accurate. 

H.M. Jr: I want it strictly accurate, because the reason I say that is 
when they brought up the stuff—well, just take this thing of Mr. 
Se eee he didn’t know when we told Hornbeck to let him know. 

128€ 

Mr. White: He only knew through Hornbeck. 

H.M. Jr: Well, take the other example, that when they tried to 
clear this thing with Hull about this resolution and Hull says, “Well, 
no one has ever told me about this before.” Well, let’s keep it—I 
don’t have to give you—I can give you a thousand examples. Let’s 
keep it strictly accurate. It is Hornbeck— 

Mr. White: I think it sounds a little pedantic because, after all, I 
suppose Hornbeck has the right to speak for the Secretary, but in 
this occasion it may be all right. 
ee Jr: We are trying to make a record. Hull has never said 
this. 

Mr. White: All right, 

H.M. Jr: Do you mind? 

Mr. White: Not at all. 

H.M. Jr: Thank you. I want to be pedantic. “My only scale of 
preference”? 

Mr. White: “My own preference,” I think is better. We can word 
that differently. “My own feeling is,” or “my own belief,” or “my 
opinion,” or “I should prefer, of the alternatives.” I should least 
prefer of the alternatives. r 

H.M. Jr: Well, something. I don’t like this “my own scale.” My 
own preference would be to rank the Stabilization Fund last, because 
of the special character of the proposed financial aid. I will lay it 
out, and you fellows can just change it a little bit, something like 
that. I think that last paragraph isa little gratuitous. 

Mr. Southard: It suggests a mode of— 

H.M. Jr: I think itis a little gratuitous. 

Mr. White: It has the value, although as you read it over I don’t 
quite like the way it is stated, but it does have the value of indicating 
for the record again that you feel that the selection as among those 
choices should be made in collaboration with or by Congressional 
leaders and the President. The earlier part of the letter almost seems 
to suggest that you are going to take his advice as to the procedures, 
and I don’t really think that that is what you are going to do, because 
you certainly—if he says the Stabilization Fund you will certainly 
raise it with the President and with the Congressional leaders, so 
that I think something is necessary, though as you read it I don’t 
think it is quite the way it should be there. 

Mr. Viner: I think if you send it tomorrow before you go, that 
paragraph is all right. He has got something to think over, that 
is all. 

Mr. Bernstein: I think it also has the merit—he may feel that if 
you suggest only those things which require Congressional legislation, 
that there will be such a long delay as to defeat the whole purpose, 
and you come along with the suggestion that legislation or Congres- 
sional approval will not necessarily involve delay. 
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Mr, Viner: I think that last paragraph should go in, and there- 
fore I think you should send the letter to him today. 

H.M. Jr: I will send it tonight to his house. 

Mr. Viner: And let him have a chance to know what you are 
going to tell him tomorrow, to think it over. 

H.M. Jr: I think if it went up to his house tonight it would be 
all right. 

Mr. White: I think it is better than coming in with a letter, myself. 

H.M. Jr: I think so. That would be dated today. That gives—— 

Mr. Southard: We could rewrite that one sentence and mention the 
meeting for tomorrow. 

Mr. White. It can easily be adapted and it is a little bit unusual, 
isn’t it, Mr. Secretary, for you to come with a letter for him to read ? 

H.M. Jr: Yes, but you don’t say anything about—“I am looking 
forward to seeing you tomorrow.” 

Mr. Viner: You could say, “I arranged for a conference.” 

Mr, Southard: On the first page. 

Mr. Viner: Have you got a copy of it there? 

H.M. Jr: “Have requested a conference with you tomorrow.” If I 
am gone, Harry, let one of your boys bring it up for signature and 
wait. 

Mr. White: We will take care of it. 

H.M. Jr: And wait and then they can take it right on over to Mr. 
Hull. It would have to be at the house before seven. 

Mr. White: We can do this inside of fifteen minutes. 

H.M. Jr: Sez you. Well, if you can, I may still be here. 

Mr. White: Well, if you are here you will sign it, and if you are 
not, it will be sent to your house and the man will wait and after your 
signature, bring it to Secretary Hull’s house. 

H.M. Jr: That is right. 

Mr. White: There is one other item. Oh yes, at what point do you 
want to inform the British in these discussions? I think you said, 
and Hull requested in his letter, that they keep currently informed. 

H.M. Jr: Well, I certainly wouldn’t—there is this letter that has 
gone to the President and this letter that has gone to Hull. I think 
sometime after the meeting tomorrow. 

Mr. White: After the meeting tomorrow you will let them know 
what you have decided to let them know? 

H.M. Jr: Yes, but when I go into that meeting tomorrow I want 
my time-table. 

Mr. White: We have a preliminary draft here. 

H.M. Jr: Fix it up and give it to me tomorrow morning when 1 
come down. 

Mr. White: That is all. 

Here isa cable that was just handed to me that bears on this subject. 
I think you might want to read it. 

H.M. Jr: Please. 

Mr. White: I have only a carbon. 

H.M. Jr: Read it out loud, then. 

Mr. White: Some of it bears and some doesn't. This is dated the 
25th from Chungking from Gauss. 

H.M. Jr: When is 1 r 

Mr. White: The 25th of January. ; 

ILM. Jr: That is wonderful, and we get it today, the 29th. 
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Mr. White: “The formation of a committee in Chungking to coordi- 
nate allied approach to financial and economic problems in China, par- 
ticularly with respect to the utility of any foreign credits that may be 
granted to China, has been suggested by the British Embassy. The 
aS Embassy suggests that the Allied Economic Council, the com- 
mittee”— 

I never heard that name, so that must be a new phrase. 

m comprise two Chinese, two British, two Americans, and pos- 
sibly one Dutch, one Australian member. One of the British and one 
of the Americans to be from the Embassy staffs. The Chairman and 
the Secretary to the Chinese. The Embassy says that Mr. A. A. 
Kung, Minister of Finance, knows of the suggestion and has indicated 
he approves it. Also that the Minister of Finance desires that the 
Council should be established without reference to proposed credits, 
that is, that the Council be charged with making economic studies and 
recommendations.” 

H.M. Jr: Who suggested it? 

Mr. White: This is apparently—it is the British Embassy, but this 
is what Niemeyer has been suggesting for four months. That is what 
he went over for. 

«+ * * the Council be charged with making economic studies and 
recommendations, but that when the credits are granted, the Council 
also interest itself in problems connected with their effective utiliza- 
tion. The British Ambassador is prepared to approve the scheme. 
Provided such a body is given scope and authority ready to accom- 
plish something, I can see its utility, however, as a result of seeing at 
first hand how inclined the Chinese authorities are toward side-track- 
ing foreign economic advisers and disregarding their advice, I am 
skeptical of the practical benefit to be derived from organizing an 
Economic Council which may find itself either in the position of being 
politely ignored or simply rubber stamping what the Chinese want 
done. I could approve the establishment of a Council of capable 
men who are competent to study and make decisions on the serious 
economic problems in China, and to supervise the discussion of re- 
medial measures, provided it were given definite authority under a 
loan or credit agreement, but I do not think that the Chinese would 
be prepared to agree to the handling of Chinese internal problems 
by such foreion participation.” 

H.M. Jr: That can wait until Fox can get back. 

Mr. White: Yes. They would like to have it tied to this arrange- 
ment. Dr. Fox will be in Washington in a few days and it might be 
advantageous to discuss the matter with him. 

Mr. Viner: Did you tell him about the cable to Fox? 

Mr. White: It is Jack’s idea we send a cable to Fox asking us to 
give us 

Mr. Viner: Asking him. 

Mr. White: Asking him to give us a résumé of what the Generalis- 
simo told him, which need not hinder things. 

Mr. Viner: It may give us an inside dope. 


JANUARY 29, 1942. 


My Drar Mr. Preswent: I am sending you herewith a copy of a 
letter from the British Treasury on the question of a further loan to 
China. 
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We were informed, you will remember, that the Generalissimo was 
sending Mr. A. M. Fox to Washington to present the Generalissimo’s 
views on this loan. We have just learned that Mr. Fox has been held 
up en route because of lack of transportation and may not arrive for 
sometime. Weare, therefore, going forward at once with the Chinese 
loan discussion. 

I tried to see Cordell Hull today but unfortunately he is home sick. 
I have arranged a conference with him tomorrow and I hope we will 
have a proposal to report to you immediately thereafter. 

Faithfully, 

(Signed) H. MorGENTHAU, Jr. 

The PRESIDENT, 
The White House. 
Delivered by Secret Service, 4:35. Ralph S. Orcutt. 
N.M.C. 
Copies to Dr. White's oflice. 
HDW : dmh 
1-29-42. 


(Book 490, pp. 39-41) 


CHINA 
909 WinLarD HOTEL, 
Washington, D.C., January 27,1942. 
Dear Mr. SECRETARY, 

Mr. Eden has now telegraphed that he and the Chancellor of the 
Exchequer have considered with every sympathy General Chiang Kai- 
shek’s recent request for financial assistance. They propose to inform 
him that His Majesty’s Government have decided to make available 
to China under a lend-lease arrangement all munitions and military 
equipment that it is possible for them to supply. In particular this 
proposal would apply to stores which are being supplied to Chinese 
forces now operating in Burma. 

Before communicating this proposal to General Chiang Kai-shek 
His Majesty’s Government wish to make sure that it will fit in with 
any proposal which the United States Government have in mind. 

As regards a further financial loan, His Majesty’s Government are 
ready to go forward with the scheme for a loan of £10 millions and 
$50 millions worked out by Sir Otto Niemeyer and Mr. Arthur Young 
if the United States Government are ready to take parallel action. 
But they do not feel able to offer a very large “psychological” sterling 
Joan. Such a sterling loan would not be of actual help in present cir- 
cumstances. After the war it would represent money available to 
China for the purchase either of goods or of gold and dollars and we 
should be deliberately adding to future difficulties in securing the 
equilibrium of our post-war balance of payments. The United States 
Government is in a position to take an independent decision, should 
they wish not only to take part in the Niemeyer- Young scheme. but 
also to offer further dollar loans. His Majesty’s Government are 
merely stating their own position. 

Yours sincerely, j 
F. Pures. 
The Honourable Henry MorGeNTHAU JT., 
Secretary of the Treasury, Washington, D.C. 
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JANUARY 29, 1942. 


My Drar Corveti: The President returned to me the letter which 
I received from T. V. Soong, dated January 21, 1942, and attached 
thereto a memorandum, a photostat of which you will find enclosed 
herewith. Upon receipt of this memorandum from the President, I 
wrote a letter to Dr. Soong, a copy of which I am also enclosing. 

There is also enclosed a photostat of a letter which I received 
January 27, 1942, from Sir Frederick Phillips stating the British po- 
sition on the Chinese request. 

I believe that with these enclosures you now have a complete file 
of my correspondence on the China Joan proposal. 

Sincerely, 
(Signed) H. Morcenruav, Jr., 
Secretary of the Treasury. 


The Honorable the SECRETARY or STATE. 


{ey hand—Delivered to his home by Secret Service 4:35. N.M.C.) 
opies to Dr. White’s office 
Ret to Secy’s Office 
Enclosures 
HDW : ien 1/29/42. 
(Copy) 
Tse Warre House, 
Washington, January 26,1942. 
Memorandum for H. M. Jr.: 

I still think that this can be worked out as soon as Fox gets here. 
If they don’t want dollar notes, why don’t we buy Chinese yuans and 
use them for paying for the equipment of Chinese troops in China 
itself. I would be wholly willing to go up to twenty or twenty-five 
million dollars a month on some such basis. sates 


(Book 490, pp. 149-151) 


January 30, 1942. 
Memorandum for the Secretary’s files 


MEETING IN Secretary HurL's Orrice January 30, 1942, 10:30 a.m. 


Present: 
Secretary Hull 
Secretary Morgenthau 
Dr. Viner 
Mr. White 
Later Joined By: 
Mr. Berle 
Mr. Hornbeck 
Mr. Hamilton 
Mr. Feis 


The meeting had been arranged by Secretary Morgenthau over the 
telephone the previous day. 
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Secretary Hull began by a brief résumé of the Far Eastern military 
scene. Secretary Hull said that as far back as last Spring he had 
pointed out to the Army and Navy officials that in the event of hos- 
tilities with Japan, that Japan and Germany between them might 
likely take over the South Sea Area and North Africa, and thereby 
create very difficult problems for the United States in the Atlantic. 
He said that the Army and Navy officials, however, did not think it 
likely at that time that Japan would be able to conquer the numerous 
bases in that area of the Pacific. Secretary Hull went on to say that 
for many months prior to the outbreak of hostilities with Japan, he 
had been strongly urged by General Marshall and by the heads of 
the Army and Navy (and by the President) ? to do everything in his 
power to prevent outbreak of hostilities with Japan because the Army 
and Navy were not adequately prepared. He said that the situation 
in the Far East was critical and he appeared to be rather pessimistic 
as to developments there in the near future. Ile also stated that Rus- 
sia was very displeased with the British, so much so that it was neces- 
sary for Eden to go there and attempt to placate them. The Russians 

were also disappointed at what the Russians claimed to be a small 
amount of aid they were getting from the United States. Te said that 
Russia was not to be trusted and there is no telling what would hap- 
pen if with increasing Japanese victories China felt she could not look 
to Britain and the United States for substantial help. 

He asked Secretary Morgenthau whether he (Secretary Hull) 
should have some of his staff in during the ensuing discussion of 
possible aid to China. Secretary Morgenthau replied that anybody 
Secretary Hull wished to have in would be all right with him. Secre- 
tary Hull thereupon sent for the above-named from the State Depart- 
ment. 

Secretary Hull recounted the proposed methods of aid to China 
which Secretary Morgenthau had outlined in his letter of the previous 
day. He then asked ‘his own staff to comment on what they thought 
would be the reaction in China if Singapore fell. Hornbeck replied 
that he thought the effect would be bad; that the Japanese would 
make most of the boast that they had been able to demolish the 
strongest of British bases. The Japanese would say that the Chinese 
would do well to come to terms and join them in the general struggle 
against domination by the white race, that numerous groups within 
China would likewise attempt to press the Generalissimo to make 
terms with Japan since all avenues of supply to China will have been 
closed. 

Mr. Hamilton likewise felt that the loss of Singapore would have 
a bad effect on Chinese morale. 

Secretary Hull said that he assumed there was agreement that under 
the circumstances financial aid to China was urgent. Secretary Mor- 
genthau replied that he had set forth his position clearly in the letter 
to Secretary Hull of the previous day. 

Secretary Hull asked for opinions as to which of the several meth- 
ods suggested by the Treasury would be the best medium for giving 
help. He said he himself was not interested in the method. He said 
that should be the Treasury’s business. He was solely interested in 
seeing that China did get aid in the present critical situation. 
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Mr. Hornbeck stated that he thought the ideal method of helping 
would be a Congressional statute providing for an extension of finan- 
cial aid to China. He said that might, however, cause undue delay. 
He was not certain that legislation was the most practical method of 
approaching the problem. He stated that he did not think the matter 
was so urgent or acute that a matter of days were critical, but that 
if it were to take several weeks for Congress to pass such legislation, 
it would be too late. If legislation could be passed in a few days he 
favored legislation. 

Mr. Hornbeck went on to say that he thought that the sum should 
be $500 million instead of the $300 million which Secretary Hull had 
indicated in his letter to Secretary Morgenthau. Mr. Hornbeck 
thought that a reduction in the portion which the United States was 
prepared to give to $300 million would be too great a reduction from 
the sum which Chiang Kai-shek was asking. He felt Chiang Kai- 
shek should be given what he asked for, namely $500 million from the 
United States. Secretary Morgenthau agreed with Hornbeck, as did 
the others, and it was therefore decided that the sum which they would 
recommend would be $500 million. 

Secretary Hull stated that he appreciated Secretary Morgenthau’s 
reluctance to use the stabilization fund for such purposes. Mr. Berle 
stated that he likewise felt Secretary Morgenthau was correct in giving 
last preference to use of the stabilization fund in this particular in- 
stance since, Mr. Berle went on to say, the use of stabilization for that 
purpose seemed to be clearly outside the purpose for which the fund 
had been created. 

Secretary Hull said he presumed the matter was up to the President, 
and said that in line with Secretary Morgenthau’s suggestion in the 
letter, that Secretary Hull and Secretary Morgenthau see the Presi- 
dent on the matter. Secretary Morgenthau suggested that Secretary 
Hull and himself might stay behind the Cabinet meeting for a few 
minutes and get the President’s decision on the matter. Then action in 
the form of an announcement could be made the following morning. 
Secretary Hull agreed, and it was decided that in the meantime a draft 
of a message and a bill should be prepared to show the President that 
afternoon in the event he agreed that was the way to handle the 
matter. Secretary Hull stated that he would like to have the Treasury 
Department handle it and State Department would be glad to col- 
laborate. 

The meeting was about to be adjourned when Secretary Morgenthau 
told Secretary Hull that there was another thing he would like to talk 
about with reference to British Lend-Lease. Hornbeck and Hamilton 
left. Secretary Morgenthau explained that he had been talking with 
the Army and Lend-Lease oflicials, who had spoken to him with respect 
to the operation of Lend-Lease. They had stated that shipping was 
the important problem and that it was essential to conserve as much 
shipping space as possible for essential war supplies; that, therefore, 
any supplies utilized by American troops that could be purchased 
locally should be so purchased. Such purchases raised the question 
as to how they should be paid for. It was felt that possibly such pur- 
chases should be financed through a “reverse” lend-lease procedure. 
Secretary Morgenthau said he did not know how much was being 
done in the State Department on that subject, but he would like to 
have the State Department cooperate with the Treasury in working on 
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the problem. Secretary Hull said he would be glad to have his staff 
do so. Mr. Feis said that Dean Acheson was handling British Lend- 
Lease problems. Dean Acheson was called into the room. He said he 
would be glad to collaborate with the Treasury Department working 
on the problem. 


(Book 490, pp. 153-167) 


Am TO CHINA 
JANUARY 30, 1942. 
4:00 p.m. 
Present: 

Mr. Viner 
Mr. White 
Mrs. Klotz 
Mr. Foley 


H.M. Jr: That thing should have been ready at a quarter of two, 
instead of holding me up an hour. I mean, you (Foley) were sup- 
posed to be ready at a quarter of one and then you held it back, and 
I sat there and they kept talking about the man, and I was on pins 
and needles for one hour. I mean, I wanted to see you alone. 

Mr. Foley: Well, that is all right. 

H.M. Jr: But anyway, for another time, don’t do that to me be- 
cause the man's name came up two or three times and 1 never knew 
when the President was going to ask for it. 

Mr. Foley: Well, it was good enough. 1 just wanted to tie it up 
a little bit. 

H.M. Jr: Well, just for the future. 

Mr. Foley: O.K. 

H.M. Jr: That is what happened. Evidently T. V. Soong was in 
to see the President this morning and brought up the question of a 
loan. I gathered he gave the impression I was dragging my feet, 
and the President must have called up Hull on the wire and asked 
him about it. I mean, this is all surmise. And Hull told him that 
I had been over there this morning, and that we would take it up 
this afternoon. When I came in to Cabinet I said to Hull, “Have 
you seen our memorandum and joint resolution?” He said, “No,” 
and I said, “Well, here is the original.” I gave him the original. 
Then I said, “Well, have you seen your own draft?” He said, “Oh, 
no, no.” I said, “What your boys did on the message?” He said, 
“No, I have been too busy. I haven’t seen it.” So he said he hadn’t 
seen that. So it came up and the President said, “Well, they don’t 
want us to pay their army.” I don’t know whether he said it then or 
later. “Because they would have two kinds of currency.” So he 
said, “Why can’t we buy the yuan?” And then I said, “Let’s Hull 
and you and I sit down after Cabinet together,” so he said, “Fine.” 
But he didn’t do what he usually does, take us into his office. He 
did it with everybody buzzing around and talking at the top of their 
voices. We had just nicely started on the thing, you see. So Hull 
kept saying, “Where is Jesse, where is Jesse?” So he pulled Jesse in. 

Well, Jesse was waiting just about three feet away from Hull and 
he dived right between Hull and the President. It really was funny. 


I mean, whenever there is anything like that up there, Jesse just sort 
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of crowds himself, sort of leans over on them so he gets in on it. So 
he dives right in, what is it, what is it, you know. 

So they talked. It was going all right, but Hull—I mean, at the 
last minute—he could have brought Jesse in at any time in the last 
month. At the last minute he brings him in and Jesse, smelling some 
new business, he was only two feet behind. The reason that Hull 
couldn’t see him was that he was leaning right over Hull. That is 
the only reason he couldn't see him. So he barges his chair right be- 
tween Hull and the President, and I tried to explain the thing just 
the way we said this morning, and Hull never said anything. I said, 
“Well. that is the way it was in your oflice, wasn't it, Cordell?” He 
said, “Yes, yes, I suppose so.” So the President listened, and of 
course there was all this talking going on around. It was the most 
unfavorable circumstances that I ever presented anything in. Jesse 
said—tried to get in and the President said, “Well, why can’t you, 
Jesse, buy some goods?” And Jesse—no, Jesse said, “I could lend 
them some money against some goods,” and the President said, “No, 
no, that won’t be any good.” I said, “Mr. President, you might just 
as well do it right out in the open. So then—and then there will be 
congressional action, and that is what Chiang Kai-shek wants. We 
tried the other and it didn’t work. That is what he wants. He wants 
the prestige of a loan backed by Congress to give him face opposite 
the Japanese.” So then Jesse said, “Well, wouldn't it be just as good 
if it was from the President?” Well, of course there was only one 
answer I could say. That was “Yes.” So the President said, “Well, 
explore it, Jesse, and if you don’t find there is a way that you can do 
it, then Hull, Je ones, and Morgenthau should go up on the Hill to- 
gether Monday and see the leaders. Well, I never saw anything tor- 
pedoed nicer or quicker than the way Hull did it. 

Now, Jesse knows nothing about it. What I thought I would do 
is, because I would like to see the Chinese get this thing, I thought I 
would call up Berle and tell him just what happened and tell him 1 
want to see them get this loan and this is what the President said and 
that Jones knows nothing about it and Mr. Hull brought him in, so 
it is his responsibility, but I am ready to do anything. But they will 
have to do something over there, see. And tell him just what hap- 
pened. He is Assistant Secretary of State and has been handling this. 

What do you boys think? It is either Berle or Hornbeck. 

Mr. White: It is a little bit strange for you to tell Berle. I think 
it might be all right for somebody else to tell Berle. 

H.M. Jr: No, 1 would rather tell him. “This is what happened. 
Now, I would like to see the Chinese get this loan. Tam very anxious 
to do it. Mr. Hull has brought Jones in, and will you please follow 
through on it and if there is anything that we can do, let me know.” 

Mr. Viner: Is it Berle? 

Mr. Foley: Yes. 

Mr. White: Would it be—the only thing, it is a little peculiar. 

H.M. Jr: The whole thing was peculiar. 

Mr. White: Hull was there. 

H.M. Jr: Hull won't do anything about it. I don’t care what they 
think. It isno more peculiar than the way Hull runs his Department 
or after one month’s negotiations, when we sit down at the last min- 
ute, that he should bring Jesse Jones in. He could have brought him 
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in any time. In one breath he tells us, “This is my business, I have got 
to work out the details,” and the next thing, he brings—now, all of 
that, all the personnel—I don’t care. We will do the way we always 
do. I will wave it all aside to get Chiang Kai-shek what he wants. 
A personal affront, anything like that, that is all waved to one side. 

Mr. White: You might get Berle and Currie to take the edge off 
that, and it would be more effective, too. 

H.M. Jr: Well, you can tell Currie, and let me tell Berle. 

Mr. White: Well, that isn’t quite what I had in mind. I mean, 
you could give it a push from both, and it would be logical for you to 
turn to Currie to follow up the President’s thinking, because he is the 
President’s Administrative Assistant. ItisFriday now. Something 
ought to be done. I don’t understand Hull. I don’t understand why— 
why did he handle it that way? 

H.M. Jr: Just his animosity personally for me. Idon’t care. Jones 
can take it. I made up my mind the Chinese should have it. Let me 
do it. My instinct is all right on this thing. Of course it is a funny 
piece of business, but everything in Washington is. The only way 
they can’t lick me is, do I want to help the Chinese? Yes. 

Mr. Viner: Don’t indicate to Beale that you feel aggrieved in any 
way. Go slow at first, at least. 

H.M. Jr: I don’t feel aggrieved. I am used to it. It is Washing- 
ton, and it is the way they do business here. Now, if I didn’t want 
the Chinese to get anything I would just sit tight and do nothing, but. 
I do want the Chinese to get something, so J am going to call up Berle 
and tell him that. 

Now, these two papers here, this is all I have. I have this joint reso- 
lution and this thing from the State Department. The joint resolu- 
tion is prepared. 

Mr. White: Here. 

H.M. Jr: And the original is in the hands of Mr. Hull. I have a 
copy of the State Department memo—— 

Mr. Viner: That is the message. 

Mr. Foley : That is the message to support the legislation. 

H.M. Jr: All of these things get down to the question, I want to 
help the Chinese. 


(The Secretary held a telephone conversation with Mr. Berle as 
follows :) 
JANUARY 30, 1942. 
4:10 p.m. 
HM Jr: Hello. 
Adolf Berle: Yes, Mr. Secretary. 
HM Jr: This is Henry. 
B: Yes, Henry. 
HM Jr: Are you alone? 
B: Iam, yes. 
HM Jr: Well, look, let me tell you what happened at Cabinet and 
o 2 


: Yes. 

HM Jr: I brought this question up—no, let’s get the thing—no, that 
isn’t what happened. The President brought up the question for the 
loan to the Chinese, and it seemed that T. V. Soong was to see the 
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President today. I don’t know about what, but he saw him this 

morning, see? 
: Yes. 

HM Jr: Maybe you know about it. 

B: No, I don’t. 

HM Jr: What? 

B: No, I don’t know what he talked about. 

TIM Jr: Well, so—and then evidently he brought up the question 
of the loan, and I gather from what the President said at Cabinet, 
that the President must have called up Mr. Hull and asked him where 
it stood, and Hull told him that I’d been over there this morning and 
we were going to take it up at Cabinet. But Soong sort of must have 
given the President the impression that the thing wasn’t going too 
well, you see? 

B: That's wholly unfair to you, sir. 

ra Jr: It is, because you saw the letter from Soong to me, didn’t 
you? 

B: Yes, I did. 

HM Jr: And my answer. 

B: Of course. 

HM Jr: But that’s neither here nor there. I’m used to that. 

B: (Laughs) Well, we all are, I think. 

HM Jr: What's that? 

B: So are we all, I think. 

HM Jr: That's right. Now, then we stayed behind. Then I asked 
couldn’t I see the President after Cabinet with Mr. Hull to discuss the 
Chinese matter, and the President said, “Fine”. But he did it with 
most the Cabinet around talking very loudly, which it was about the 
worst possible place to bring it up. 

B: Yes. 

HM Jr: So I started talking, and we were about just nicely started 
when Mr. Hull said, “Where's Jesse Jones? I want him to sit in on 
this thing.” Well, Jesse was just behind Cordell, waiting. (Laughs.) 

B: (Laughs.) y 

HM Jr: So the only reason he couldn't see him was because he was 
right behind Hull, leaning over him. 

: (Laughs.) j 

HM Jr: So Jesse pulled up his chair between the President and 
Hull and sat down. And the President asked Jesse whether he 
couldn’t do something about it, and Jesse said, “Well, I could make 
them a loan against future purchases.” And the President said, “No, 
that would be too slow.” So the President said, “Well, couldn’t we 
buy fifty million a month from them?” Of yuans, you see. 

B: Yes. 

HM Jr: And—he didn’t say fifty a month, he said, every so often 
buy fifty million dollars worth of yuans.” So I said, “Well, Mr. 
President, two things. I’m impressed by what the State Department 
and the War Department tell me, that this is urgent; I’m for it, and 
this is something to build up Chiang Kai-shek vis-a-vis the Japanese; 
and also, the State Department says we mustn’t do it in a way that 
T. V. Soong will get any credit out of it.” And I said, “I’m impressed 
by that.” 
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Now, I said, “We've explored all this thing for months, and which- 
ever way we do it we’re going to have to talk to Congress about it, and 
it’s a question of your seeing the leaders.” 

Well, Jesse, said, “Well, let me look into it. Let me look into it. 
Maybe I can do something.” So the President said, “Well, if you 
can’t Jesse, I want Hull, Jones, and Morgenthau—the three of you— 
to go up on the Hill together.” Hello. 

B: Yes. 

HM Jr: Now, the purpose of my calling you is this. Id like to 
see the Chinese get it. I’m convinced that for political and military 
reasons they should have it; and I thought if you knew what has 
happened, you’d be helpful in seeing that the thing didn’t fall be- 
tween three departments now. 

B: I shall be very glad to, Mr. Secretary. 

HM Jr: And Pm ready to do anything to help. 

B: Well, thank you very much. What I will do, if 1 may, after 
checking with the Chief, will be to—with Mr. Hull, I mean 

HM Jr: Yes. 

B: will be to endeavor to see that the decision arrives out of 
the other department right away quick; that is, that they don’t spend 
an awful lot. of time—— 

HM Jr: Well—— 

B: Personally, I think the straight way to do it is to go straight 
to bat and ask them for it up there. 

HM Jr: Well, the President said—he said, “I think in the end,” 
he said, “that—” he listened to me, you see. And he said, “I think 
that it’s popular to help the Chinese”, and he said, “maybe you can 
get it through in a couple of days.” 

B: I think you probably could, don’t you? 

HM Jr: I’m sure that we can. 

B: So am 1. 

HM Jr: But if you’re going to do some horse trading about it, 
and if Jones is going to make a horse deal out of this thing, it'll be 
another month. 

B: Well, this is no horse dealing job as I see it. 

H.M. Jr: Itisn’t a banking job. This isa straight political, military 
proposition; and it must be done in the way, I’m convinced now, 
that’ll leave a good taste in the mouth of the Generalissimo. 

B: Well, I thought from time to time absolutely this morning when 
you said, “If we do it at all, the thing to do is to do it handsomely.” 

HM Jr: That’s right. 

B: (Unintelligible.) 

HM Jr: Well 

B: I privately am sorry that your other idea didn’t go through. 
All the fellows here seemed to think that it probably wouldn’t, but 
I am sorry it didn’t, because I thought that would take us right out. 

HM Jr: You mean the soldiers. 

B: Yeah. 

HM Jr: Well Am 

B: But there's no use crying over spilt milk. ar 3 

H.M. Jr: Well, the President liked it, Mr. Churchill liked it, Lauch 
Currie liked it, but it didn’t work, so that's all we can do. 
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B: We were skeptical as to whether the—our friend across the 
sea would like it, but that was our only fear, and that, unfortunately, 
was justified. 

HM Jr: You mean the Generalissimo. 

B: Yeah. We kept our hands rigidly off, of course. 

H.M. Jr: Well, he didn’t like it, and—I mean, evidently—I don't 
know how T. V. Soong got in to see the President. 

B: I don’t either. 

HM Jr: Somebody must have made the appointment and—— 

B: Well, that, so far as I know, was not done here. I think that 
he just went in on his own. 

HM Jr: Well, he never has before. Somebody must have—any- 
way, he got in to see the President. You’ve got the whole story, and 
I know that you people over there are anxious—and what I was 
fearful of if I didn’t call you, it would just fall between three de- 
partments. 

B: Well, we will endeavor to see that it doesn’t fall, certainly, be- 
tween this and the other two, and endeavor to report back to you 
as rapidly as the decks can be cleared. 

HM Jr: Right. And remember that the President said that the 
three of us should go up on the Hill. Those were his instructions. 

B: Right. 

HM Jr: And—Monday, he said. 

B: Monday. 

H.M. Jr: That's what he said. 

B: Well, all right. 

HM Jr: Now, I’m ready to do anything to help, and—— 

B: Well, so are we. 

H.M. Jr: if you'll let me know just personally, because—Pll 
appreciate it. 

B: Tl do that with pleasure. Thank you very much, Mr. Secretary. 

HM Jr: Thank you. 

B: Good-bye, Henry. 


[Staff conference resumed :] 

H.M. Jr: That is all right, isn’t it? 

Mr. Viner: Fine. Perfectly all right. 

H.M. Jr: What? 

Mr. Viner: Sure. , 

H.M. Jr: I mean, he will go in and he will stir it up. You notice 
he said, “None of us, we stood by and did nothing, but we didn’t think 
it would work”? I told Berle, I said, “Now, don’t anybody over there 
send any cables messing this thing up now,” but I would be glad if 
you (White) would say the same thing to Lauch Currie. 

Mr. White: I will do that. 

H.M. Jr: And ask Lauch whether he got T. V. Soong in there to see 
the President. 

Mr. White: I will find out. 

H.M. Jr: I am satisfied, aren’t you? 

Mr. Viner: Yes. E 

H.M. Jr: I mean, Berle sounded all right. 

Mr. Foley: Yes. 

Mr. White: He is the most eager of the lot. 
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H.M. Jr: That is all right. I have decided I want to do it. All 
right, let’s get it done. Now, the fact that at the last second Hull 
brings in Jones—that is his method of doing things. He could have 
brought Jones in at any time. 

Mr. White: When he speaks of your going up on the Hill Monday, 
does he mean to see—— 

Mr. Viner: The leaders. 

Mr. White: The leaders? 

H.M. Jr: Yes. 

Mr. White: And who presumably is going to arrange that? Whois 
going to take the responsibility for carrying this on? 

H.M. Jr: Well, we have needled him today. Berle will call up to- 
morrow. You call up Lauch tonight and needle him, and maybe we 
can get it back so when the President sees the leaders Monday—that 
is the time to do it. The President should do it, you see. But I will 
be here in the morning and we can get word to the Vice-President, 
maybe, and get this—but you get Lauch busy, will you? 

Mr. White: I will do that. 

Mr. Viner: Did the President look at the drafts at all ? 

H.M. Jr: Didn’t look at anything. I have never seen people so rude. 
Here the President is trying to listen and everybody is talking around 
at the top of their voices, and the President could just look up and 
frown, and everybody would stop talking. He listened to me, but 
Hull sits there. In his own office Hull gives you a history of what 
he did on the Japanese and how he told this personally that all this 
is going to happen, and I don’t know how you people felt. You notice 
he said, “Some day when you are on a vacation, I want to tell it all 
to you.” But then this forecast, I just had to come back and just pull 
myself together and just say, “Well, being a historian doesn’t make 
history.” That is very good, Mrs. Klotz. Put it down. And that is 
what he was doing. He was being a historian, but he wasn’t making 
history. He was narrating. And I had to come back and pull myself 
together so that I could get my chin up again, instead of having it 
down dragging the basement the way he was. He was terrible. I 
don’t know what it did to you fellows, but what he did to me was just 
wicked. Didn’t you feel that way? 

Mr. Viner: Oh, it was very pessimistic, but it may be realistic. 
That I can’t say. 

H.M. Jr: Granted, but that doesn’t help win the war. If you listen 
to a thing like that all day long with a man’s hands the color of pale 
yellow parchment, and shaking—and any time he could have taken 
this thing and said, “I want this thing done,” and then wait until the 
last minute and then bring Jesse Jones in to torpedo it. Wasn’t it 
terribly depressing? 

Mr. White: I thought ninety per cent of it was hindsight. If he 
felt all that certainly about the importance of maintaining Chinese 
independence, there were a great, many things that could have been 
done last spring and summer, which was six months before the out- 
break of the Japanese war. 

ILM. Jr: What has he ever done to help China? ae 

Mr. White: He took a trip once and let the twenty-five million dol- 
lar loan go through. i 

H.M. Jr: While he was on the high seas. 

Mr. White: No, I don’t think he has ever done anything. 
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H.M. Jr: Well, thank God I have got belief in this country and 
our people and that we will keep fighting until I have got no breath 
left. If I listen to that fellow—it was terrible. I don’t know whether 
he did it to you fellows, but I came out of there just as though a steam 
roller had gone over me, and that 1 could take it and laugh and joke 
about what he did to me fifteen minutes ago—— 

Mr. White: It doesn’t make sense. 

H.M. Jr: Here is something down your alley, Foley. This is just 
a very mild thing. That made me awfully nervous, about Batt. I was 
afraid the President would turn and say, “Where is this, Henry?” 

Mrs. Klotz: I think you said to send 1t over by three o’clock. 

H.M. Jr: Well, I did, but—— 

Mr. Foley: The memorandum was all right as it was. What I did 
was to re-write the second page to tell who General Monnet was, which 
I thought you wanted me to do, and then 1 tied up on the third page 
by saying, “Here these two men had voting trusts.” It just made it a 
little clearer, that is all. 


(Book 490, p. 174) 
JANUARY 30, 1942. 


TELEPHONE CONVERSATION BETWEEN Mr. WHITE AND SIR FREDERICK 
ON FRIDAY, JANUARY 30, AT 4:45 P.M. 


Mr. White called Sir Frederick at 4:45 p.m. to return Sir Fred- 
erick’s earlier call. Sir Frederick inquired about the China loan. 
Mr. White informed him that discussion was going forward but that 
there had been no final decision. Mr. White said that he thought a 
decision would be reached on Monday and that Sir Frederick would 
probably be informed either by the State Department or by the 
Treasury. 

Concerning the takeouts, Mr. White said that, so far as he knew, 
nothing had been heard from the President. Sir Frederick said that 
the Lend-Lease Appropriation Bill had gone to Budget Director 
Smith and, lest it become too late, he asked whether he should call 
Colone] Oran to get some confirmation of Stettinius’ statement that 
the Army could take over the contracts. Mr. White said he saw no 
reason ae this should not be done. aca 


(Book 490, pp. 266, 267) 


January 31, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. Wuite’s OFFICE, JANUARY 31, 1942, 9:30 A.M. 


Present: 
Mr. White 
Dr. Soong 
Dr. Soong called on Mr. Whiteat Dr. Soong’s request. 
Dr. Soong said that he would like to have Mr. White inform the 
Secretary of his conversation with the President on Friday, January 
30. 
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The Ambassador and Dr. Soong had arranged through the State 
Department for a conference with the President. Dr. Soong said he 
had wished to take up two points with the President, as follows: 

1. To make a plea for greater participation by the Chinese Govern- 
ment in the Committee (presumably British and the United States) 
now deciding the distribution of war materials as among the various 
countries. He said that he appreciated the fact that they could not 
have an important say in this distribution, but that they would like 
to have their relationship to the problem formalized so that China's 
point of view could be assured of an adequate hearing. Soong did not 
indicate what the President’s reply to his request was. 

2. The second point he took up with the President was that of pro- 
viding means of transportation by airline between India and China. 
He said if they could get 100 planes like the Douglas transport planes 
(but without the seats and other unnecessary equipment) they would 
be able to transport 12,000 tons of freight each month between Kun- 
ming and Sodiya, after allowing for enough gasoline to carry planes 
both ways. They had been promised 35 such planes during 1942. 
Soong was pressing for 100 such planes quickly, inasmuch as they 
feared that the Burma Road would be interrupted. Hesaid that Ran- 
pour was now closed by enemy submarines, for how long he did not 

mow. 

The President seemed favorable to the idea and told Soong to take 
it up with Hopkins and some others. The President thought some 
planes could be taken off the present commercial lines for the purpose. 

Dr. Soong said that he had not intended to speak to the President 
of the loan because his understanding with Secretary Morgenthau 
was that they were to await Mr. Fox. However, while he was talking 
with the President, Secretary Hull telephoned to the President about 
something relating to space in the Japanese Embassy and according 
to Dr. Soong, the President asked Hull about the Chinese loan. Soong 
gathered from the President’s subsequent remarks that Hull said they 
were going to take the matter up with him at the cabinet meeting and 
that it might be done through legislation. Dr. Soong remarked to the 
President that it might take too long to have the loan arranged if it 
were to be done by a Congressional Act and thought it might be done 
more quickly through Lend-Lease arrangements. The President said 
they would see. 

Mr. White asked Mr. Soong whether he still thought that considera- 
tion of the loan could wait for Fox’s return. Mr. Soong said, “No, 
in view of the delay in Fox's arrival, and at the rate things are going 
in Malaya, Singapore might fall soon and it would be unfortunate if 
it fell before monetary arrangements were completed.” He thought 
it would be a great help if both the monetary arrangements and 
the planes they were asking for could be announced soon and 
simultaneously. 
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JANUARY 31, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Secrerary Morcentaav’s Orrice, January 31, 1942, 
10:30 a.m. 
Present: 
Secretary Morgenthau 
Secretary Jones 
Dr. Viner 
Mr, White 
(Mr. Foley was later called in.) 


Mr. Jones said that he would like to know about the Chinese pro- 
posal now being considered. The Secretary asked him what he would 
like to know about it and Jones replied that all he knew of it was what 
he heard at the Cabinet meeting on January 30. Secretary Morgen- 
thau then stated the State Department and Treasury Department had 
been working for more than a month on the proposal and recounted 
very briefly the developments during the past month up to the time 
of the Cabinet meeting. The Secretary gave Jones a copy of the letter 
which he had sent to Secretary Hull on Thursday and which he said 
would give the gist of the points to be discussed. Jones read the letter 
carefully and asked whether there was agreement that aid should 
be given. Secretary Morgenthau told him that he had talked with 
Stimson and Marshall and they felt it was important to give China 
financial aid, as did the President and Secretary Hull. The Secre- 
tary then showed Mr. Jones a draft of the suggested joint resolution 
and said the Treasury thonght that might be adequate along with a 
brief letter from the President. He also gave Secretary Jones a copy 
of the draft of a message which the State Department had prepared. 

The Secretary commented that the draft was probably too long. 
Secretary Jones agreed and felt that the joint resolution accompanied 
by a brief letter would be adequate. 

Secretary Jones said he had but one suggestion to make in the draft 
of the resolution and that was to substitute “Secretary of Treasury 
with the approval of the President is hereby authorized” for the 
phrase “the President is authorized”. He said it would give more 
protection to the President and “take the heat off him”. The change 
would make it necessary for the Chinese to come to the Secretary of 
the Treasury rather than to the President for terms, funds, etc. Sec- 
retary Morgenthau acquiesced. Secretary Morgenthau stated that it 
should be clear that the request for financial assistance by China of 
this amount was justified only on political and military grounds. 

The Secretary asked Jones what he thought the next step should 
be and Jones said that they should get Hull to agree to the resolution 
and then submit it to the President. Jones thought that there 
wouldn’t be any trouble in Congress in securing passage of the Bill. 

Secretary Hull was telephoned and Mr. Jones explained to him 
over the phone that he (Jones) agreed with Secretary Morgenthau’s 
conclusion that the loan had best be asked of Congress and in the form 
indicated in the resolution. He also explained to Secretary Hull the 
change he (Jones) would like to make in the wording, substituting 
“Secretary of the Treasury with the approval of the President” for 
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“the President”. Secretary Hull agreed with the change and with 
the resolution. In the conversation it was agreed that they would try 
to see the President as soon as possible to obtain his approval. 

It was decided that in the meantime Mr. Jones would get a letter 
from Secretary Hull to the President, setting forth his (Hull’s) 
reasons why he feels financial aid should be given at this time; while 
Secretary Morgenthau was to draft letters from Secretary Knox and 
Secretary Stimson to the President setting forth their reasons why 
they favored financial aid to China now, and also prepare a draft of 
a letter from the President to the Speaker of the House and of the 
Senate which would accompany the resolution. 

An hour or so later the Secretary and Secretary Jones saw the 
President. The Secretary had with him a preliminary draft of a 
letter which was to accompany the resolution. The President ap- 
proved the resolution and changed a few words in the letter and ap- 
proved the letter. 

Drafts of letters for Secretary Stimson and Secretary Knox were 
also prepared and sent to each of them (Stimson was in New York 
and Knox was in North Carolina) to obtain their signatures. They 
signed the letters and they were returned by Monday morning. 


(Book 490, p. 305) 
JANUARY 31, 1942. 

I asked T. V. Soong to come and see me at quarter of seven Satur- 
day night, and 1 read to him the joint resolution and told him how 
I had started last Thursday to work on this thing and told him what 
we'd done and how we were going up Monday on the Hill, and he 
should let the Generalissimo know, but impress upon him not to give 
out any publicity until the publicity came out of Washington. Any 
leaks would be very harmful. Soong said this would be very pleasing 
to the Generalissimo to learn that this was going to go through. He 
asked me how long it would take, and I said I thought from one to 
two weeks. He said he hoped it would pass before the fall of Singa- 
pore. I asked him if he thought it would fall, and he said, “Yes.” 
He said that if for no other reason, the water question. He said 
there was a great shortage of water, and that they got most of their 
water from Johore. Then he went on to say that weren’t things ter- 
rible in Bengasi, and he said that until Americans got into this thing 
he didn’t think the thing would go well. The Americans have demon- 
strated that they know how to fight. 

He told me that when he was with the President Friday morning, 
that the President called up Hull about some question of taking over 
the German and Japanese Embassies, and incidentally mentioned the 
question of a Joan. Then Hull told the President that Hull and I 
were going to talk to the President at Cabinet, and that we were 
recommending to do it through Congressional action. He said the 
President seemed a little bit surprised and also showed by his re- 
marks that he had heard nothing about it. So I said that we had 
only worked it out that morning, and that when I brought it to the 
President today, it only took him a few seconds to rend the resolution 
and to approve it. And I told him we appreciated how much the 
Chinese had done during the last four years, and they of all people 
should receive help at this time. 
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(Book 491, pp. 2, 3) 
Frervary 1, 1942. 

Sunday at five o’clock, Sir Frederick Phillips called at the house 
at my request. He said he had a message for me, and I said, “Go 
ahead and give it to me,” which he did, and I would hear from the 
British Ambassador at Chungking. On reading it, I was glad that 
again we were sufficiently ahead of the parade and were ready. 

I gave him a copy of the joint resolution, which he wanted so that 
he could cable it to London. But I told him that the “whereas” which 
had to do with the defense of China, etc., he should leave that sentence 
out because it was changed two or three times. 

He asked me if as soon as I knew it was going to be released, would 
I let him know through Harry White. I said that when I get ready 
to leave the Hill, I will phone Harry White so that he could let Sir 
Frederick Phillips know. Phillips wants to get out a statement 
simultaneously from London. White ought to let T. V. Soong know 
at the same time. 

I discussed with Phillips the fact that it looks as though when the 
war is over they would sort of cancel the loan. He said, “No,” that 
they would expect to have it repaid promptly. I said that I would 
try to get something similar in our conditions although we had not 
discussed conditions with T. V. Soong, but I expected to see him at 
three o’clock on Monday. 

Phillips asked me whether it was all right for them to go ahead 
with their 30 million pounds. I said, “Yes,” and that after all that 
was three times as much as they offered the Chinese before. 

He said he hoped that I didn’t mind Lord Halifax’s coming to 
see me with a question as to whom should bring to the President's 
attention that the British wanted us to pay them cash for the mate- 
rial they bought prior to March 11, 1941. I said that I didn’t mind 
but I was sorry that Churchill hadn’t agreed to send it to the Presi- 
dent. However, I said that I could understand that and I could also 
understand that Halifax didn’t want to wear out his welcome with 
the President. I said that my shoulders were broad, and I would 
try to carry it, but that it was much more difficult for me to carry it 
directly with the President. To prove my point, there is the copy 
of the memorandum which I sent to the President, and I haven’t heard 
from him yet. I then said that 1 felt sure that if either Churchill or 
Halifax had sent it it would have carried more weight. However, I 
said I would do the best I can, and I will try to take it up with Phil- 
lips on either Tuesday or Wednesday. 


(Book 491, p. 4) 
MEMORANDUM 


In view of further representations from His Majesty’s Ambassador 
in Chungking, His Majesty’s Government feel that it is essential 
to send an immediate reply to the Generalissimo. It is understood 
that the question of assistance to China is under the President’s 
consideration. 

His Majesty’s Government now suggest that in addition to their 
supplying munitions on a lend-lease basis, a joint offer should be made 
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of a combined loan of $400 millions, of which, in view of the disparity 
of financial resources, the British share would be $120 millions or 
£30 millions. The latter sum would be made available immediately but 
there would be an unpublished understanding that it would be drawn 
upon only as required for expenditure in the sterling area directly 
required for the war; each item of expenditure being agreed upon 
between the two governments with the condition that any amount 
that had not been drawn upon at the conclusion of hostilities would 
be repaid. The United States part of the credit would no doubt 
be made subject to similar conditions. 

His Majesty’s Government ask whether the President would agree 
that we should at once inform the Generalissimo that we have made 
this proposal to the United States Government. 


WASHINGTON, D.C. February 1, 1942. 


(Book 491, pp. 15-38) 


AID TO CHINA 


FEBRUARY 2, 1942. 
9:20 a.m. 
Present: 
Mr. Bell 
Mr. Foley 
Mr. White 


Mr. Bernstein 
Mr. Southard 
Mr. Viner 
Miss Chauncey 


H.M. Jr: Ihave got to go on the Hill this morning, to Mr. Wallace’s 
office, on this Chinese loan, and I want Mr. Bell and Mr. White to go 
with me. I asked for a copy of this resolution. Have you got one? 

Mr. Foley: Yes, the one with the greatest possible importance or 
the way it was 

H.M. Jr: No, the way. 

Mr. Foley: That is the way Jones wants it changed. This is tha 
way it was for the President. 

H.M. Jr: No, this way is all right. 

Mr. Foley: Then we will substitute these two. 

H.M. Jr: Yes. Have you had these photostated ? 

Mr. Foley: Theletter? 

H.M. Jr: Yes. 

Mr. Foley: No. 

Mr. White: Iam not very presentable, Mr. Secretary. 

H.M. Jr: What is the matter with you. 

Mr. White: I have got a little boil on my nose. 

Mr. Bell: Where were you Saturday night ? 

H.M. Jr: Just to bring you people up to date, Mr. T. V. Soong was 
at my house at a quarter of seven, and I informed him what we had 
done in confidence, and then I sent for Mr. Phillips, Sir Frederick 
Phillips. He came to the House last night at five. He had been anx- 
‘ous to see me, and he said he had something for me very urgent, which 
is as follows - “In view of the further representation from Tis Maj- 
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esty’s Ambassador in Chungking, His Majesty’s Government feels it 
Is essential to send an immediate reply to the Generalissmo. It is 
understood that the question of assistance to China is under the 
President’s consideration. His Majesty’s Government now suggests, 
in addition to their supplying munitions on a Lend-Lease basis, a joint 
offer should be made of a combined loan of four hundred millions, of 
which, in view of the disparity of the financial resources, the British 
share would be a hundred and twenty millions, or thirty million 
pounds. The latter sum would be made available immediately, but 
there would be an unpublished understanding that it be drawn upon 
only as required for the expenditure in the sterling area directly re- 
quired for the war. Each item of expenditure being agreed upon 
between the two Governments with the condition that any amount that 
has ni been drawn upon at the conclusion of hostilities would be 
repaid. 

“The United States part of the credit would no doubt be made sub- 
ject to similar conditions. His Majesty’s Government asked whether 
the President would agree that we should at once inform the Gen- 
eralissmo that we have made this proposal to the United States 
Government.” 

Well, I told him we were going up on the Hill. I said as soon as 
I had left the Hill, we would phone Phillips so he could phone Lon- 
don, because they want to get out a statement at the same time we do 
here, you see. 

I think at the same time we ought to let Soong know, you see, but 
the English want to get out a statement from London, so whatever 
time—I think we ought to tell them not to release it for three hours 
up there so as to give them a chance to get through to London, you 
on Because they have got a clause in here which is a good one. 

rat is 

Mr. White: Give the money back when the war is over, and they 
have to spend it during the war, and they can’t spend it during the 
war. 

H.M. Jr: Ithink it is a good clause. 

Mr. White: I don’t. I think it is very niggardly. If they are go- 
ing to make any gesture at all, I think there is no value in that. 

Mr. Viner: In any case, the limitations ought to go into the agree- 
ment with the Chinese and the authorization ought to be unlimited. 

Mr. White: That is right. 

Has your answer already been given to Phillips? 

H.M. Jr: Oh, I told Phillips we would go ahead on our basis ac- 
cording to what he told us originally, and they could go ahead on 
theirs. 

Mr. White: That was the answer? 

H.M. Jr: That was the answer. y 

Mr. Foley: You see, the legislation provides 

H.M. Jr: I—excuse me—I said, “You told us you were going to give 
ten million pounds, and we could go ahead on ours. Well, we have 
gone ahead. We are going to give them the five hundred million. 
You can go ahead on yours and give them thirty million if you want 
to.” He said, “Is that all right for us? Do you recognize that we 
can’t give as much as you do?” And I said, “Yes, we recognize it.” 

Mr. White: He called up a couple of times, and I kept him informed. 
I said on Saturday that I thought on Monday there would be some 
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definite progress made, and we would inform him at once, so he has 
been informed right along as much as we could. 

H.M. Jr: Well, I gave him a copy of the resolution last night, 
telling him in cabling to leave out that “whereas,” what we were 
doing for—to preserve China, because that was being changed. 

Now, what I want in the few minutes that are left is—either White 
or Southard, in case they ask me this morning, “On what basis are you 
going to make this loan?” have either of you men got any suggestions? 

Mr. White: We have got a draft of a written statement. 

H.M. Jr: Well, I can’t read that. Supposing they say, “Well, on 
what basis are you going to lend this money?” 

Mr. White: I should be inclined to stick very closely to the 
“whereases,” which indicate that they have been putting up a splendid 
fight for four years and there has been a tremendously heavy financial 
burden and it has the—the impact upon their economy has been 
naturally progressively severe and until their economic structure now 
is very weak, and that this loan should go a long way toward helping 
them to— 

H.M. Jr: Harry, I haven't got the time for the “whereases.” On 
what basis are we going to lend it? Are we going to buy yuan, or 
how the hell are we going to do it? I haven’t got the basis for the 
spinach. 

Mr. White: I don’t know as we have given any thought to it. My 
own. horseback opinion would be that those are the things that would 
be worked out later. 

H.M. Jr: “Well, now, Mr. Morgenthau, you can’t come up here 
and ask us for five hundred million dollars unless you have got 
ideas. How are you going to lend it to them?” 

Mr. White: Well, they may want to draw upon some of it in an 
effort to support their monetary system. 

H.M. Jr: “Well, you have got fifty million dollars in the Stabiliza- 
tion Fund for that.” 

Mr. White: Well, that has rather more restricted uses. That applies 
much more to their exchange operations. This here could be used 
for strengthening their internal economy. 

H.M. Jr: How? 

Mr. Bell: What committee is this? 

H.M. Jr: This is Wallace, the Speaker, McNary, and Joe Martin. 

Mr. Bell: The Republicans, isn’t it? 

Mr. Viner: You might use it as a reserve. 

Mr. Bell: Do you care to come right out and say, “Well, gentlemen, 
it is nothing but a political loan” ? 

H.M. Jr: Well, I am going to say it. 

Mr. Bell: It is the big answer. 

H.M. Jr: I am going to say, “It is a political and military loan.” 

Mr. White: It is a Joan being made for political and military pur- 
poses, but I am wondering as to whether he doesn’t have to have some 
answer to the question of how they possibly can use it. 

H.M. Jr: Have you gotit? A 

Mr. Viner: Well, they can use it as a reserve held over here against 
their own bond issues or against their own currency. They can use 
it in small amounts over a time in gold and silver or gold or silver, 
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H.M. Jr: How, Jake? 

Mr. Viner: By taking it into China and selling the American 
currency for the Chinese and mopping up Chinese currency. 

H.M. Jr: Does that mean we are oing to buy yuan ? 

Mr. Viner: No, no, we wouldn't buy it. They would buy the yuan 
with your dollars. You see, they would buy the yuan away from the 
Chinese public with your dollars. 

H.M. Jr: Well, the President said—I haven't got on this thing 
deeply, and I gather no one else has here either, that against the 
dollars we loan them we should have yuan, so at least we would have 
something. 

Mr. White: Mr. Secretary, what we have got is a promise for dol- 
lars. That yuan isn’t going to be worth very much, and if we take 
the yuan we may not have the—we won't have as good a credit as 
we may have if they owe us dollars. The reason why I would like 
to see you avoid, in so far as possible, stating anything but that it is 

a political and economic loan is because we can’t do anything 

H.M. Jr: Harry, don’t argue with me about it. Ihave got to have 
something if they press me. 

Mr. Viner: That is a drawing credit here. You will establish a 
drawing credit—the ways in which they can make use of it, they 
still have to work out with you. 

H.M. Jr: But the only thing we are going to have against it is 
their I.O.U.? 

Mr. Viner: Not even that, possibly. 

Mr. White: In some cases you may have yuan. In some cases 
you will have the 1.0.0. 

Mr. Viner: And in some cases you will have nothing. 

Mr. White: You may have nothing. It depends on what the terms 
and conditions are that you haven’t worked out yet, because they 
are in the midst -— A 

Mr. Viner: You can tell them up there that you don’t like it any 
better than they do, but we are in a war, and things have to be done. 

H.M. Jr: Well, the answer is nobody has thought this thing 
through yet. 

Mr. White: Oh, I wouldn't say that, Mr. Secretary. I have 
thought it through to the extent where I say nothing can be done 
economically and financially. i 

H.M. Jr: Are you just going to let him call up and say, “I want 
a hundred million dollars,” and have it transferred to the Chase? 

Mr. White: Oh, no, I think we would want to set such conditions 
as the best we could get under the lend circumstances. , 

Mr. Viner: Each time, presumably, he would tell us how he is 
going to use the next installment, and then we would turn it over to 
him as a credit with the Federal Reserve Banks, or in some other way. 

Mr. Southard: You might buy yuan against some of it. 

Mr. Viner: You might. ] } 

Mr. Southard: In other cases you will take their note. 

Mr. White: They may not call on most of it until after the war, 
in which case there would be all kinds of conditions you could set on it. 

Mr. Foley: The bill, Mr. Secretary, is very flexible, and it states, 
“at such time or times, and upon such terms or conditions” as you 
prescribe, and you get the best terms you can. 
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Mr. Viner: That is the thing to tell them. 

Mr. Foley: You are not going to give it to them all at once, and 
each time you make an advance to them you get the best terins you 
can in the light of the circumstances. 

H.M. Jr: Well, have we crossed that bridge, we are not going to 
give it to them all at once? ihe. 

Mr. White: No, I don’t think we have, but I think in our own 
minds 

Mr. Viner: But you can say you will make the best terms you can. 

Mr. Foley: You don’t have to give it to them all at once. 

H.M. Jr: After listening to you fellows, I haven’t got any help, 
no help at all. 

Mr. Bernstein: Can I suggest a possible approach, that since this 
is a military and political loan, it will have its greatest beneficial effect, 
the fewer conditions that you apply? You know, however, that they 
probably can’t use the whole five hundred million at any one time, 
and you are going to keep watching it to see that they don't go out 
of bounds. 

Mr. Viner: But don’t make any pledges as to how you are going 
to use it. 

H.M. Jr: That is the point, any pledge I make this morning, I 
have got to keep. 

Mr. Viner: But don’t make any pledges. Say it is a political loan, 
and you musn’t have your hands tied. If they ask you to give them 
a pledge, say you would have to take it up with the President, because 
it might nullify the whole purpose of the loan. 

Mr. White: You are making it for military and political purposes. 

H.M. Jr: Let’s not prolong the agony. You are not ready yet to 
advise me how the thing should be written out. 

Mr. White: Definitely not. 

H.M. Jr: Well, that is 

Mr. Viner: You can’t, because you have to talk to them and give 
them the—as little as possible. 

H.M. Jr: Then let's say no one here has gone that far. 

Mr. Southard: You could make a list of all the possibilities and 
bases, but they might interpret those as being—you might make a list 
of all the possible technical means by which dollars could be made 
available, but they might interpret that on the Hill as being your 
promise of the particular ways in which it would be done. It is yuan 
and silver and gold. 

H.M. Jr: You fellows had better gel busy this morning and work 
on it. 

Mr. Viner: There is nothing more to be done. 

H.M. Jr: You had better, while I am up on the Hill, get busy and 
have something for me at three o’clock, when T. V. Soong comes in 
here. Ie iscoming in at three o’clock. 

Mr. White: We could do that anyway. 

Mr. Viner: Can’t } 

Mr. White: The thing to do isask what terms they want. q 

Mr. Viner: Mr. Secretary, if we give them a range of possibilities, 
he will pick out the easiest and the best. — 

ILM. Jr: Lam going to ask him this time. N 

Mr. White: They will be stuck worse than we will as to what to use 
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T.M. Jr: I made the mistake before of making suggestions. Now I 
will let him make one. Listen, there is one thing that is bothering 
me. I have got all these letters from the President to Wallace and 
the Speaker, and we have got a resolution, and I haven't sent x damn 
thing to the Director of the Budget. Don’t you think it would be a 
nice thing to call him up and say I am going up on the Hill so he 
doesn’t read about it in the paper? 

Mr. Bell: He ought to know about it. When is it coming out in 
the press? 

H.M. Jr: Maybe at noon. 

Mr. Viner: One of these letters says you are going to inform the 
Bureau of the Budget. The letter up to the Hill says that, doesn't it? 
It says that there wasn’t—— 

H.M. Jr: 1 didn’t read it. 

Mr. Bell: I think he ought to be told. This, I take it, is just an 
informal meeting this morning. 

H.M. Jr: To get a clearance. 

Mr. Bell: With this group. Now, when the bill is introduced, where 
do you go? Do you have to go to some committee and defend it? 

H.M. Jr: I think it is Appropriations. 

Mr. Bell: Then it is legislative also. 

H.M. Jr: I don’t know. 

Mr. Foley: Well, it is legislative, Dan, but the appropriation is 
made In the legislation, so I should think 

Mr. Bell: You have to have a rule, then. 

Mr. Foley: No, it is a special bill, not a general bill. 

Mr. Bell: But you have to have a rule in the House. 

Mr. Foley: Well, we can get a rule. 

H.M. Jr: Have you got your overcoat in here, Harry? You had 
better get it. 

Mr. Bell: Then you would have to have these purposes that you are 
talking about when you go before that committee. 1 think you have 
got to give more than just political. 

.M. Jr: But not necessarily this morning. 

Mr. Bell: Not today, no. 


(The Secretary held a telephone conversation with Mr. John B. 
Blandford, Jr., of the Bureau of the Budget, as follows:) 


Fesruary 2, 1942. 
9:38 a.m. 
HM Jr: Hello. 
John B. Blandford, Jr: Hello, Mr. Secretary. 
HM Jr: How are you? 
B: Fine, thanks. : q 
HM Jr: Mr. Blandford, 1 gather the Director of the Budget is out. 
B : Just for the moment. ss : 
HM Jr: Well, if you could give him this message. 
B: Yeah. ; 4 
YIM Jr: Mr. Hull and I brought up at Cabinet the question of a 
loan to China. 
B: Yeah. p P 
HM Jr: Based on military and political necessities. 
B: Yeah. 
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ae J 4 And we recommended five hundred million dollars. 
: Yeah. 

HM Jr: And then we met with the President around noon—Mr. 
Jones and I—because Mr. Hull is sick 

B: Uh huh. 

HM Jr: ——and the President has signed letters to the Vice- 
President and to the Speaker recommending this. Hello. 

B: Yeah. Vice-President and the Speaker. 

HM Jr: Yeah. We're going to—we have letters. Now, we're go- 
ing up on the Hill this morning to meet with the Vice-President and 
the Speaker, and also the two minority leaders, Mr. Jones and I 
and the people from my office. 

B: Yeah. 

HM Jr: And with the hope that they’ll release the President’s 
letter, because both Mr. Hull and Mr. Stimson—from political and 
military angles—are very, very anxious that it get out at once. 

B: Yeah. That'll require legislation, won't it? 

HM Jr: Yes. 

B: We've had such a proposal knocking around here in Lend- 
Lease language, too, Mr. Secretary. 

HM Jr: Yes. Well, the President—I have a signed letter from the 
President, you see. I’m having it photostated. 

B: Yeah. 

HM Jr. And after we come down from the Hill, Mr. Bell will send 
you over everything that we've got. 

B: Fine. 

HM Jr: And 1' appreciate your cooperation, but this has been a 
sort of a shotgun affair. 

B: Very good. 

HM Jr: And we haven't had time to do the normal thing. 

B: Allright. 

HM Jr: But it happened over the week-end, and I wish you’d ex- 
plain it to Mr. Smith. 

B: Pl do it. 

HM Jr: And when we come down from the Hill, Mr. Bell will 
give you everything that I’ve got. 

B: Good. Thank you. 

H.M. Jr: Thank you. 

B: All right, sir. 

[Staff meeting resumed. ] 

H.M. Jr: Now, you (Miss Chauncey) write a letter to the Secretary 
of State. “Dear Cordell: Yesterday at five o’clock Sir Frederick 
Phillips of the British Embassy called on me and gave me the follow- 
ing”’—“gave me a memorandum, a copy of which you will find en- 
closed herewith.” And when I come back, I will sign it. 

Mr. White: Don't you want to tell him what you answered to him? 

H.M. Jr: No, I haven't got time. 


(The Secretary held a telephone conversation with Mr. Jesse Jones, 
as follows :) 
Fesrvuary 2, 1942. 
9:40 a.m. 
Jesse Jones: Yes. 


.M. Jr: Yes, Jesse. ; 
J; ave Rect the Hull letter? To the President? 
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H.M. Jr: The Hull letter? 


ILM. Jr: Wait a minute. (Talks aside.) Have we got the Hull 


No. We were counting on you for that. 

J: Well, I was just trying to get it located. I talked to the Secre- 
tary Jast night. He signed it and sent it down to the President, so 
I got hold of Rudolph trying to get him to find it. 

H.M. Jr.: No, I’ve got Knox’s and Stimson’s. 

J: Okay. 

H.M. Jr: And the President’s. 

J: Yeah. 

H.M. Jr: Hull was your baby. 

J: Yeah. Well, he’s signed, but I haven’t located the letter yet. 

H.M. Jr: I see. 

J: T'1 meet you at ten o'clock. 

H.M. Jr: Attaboy. 

J: All right. 

[Staff meeting resumed.] 

H.M. Jr: He hasn’t got Hull’s letter. Hull sent it to the White 
House, but we did it differently. 

Mr. Foley: You don’t need Hull’s letter this morning, do you? 

Mr. White: Oh, yes. 

H.M. Jr: No, Jones said, and 1 think he is right, that those letters 
should be saved for the committee. 

Mr. Foley: Thatis right. 

H.M. Jr: And just the President's letters—— 

Mr. Foley: That isenough, and the bill. 

H.M. Jr: And the resolution to be released. 

Mr. White: No, but you intend to show it to them, don't you? 

Mr. Foley : When you go before the committee. 

Mr. Viner: You can say that you have the letters. 

H.M. Jr: They sat up all night drafting those letters. Now, where 
are my—the copies of those things? ' ` , 

Mr, Bell: Stephens is still out. Y take it he is staying down there 
with them. 


(Book 491, pp. 39-73) 


Aw TO CHINA 
FEBRUARY 2, 1942. 
10:55 a.m. 
Present: 

Mr. White 
Mr. Foley 
Mr. Bell 
Miss Chauncey 


H.M. Jr: Sit down, gentlemen. 

1 will call T. V. Soong and the Russian Ambassador. 
(Miss Chauncey entered the conference.) 

Mr. Bell: How about Phillips? 

H.M. Jr: 1 called him from the Hill. 
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(The Secretary held a telephone conversation with T. V. Soong, as 
follows:) 

Fesrvuary 2, 1942. 
10:48 a.m. 

HM Jr: Hello. 

Operator: Dr. Soong. 

HM Jr: Hello. 

T. V. Soong: Hello, Mr. Secretary. 

HM Jr: Hello, Dr. Soong. I thought you'd like to know that at 
twelve o’clock the Speaker of the House is going to release this request. 
from the President to the newspapers for five hundred million dollars, 

S: Yeah. Good. Good. 

HM Jr: So that’s that. 

S: Yeah. 

HM Jr: But it will not be released until twelve o’clock. 

S: Very good. When would you want me to come, three o'clock? 

HM Jr: Three o’clock. 

S: Very good. 

HM Jr: Thank you. 

S: Thank you very much for calling me. 

HM Jr: Thank you. 

[Staff meeting resumed. ] 

H.M. Jr: Now, if you (Miss Chauncey) will write a letter to Dr. 
Soong, and one to the Russian Ambassador, and one to Phillips. It 
ought to be done fairly promptly in each case. 

“Gentlemen : I am enclosing herewith for your confidential informa- 
tion a copy of the resolution which will be introduced at twelve o’clock 
by the Speaker of the House.” 

Mr. White: The form may change. They haven’t definitely decided 
on the form. 

H.M. Jr: Well, they have asked for a copy. 

Mr. Bell: “A copy of the resolution covering the loan to China.” 

H.M. Jr: How does it read ? 

Miss Chauncey: “I am enclosing herewith for your confidential in- 
formation a copy of a resolution covering a loan to China which will 
be introduced at twelve o'clock” 

Mr. Foley: “In substantially this form.” 

Miss Chauncey: “Which will be introduced in substantially this 
form at twelve o’clock today by the Speaker of the House.” 

H.M. Jr: “Will be introduced by the Speaker” ? 

Mr. Foley: No, he will have whoever is chairman of the committee 
that they select do it. It will probably be introduced by Sol Bloom. 

H.M. Jr: Well, “will be introduced” 

Mr. Foley: “Laid before the House today by the Speaker in substan- 
tially this form.” i 

H.M. Jr: That is right. How have you got it there? e 

Miss Chauncey: “I am enclosing herewith for your confidential in- 
formation a copy of a resolution which will be laid before the House 
today in substantially this form”. 

Mr. Foley: “By the Speaker.” 

Mr. White: You left out a phrase there. 

Miss Chauncey: “Covering loan to China”? 

Mr. White: That is right. 
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H.M. Jr: Now how have you got it? 

Miss Chauncey: “I am enclosing herewith for your confidential in- 
formation a copy of a resolution covering a loan to China, which will 
be laid before the House today in substantially this form by the 
Speaker.” 

H.M. Jr: O.K., get it under way so it will get to them before twelve. 

Mr. Foley: “Laid before the House by the Speaker at noon today in 
substantially this form.” 

H.M. Jr: What did you say, Ed? You keep changing it every two 
minutes, 

Mr. Foley: She had the Speaker in the wrong place, Mr. Secretary. 

H.M. Jr: I mean, you fellows—if you are going to get it there at 
twelve o’clock, you have got to do these things. I mean, I can’t work 
this way. 

Mr. Foley: Allright. 

H.M. Jr: I mean, if you are going to change it, we might as well not 
send it. I mean, I am under—I worked right straight through Satur- 
day and Sunday. 

Mr. White: Has Hull been notified ? 

(Miss Chauncey left the conference.) a 

H.M. Jr: Let the great Jesse do that. Iam not going to be worried 
about it. Would you, Dan? 

Mr. Bell: Well 

Mr. White: Not necessarily. It is your ball from now on. 

Mr. Bell: You are sort of carrying the ball. Do you want me to 
do it? 

H.M. Jr: No,no. You mean Hull? p . 

Mr. Bell: You are sort of going to carry the ball. Jesse might think 
he was butting in. Ey. 

Mr. White: The way the bill is drafted, it is really your ball. 

H.M. Jr: Well, I can do that. 


(The Secretary held a telephone conversation with Ambassador 


Litvinov, as follows:) F 2. 1942 
EBRUARY . 
10:58 a.m. 


HM Jr: Hello. 

Operator: Go ahead. 

HM Jr: Hello. 

Ambassador Litvinov: Yes. 

HM Jr: Mr. Ambassador. 

L: How are you, Mr. Secretary. 

HM Jr:: That’s right. 

L: Good morning. 

HM Jr: Good morning. e 

L: 1 thought you'd like to know this in confidence, that at twelve 
o'clock we're having introduced in the House of Congress, a request 
for a loan to China for five hundred million dollars. 

L: I have had no reply to my cable. 

HM Jr: What's that? 

L: I’ve had no reply to my cable. 

HM Jr: You have not? 

L: None as yet. 

HM Jr: Well —— 

L: It was embarrassing. 
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HM Jr: I see. Well, we've decided to go ahead with it. 

L: Uh huh. 

HM Jr: And I’m sending you by hand a copy of the resolution. 

L: Yes. Thank you very much, Mr. Secretary. 

HM Jr: But we're not—1t'11 not be given out to the newspapers until 
twelve o’clock. 

L: Uh huh. That's half of what they asked for. 

HM Jr: No, that's all they asked us for. 

L: Why I thought they asked you for a billion dollars. 

HM Jr: Yes. Half from us, and half from the English. 

L: Oh, I see. 

HM Jr: The English will make their own announcement from 
London. 

L: Uh huh. 

HM Jr: They’re going to do something also. 

L: Uh huh. 

HM Jr: Yes. 

E: o very much. 

HM Jr: You’re welcome. 

L: I will give you a copy of the reply from my government when 
I receive it. 

HM Jr: Well, if you get it, I’d like to see it. 

L: Yes. 

HM Jr: If you get a reply, I’d like to see it. 

L: All right. 

HM Jr: Thank you. 

L: Thank you, Mr. Secretary. 

HM Jr: Thank you. 

(Mrs. McHugh entered the conference.) 

H.M. Jr: You (Mrs. McHugh) write a letter to Mr. Hull and Jesse 
Jones—— 


(The Secretary held a telephone conversation with Mr. Cordell Hull, 
as follows :) 

FEBRUARY 2, 1842. 
11 :00 a.m. 

HM Jr: Hello. 

Secretary Hull: Hello, Henry. 

HM Jr: Cordell, has Jesse called you to let you know what hap- 
pened on the Hill? 

H: No. 

HM Jr: Well, we’ve just come back, and they received us very 
well and the Speaker’s arranging to have the resolution introduced 
at noon today. 

H: Ob, that’s fine. 

HM Jr: And he doesn’t think he’s going to have any trouble. 

H: He oughtn’t to. Í 

HM Jr: Charlie McNary said he was for it. Joe Martin wasn’t 
there. They had somebody else—— 

H: Who? à ; 

HM Jr: A man by the name of Mischner or Mishner. 

H: Oh, Michener of Michigan. j ; 

HM Jr: And he kept talking all the time about something that 
Dean Acheson had said about scrap iron, or—I don’t know. I couldn't 
make head or tail out of it. 
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H: Well, he’s a little, narrow, city politician, you know. 

HM Jr: Well, he talked that way. 

H: Yeah. 

_ HM Jr: But he said he’d go along, but he kept talking were we go- 
ing to do for China what we've done for Japan. I couldn't make head 
or tail of it. 

Fl: Oh, a little cheap political stuff. You see, here’s something, 
Henry, that bears a little fruit. Back all last spring when I was be- 
ing urged to—over there—to freeze everything in Japan: 

HM Jr: Yeah. a 

H: she had twice the fighting naval strength in the Pacific 
that we had under our plan to take half of it out—— 

HM Jr: Yeah. 

H: to help Britain, and we had information—very reliable—in 
January—that Hitler would attack Russia in June. 

HM Jr: Yeah. 

H: And I told the Russians that and got nothing but a cussing out. 

HM Jr: Isee. 

H: And now if we had gone in there with what in those circum- 
stances would have been an aggravated act of war 

HM Jr: Yeah. 

H: with Japan’s finger on the trigger of her navy and Ger- 
many ordering her to go forward and all her war leaders urging her 
to go forward, why we could awful easily have gotten hooked there 
in her fight—— 

UAM Jr: Yeah. 

H: last spring. 

HM Jr: Yes. 

H: That would have meant that Hitler wouldn't have even remotely 
thought about attacking Russia in the summer. 

HM Jr: Isee. 

H: Now that was—nobody knows that, but that’s a tremendous 
factor in all those difficult evolutions that we had to—that the Presi- 
dent and [had to go through with 

HM Jr: Isee. 

H: in handling that thing. And that is why we're so far 
above these smarter things, you know, that of course, we can’t go 
out and make it very public yet. 

HM Jr: Yes. 

H: But I just—in a private meeting, you could let the fellows 
see the breadth of the matter. 

HM Jr: Well, I think that that’s something that you could do 
much better than I can, because they’ll undoubtedly expect you to 
testify. 

H: Yeah. 

HM Jr: You did a swell job on that other—the time we went up 
on the fifty million dollars for China. 

H: Well, that's no sign of what a fellow would do later, but—— 

HM Jr: Well, it’ 

H: Anyhow, I’m trying to get rid of the grippe and cold and a lot 
of other things at the same time, and as soon as I can function why 
T'11 be delighted to go anywhere. 

HM Jr: Well, I think it would be most important for them to hear 
from you, because they'll expect it. Are you home now? 
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JI: No, I ran down here this morning. 

HM Jr: Well, take care of yourself. The thing is going along—— 

H: But I’m going home this afternoon. 

HM Jr: Yeah. Well, take care of yourself. 

H: Anyhow, Ill keep in touch with you. 

HM Jr: And Pll do the same. 

H: Yeah. 

HM Jr: Thank you. 

[Staff Conference resumed. ] 

H.M. Jr: Itis really pitiful. 

Mr. White: I couldn’t understand him. 

H.M. Jr: You couldn't hear him? 

Mr. White: I heard him, but I—it didn’t make continuity. 

Mr. Foley: He was trying to make some justification for what they 
had done to Japan, why they sent oil and scrap. 

H.M. Jr: What he was trying to say was that if we had tightened 
up on Japan, then Germany would never have attacked Russia. 

Mr. Foley: That is it. 

H.M. Jr: That is a new one. 

Mr. White: He is still in the same frame of mind, justifying his—— 

Mr. Foley: Justifying everything he did. 

Mr. White: The thing that is uppermost 

H.M. Jr: When I said scrap iron, he said—at least that is what I 
gathered. 

Mr. Foley: That is right. 

H.M. Jr: That is what he was trying to do. If he had tightened 
up then Japan would have attacked us and Germany never would 
have attacked Russia. 

Mr. White: It is a fairy story, to me. 

H.M. Jr: What? 

Mr. White: It sounds like a fairy story to me. 

H.M. Jr: It is a new one to me. This is a letter to Mr. Hull, Mr. 
Stimson, Mr. Knox, and Mr. Jones. In each case, “I am enclosing 
herewith”—well, to Mr. Hull it will be, “I am enclosing herewith a 
photostat of Mr. Stimson’s and Mr. Knox’s letter to the President for 
your records,” you see, and then to Stimson you can give him Hull’s 
and Knox’s letter, and to Knox you will give him Stimson’s and 
Hull’s letter, and to Jesse Jones, you give all three. 

Mr. Bell: Have they got the President’s letter? 

Mr. White: Stimson returned it. We will want to enclose it. I 
don’t think he has a copy. i 

H.M. Jr: Then why not give them in each case a copy of the Presi- 
dent’s letter? What? g 

Mr. White: And doesn’t the President have to have the original? 
They are to him. 

H.M. Jr: We will see about the President. We will take care of 
him later on. We will hang on to those for the time being. And I 
think I would send a complete set to the Director of the Budget, and 
also the President’s letter to the Vice-President on this Chinese mat- 
ter, vou see. oe e 

Mr. White: Is it necessary to mention in any of the letters the con- 
fidential nature of the letters, other than the President’s letter? 
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H.M. Jr: No. Now, that supplies the Director of the Budget. 
Anybody else around town? Do you think we ought to send a set 
over to Steve Early? 

Mr. Bell: Well, I don’t know. You are not going to ask him to 
comment on it for the present ? 

H.M. Jr: No. I think maybe we had better not. 

Mr. White: He might release them. Has he got the President’s 
nes and a copy of the resolution, if you expect him to release some- 

ung? 

H.M. Jr: Oh, he isnt going to release anything, Harry. I just 
wanted to tell him what is going to happen so he doesn’t say, “Well, 
why don’t somebody tell me about this?” 

Mr. Foley: I think it is enough just to tell him. 

H.M. Jr: Now 

Mr. Bell: 1 think 1 would say in the letter to the Director of the 
Budget, “The letter from the Secretaries of War and Navy are, of 
course, confidential.” 

Mr. White: And State. 

Mr. Bell: Was that true? I didn’t see the Secretary of State’s 
etter. 

Mr. White: I didn’t either, but if it isn’t that kind of a letter: 

H.M. Jr: Why not say to each one in turn, “Of course these letters 
are confidential?” What harm can it do. 

Mr. Bell: That certainly would be better protection. 

H.M. Jr: Why not say, “I am sending you these for your con- 
fidential information?” 

Mr. Bell: Yes, that is right. 3 

H.M. Jr: I want to get rid of all of this stuf: These are various 
drafts. Here is one for you, Harry. 


(The Secretary held a telephone conversation with Mr. Stephen 
Early as follows:) 
Fepnruary 2, 1942. 
11:05 a.m. 
HM Jr: Hello. real ‘ 
Operator: Mr. Early has a newspaper man with him, and he’d like to 
wait until he leaves. 
HM Jr: Well, tell him not too long. 
Operator: All right. 
HM Jr: Not too long. 
Operator: All right, Dll tell him. 
FEBRUARY 2, 1942. 
11:09 a.m. 
HM Jr: Hello. 
Operator: Mr. Early. 
HM Jr: Hello. 
Stephen J. Early: Yes, Henry. How are you? 
HM Jr:Fine. How are you? 
E: All right, sir. i 
HM Jr: On the chance that you may not know what I’m going to 
tell you, I thought I’d better call you up; and if you do know, why just 
tell me so. 
E: Yes. ; 
HM Jr: Saturday noon the President—Jones and I went over to see 
the President because Hull was sick. 
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E: Yes, I know of that meeting. 
HM Jr: And the President signed letters to the Vice-President 
and the Speaker asking for five hundred million dollars for China. 
E: Uh huh. 
HM Jr: Now, Jesse and I and my boys went up, and we had a meet- 
ing there at which Barkley was present and Charlie McNary: 
E: Uh huh. 
HM Jr: 
E: Uh huh. 
HM Jr: A fellow from Michigan, Michener. 
E: Yos. That's right. 
HM Jr: And they all agreed that they’d go ahead, and the Speaker’s 
having it introduced at noon. 
E: Uh huh. 
HM Jr: And he's going to introduce—release at that time the Presi- 
dent's letter, to him. 
E: Good. 
HM Jr: See? 
E: Good. 
HM Jr: Now, is that all right? 
E : Yes, perfect. And thanks a lot for telling me. 
HM Jr: Anything—any loopholes there? 
E: No, it’s quite all right. That's all right. You saved my face 
by telling me, though. 
HM Jr: Well, you can do that to me. 
E: Yeah. Well, I will. 
HM Jr: All right. It’s easier for you to do it. 
E: (Laughs.) 
HM Jr: Now, one other thing while 1 have you. The Vice-Presi- 
dent showed me the letter from you to Cabinet and heads of depart- 


and somebody pinch-hitting for Joe Martin. 


about 

E: About the speeches. 

HM Jr: Yeah, fine. And somebody up there said, “Well, this 
doesn’t include Marriner Eccles.” 

E : Well, by God, he doesn’t make a speech, does he? 

HM Jr: He makes one once a week. 

E: He does? 

HM Jr: Yeah. Some of them are terrible. 

E: Well, Pl just send him one. 

HM Jr: Would you do that ? 

E: Sure. 

HM Jr: It would make my life sweeter. 

E: Sure. Well, yes, Henry, I'll send him one; because I didn’t 
put him on the list because he heads up a more or less independent 
shop up there in Federal Reserve. 

HM Jr: Well, his—some of his speeches cut across the President 
and me more than any others. b 

E: Well, PM put him right on. Hell get it today. 

HM Jr: Wonderful. 

E: Right, sir. 

HM Jr: Thank you. 

E: Now, Henry. 
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HM Jr: Yeah. 

E: This isa loan, is it? 

HM Jr: Yeah, this isa loan. 

E: Well. 

_ HM Jr: And they're going to give it to the press—rather, release 
it—however they do that on the Hill—at noon. 

E: Yeah. The Speaker’ll handle it. 

HM Jr: Yeah. 

E: Allright. Thank you very much 

HM Jr: Thank you. 

E : Good-bye. 

[Staff conference resumed.] 

H.M. Jr: Now, any suggestions? 

Mr. White: I have one comment. I think this sentence is—only 
the British Government would dare do this. “The United States part 
of the credit would no doubt be made subject to similar conditions.” 
They are setting conditions for the loan that we are making without 
discussing it with us. If we could only utilize the brass that they 
have in some of our industry, I think there wouldn’t be any shortage. 

H.M. Jr: Anything else? 

Mr. White: No, everything is taken care of. 

H.M. Jr: Ed, any suggestions? 

Mr. Foley: No. 

H.M. Jr: Dan? 

Mr. Bell: No, sir. 

Mr. White: With your permission, I will just keep Berle informed. 
Isaid I would. 

H.M. Jr: I think that would be good. If you don’t mind, I would 
like to call up Berle and thank him for getting after Jones. 

Mr. White: It would be very nice. I don’t know whether he did, 
but it would be very nice. He would appreciate it, since he is in the 
doghouse. 

Mr. Foley: Ishe in the doghouse ? 

Mr. White: Well, sort of. 

H.M. Jr: He is, as far as Harry is concerned, because I have always 
treated him beautifully. 

(Mrs. McHugh left the conference.) 

Mr. White: Is it your thought—I imagine it is—that you want a 
prepared statement, as in the past? 

H.M. Jr: That is right. 

Mr. White: Herbert Feis expressed himself—I don’t know who he 
was talking for—he said they very much do not want this matter to 
come before the Foreign Relations Committee of the Senate. 

H.M. Jr: Well, that is very nice of Herbert Feis. Now, I think 
that when T. V. Soong comes in this afternoon that we ask him for 
suggestions. I think that is a good plan. We will say, “Now, Mr. 
Soong, what ideas have you got?” 

Mr. White: Or what ideas has his Government got, and that will 
give him a chance to get them, and so on. 

(Miss Chauncey entered the conference. ) 

H.M. Jr: That letter to Soong is all right. (Laughter) What are 
you laughing at? ; 

Mr. Foley: She has got the Speaker in the right place. 
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H.M. Jr: They wouldn’t know the difference. You had better send 
these by three different messengers, so that they will get it. 

Miss Chauncey: All right. 

H.M. Jr: Thank you very much. 

(Miss Chauncey left the conference.) 

H.M. Jr: No, I think that the thing is to ask him—don’t you— 
ask him that—you know 

Mr. Bell: If he has some ideas ? 

Mr. White: Maybe before the bill passes it might be better to merely 
tell them to be thinking about it. In case the bill does pass we will 
want to go into the matter very carefully. Otherwise, you are almost 
committing yourself before it passes. I suppose it will pass, but he 
might talk in such terms with his own Government as to make them 
assume it is already passed. 

H.M. Jr: No, I want to say, “How are you going to use this?” and 
all the rest. 

Mr. Bell: I think he ought to say it before the Secretary appears 
before the committee, and he hasn’t got time, I don’t believe, to get 
word back from China. 

Mr. White: Well, he can submit a tentative memorandum. 

H.M. Jr: Did I give each of you a copy of Sir Frederick Phillips’? 

Mr. Foley: Yes. 

H.M. Jr: Well now, Dan, the other thing is this. As soon as we get 
out of this for air, then I want to start with you men on the so-called 
Lend-Lease in reverse, but we will clean this up first, you see. Then 
we will do Lend-Lease in reverse. 

Mr. Bell: I got your memorandum on that thing. You asked how 
are we buying sterling. Well, the dollars I am putting over there is 
buying the sterling. That is the way that is working. 

H.M. Jr: Did you get my memorandum that Viner suggested Hardy 
as an addition to George Haas’s staff ? 

Mr. Bell: Recently ? 

H.M. Jr: Friday or Saturday. 

Mr. Bell: I haven? seen it this morning. 

H.M. Jr: Have you got any opinion on Hardy ? 

Mr. Bell: No, I haven’t at all. 

H.M. Jr: Do you know him? 

Mr. Bell: I don’t know him. I met him, but I don’t know any- 
thing about him. Jake brought him here, you remember, for that 
banking study, and I haven’t very much use for Brookings, but he 
says he doesn’t agree with the Brookings crowd at all. 

Mr. White: He has been there nine years. 

Mr. Bell: He says he doesn’t agree with the crowd over there. 

H.M. Jr: What do you think, Harry ? 

Mr. White: I think he is a second-rater. I don’t know. If George 
wants him—he is a whole lot better than a lot of other men around 
town, but I am sure he can also get a better man, and his connections 
with Brookings, I think, are something to be avoided here. 

Mr. Bell: They never give up their connections. They are always 
utilizing Brookings as a sort of extra governmental agency to put out 

things as though they are speaking for the Government. They have 
a lot of prestige. I think it is unfortunate to have them have a chan- 


nel there. 
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(The Secretary held a telephone conversation with Mr. Berle as 
follows:) 
Fenruary 2, 1942. 


11:19 a.m. 
HM Jr: Hello. 


Adolf A. Berle: Hello, Mr. Secretary. 

HM Jr: Hello. 

B: I think we're all set, unless something's happened that I don’t 
know about. 

HM Jr: Well, we just came back down off the Hill. I don't know if 
anybody’s told you that. 

B: No, sir. They haven't. 

E Well, Jones and I and my own people were on the Hill. 

: Yes, 

HM Jr: And we met with the Vice-President and the Speaker and 
Charlie McNary and Barkley and somebody substituting for Joe Mar- 
tin, and it's all right. 

B: Fine. 

HM Jr: And they’re going to introduce it at noon, and I just 
wanted to thank you, for I gather that you must have gotten after 
Jesse Jones. 

B: I did. 

HM Jr: Well, I wanted to thank you for the help on that. 

B: Not at all, sir. Thank you for your help. I’m very glad. I’m 
sorry the earlier idea which you worked out didn’t worry you. Let 
me say now 1 was worried a little fearing that you thought that we’d 
been unfriendly to the idea. We were skeptical as to whether the 
Generalissimo would be, but if it worked we were very happy about 


it. 

HM Jr: Wel, it— ; 

B: We rather wondered whether he’d like it, but—in fact, Stanley 
Hornbeck thought he probably wouldn’t, and as you know he didn’t; 
but as far as we’re concerned, if it could have been worked out that 
way, we're all happy. ] , Aaa 

HM Jr: Well, two other men liked it enthusiastically by the name 
of Roosevelt and Churchill; but the Generalissimo didn’t, and it’s to 
please him, so that’s that. pII TD , 

B: So that’s that. Well, I suppose it is a little bit funny to have a 
foreign government acting as paymaster for your Army in a foreign 
currency. I suppose if the situation were reversed we might feel funny 
about it. However, that’s his business and not ours and the political 
result is the main thing. i f 

HM Jr: Well, anyway they liked it on the Hill, and I just wanted 
to thank you for what I felt that you had done with Jones. 

B: Well, we have done that, and I’m infinitely obliged to you for 
your help in a matter that I think is of great interest to all of us. 

HM Jr: Righto. 

B: Thank you, sir. 

HM Jr: Good-bye. 

[Staff Conference resumed. ] ) 

H.M. Jr: They told me the same thing about Stanley Hornbeck. 
You see, the thing that I told Berle, I said, “Now, listen, Berle, no 
cables go out of the State Department to prejudice the Chinese against 
this suggestion.” That is what bit him, you see. 
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Mr. Bell: None went? 

H.M. Jr: What would you think from that conversation? I would 
say, “No.” 

Mr. Bell: I would think not, because you sent somebody over to 
look over the cables, didn’t you? 

H.M. Jr: No, that was with Harry. I wanted to make sure they 
didn’t send something down on that so-called “Morgenthau dollar.” 
I wanted to make sure there wasn’t going to be something going 
down there which we weren’t sure about, because liarry and I were 
out on the same limb together. 

Mr. White: There was no dollar on that limb. It was only an Inter- 
national Stabilization Fund. 

H.M. Jr: Well, but the stories which came out, the poking of fun; 
and one fellow, you know, wrote it that Mr. Hull debunked the 
thing, and there is nobody who can debunk a thing better than Mr. 
Hull, which made me believe that he had given an off-the-record state- 
ment of it, you see, because you (Bell) told me that Hull said he had 
never heard of it, so I just wanted to know whether, without my know- 
ing it, somebody had sent a cable down there to try to torpedo this 
suggestion, and I wanted to besure. 

Mr. Bell: They had not? 

H.M. Jr: I will be terribly honest. When Harry was to come back 
I got a slip back and I never looked at it. I was afraid when he 
wasn't coming back—wait a minute and let me see. I never looked 
at the duplicates. Rio cables, here they are. 

Mr. White: You never saw the cables? 

ELM. Jr: I was worried, you see, and when you came back I quit 
fussing and I asked for a complete set of cables. I never—but I 
mean, when I heard you weren’t coming back I didn’t know what was 
going on, when we got that cable, and I wanted to see whether there 
was something going on that I didn’t know about. Then when I got 
word that you were coming back, I never bothered to open them. 

Well, this has been a little faster than I enjoy it, but I guess it is 
necessary. 

Mr. White: I suppose you will know sometime today when the 
Committee is going to appear so that we will know 

Mr. Foley: I will follow up on that and keep you advised. 

H.M. Jr: If you three gentlemen will come in at three o’clock, and 
I will tell Viner to come in too. 

Mr. White: Of course, going back to the question of Hardy, if 
George Haas wants him I think he ought to be able to get anybody he 
wants. 

H.M. Jr: I talked to everybody except Haas. I sent him the memo. 
No, I mean I wanted to get everybody’s reaction before I talked to 
him. I think it is important. I don’t know whether George wants 
him or not. But you people question him? e > 

Mr. Bell: Viner came to me and said it would be a good thing if 
we got Hardy in on this meeting we are going to have this week to 
discuss the gap which George is working on, and 

Mr. White: There are at least ten men around town that know 


more than he does. s i 
Mr. Bell: We have got a committee of about twelve or fourteen, 


and I think that is enough. 


~omme oer A 
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H.M. Jr: Well, let me give you the suggestion so that you know 
where I was working from, I asked Viner if he could give me the 
name of somebody who was outstanding in American universities 
on Government finance, and I wanted a man who would approach him 
as geod as Viner in his field, and the name he came back with was 

ardy. 

Mr. White: Well, maybe Jack knows him better than I do. 

H.M. Jr: I just want to give you the history on this thing. Let 
me finish, just one second. Somebody who would sit back like Viner 
does in a consultant capacity without any administrative responsi- 
bility and only on Government finance, who would be one of the 
recognized outstanding men in Government finance, A man like 
Viner that we call in, no administrative responsibilities. I thought 
we could use a man like that you see. 

What? 

Mr. White: Well, if you ask a dozen others and if any of them 
mention Hardy, I wil] buy you a fall hat. 

Mr. Bell: Just from what I know of him, I don’t know very much 
and I am probably doing him an injustice, I wouldn’t choose him. 

H.M. Jr: In fairness to myself, that is what I asked for. 

Mr. Bell: Harry, do you know this fellow at Columbia? Nador? 
N-a-d-o-r, is it ? 

Mr. White: There is a fellow under Mitchell who is very brilliant 
and able if you can get him. I know I have tried to get him, and he 
won'tcome. Wecouldn’t offer him enough. 

Mr. Bell: What is his name? 

Mr. White: There are several others with the same name around 
town. He has always worked under Mitchell, but if you want to get 
somebody, Wesley Mitchell is of that character. 

Mr. Bell: This fellow Nador—I think it is N-a-d-e-r or something 
like that. He has got a pretty good reputation. 

H.M. Jr: I don’t want Wesley Mitchell. 

Mr. White: But this fellow—his field is business cycles. It is just 
this thing. He has done more writing, but he is an older man and 
doesn’t want to come down. 

H.M. Jr: Idon’t want that. 

Mr. White: But he hasa man under him. 

H.M. Jr. I don’t want him. That isn’t what I want. 

Mr. Bell: This fellow teaches finance at Columbia, and he issues 
bulletins, and I think sells his services. 

Mr. White: But public finance—oh, yes, I know. You are think- 
ing of a man on international finance. It does begin with an “N.” 
It may be Nader, but I didn’t think so. But this is not the sort of 
thing the Secretary is talking about, I don’t think. This thing that 
you are talking about, Mr. Secretary, is consumption, national income 
andsoon. There are men outstanding in just that field. 

H.M. Jr: No, that is nop—— 

Mr. White: Public finance is not that field. 

H.M. Jr: That isn’t what Iam talking about. 

Mr. White: But public finance is taxation and raising bonds. That 
is why it is called finance. 

H.M. Jr: That isn’t what I want. What I want is somebody who 
will be studying sources from which we can borrow. 

Mr. White: Well, that is income, national income, consumption 
studies and things of that character which—I will submit to you a 
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list of a half dozen names of the leading men. There aren’t many 
left. in the universities on it. 

H.M. Jr: Do you know anybody? 

Mr. Bell: Thisone man I just happened to think of. 

H.M. Jr: You suggest some. 

Mr. White: I will suggest some. 

Mr. Bell: I am not so sure you haven’t got most of them in the 
Government service. 

Mr. White: With the exception of one or two, I think they are all 
here. There aren’t many good outstanding economists in that field. 

Mr. Bell: And they all differ. They never get together on their 
subjects. 


(The Secretary held a telephone conversation with Mr. Rayburn 
as follows:) 

Fesruary 2, 1942. 
11:29 a.m. 

HM Jr: Hello. 

Speaker Rayburn: Henry. 

HM Jr: Yes, Sam. 

R: Sol's in the office, and he’ll introduce this bill at noon. 

HM Jr: Yes. 

R: Pll release a copy of it, and the President's letter: 

HM Jr: Yeah. 

R: and now who do you—he wants a hearing—we want a 
hearing at ten o’clock in the morning, whatever hearing we’re going 
to have. 

HM Jr: Yeah. 

R: I guess we'll leave it up to you. Would the Secretary of State 
want to come? 

HM Jr: Well, I think he should. 

R: Well, Pd better call him, then. 

HM Jr: I think—he’s going to tell you he’s got a cold and all that, 
but he’s in his office now because I just talked to him, and I think it’s 
very important that he come. 

R: Well, now, you bring whoever you want to and come up at ten. 

HM Jr: Dd like Stimson to come, too, because Stimson feels very 
strongly on this. 

R: And it'll be an executive session. 

HM Jr: I see. Well, if you could have Hull, would you call Hull 
and Stimson ? 

R: Yeah. 

HM Jr: What? 

R: Yeah. 

HM Jr: Hull and Stimson, I think, would give you the best— 

T’ll be there, too. 
A: Allright, Henry. 
HM Jr: At ten o’clock tomorrow. ; 
R: At ten o’clock in the morning in Sol’s committee room. 
HM Jr: Well, that’s moving. 
R: Fine. Why we're going to try to pass it Wednesday. 
JIM Jr: Yowre going to pass it Wednesday? 
R: Try to. 
HM Jr: Did you make any changes? 
R: No. 
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HM Jr: No. 
0 R: No. I could make it an authorization instead of an appropria- 
ion. 

HM Jr: Well, so we understand each other—you’ll call Hull and 
Stimson. 

R: That’s right. 

HM Jr: And II appear there myself at ten o’clock. 

R: Fine, Henry. 

HM Jr: Before Sol Bloom in executive session. 

R: That’s right. 

HM Jr: Righto. 

R: All right. 

[Staff conference resumed. ] 

H.M. Jr: Well, I don’t mind being a little crotchety with you fel- 
lows, if you don’t mind, as long as I get the things done. 

Mr. White: Why shouldn’t they get Knox as long as you are getting 
them all ? 

H.M. Jr: I don’t know how Knox feels on this thing. 

Mr. Foley : He is away, isn’t he? 

H.M. Jr: I don’t know, but listen—oh, gee, I didn’t say Jesse Jones, 
did I? Stimson feels this thing very stiff. How about Bill Donovan? 
He has feelings on this thing. 

Mr. Foley: Well, he and Hull don’t get along very well. 

H.M. Jr: That is right. I think if you have Hull, Stimson, and 
myself, and Jesse. 

Now, when can I see this prepared statement, because I haven’t got 
a hell of a lot of time? 

Mr. White: This afternoon. 

Mr. Foley : Four o’clock. 

H.M. Jr: I have got press at four. 

Mr. Bell: Four-thirty. 

Mr. Foley : After press. 

Mr. White: Three o’clock ? 

Mr. Foley: T. V. Soong is coming in at three. 

H.M. Jr: Soong won’t take more than fifteen minutes. We will do 
it right after that. 

Mr. White: Soong won't have many ideas, and he won't want to give 
anything definite, so I don’t think he will take long. 

H.M. Jr: He never takes long. Supposing we continue right after 
that. 

Mr. Bell: Can you prepare something in an hour and a half, Harry? 
I think it won't be very long. 

H.M. Jr: Harry, get Viner to help you. 

Mr. White: Mr. Secretary, anything at all that is ever in Mr. Viner’s 
field, I always ask him to help me. Iam always glad of his help. 

H.M. Jr: Well, that hasn't always been so. 

Mr. White: That has always been true except where we have—ques- 
tions where I know we are opposed on domestic policy and in which I 
didn’t think it would be a help but a hindrance, as far as I was con- 
cerned, but on foreign policy. 

H.M. Jr: Well 

Mr. White: Or monetary matters. 

Mr. Bell: It is always better to have Jake in after something is 
prepared, because he will argue for two hours before he gets started. 
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Mr. White: He is helpful, and I am always glad to have him. 

Mr. Bell: It is very helpful to get his criticisms on documents that 
have been prepared. 

Mr. White: But again, thinking of somebody for Haas’ division, 
you know, Viner is in a little different position than he would be if 
Haas had somebody in his division. There are men who might come 
in the same capacity as Viner, but who might or might not come 
in a 

H.M. Jr: Well, the man I had in mind would be in the same rela- 
tion to the rest of us as Viner is. 

Now, if you ask me who is Viner responsible to, I don’t know. He 
has never raised the question. He is here to help all of us. 

Mr. Bell: Well, he is responsible to you, but we all use him. 

H.M. Jr: Including Harry. 

Mr. White: Very definitely, and Iam very glad to. 

Mr. Bell: He really sits in on most of our conferences. 

Mr. Foley: He has been in on all this China thing. 

Mr. White: Whenever he is in the Treasury he is always in. 

Mr. Foley: He was in Harry’s office on all of this. 

H.M. Jr: I believe Harry. I don’t know why Harry is suddenly 
sensitive on that one. 

Mr. White: Because three times in the last week, you have reminded 
me to get him in. I always do. I didn’t know whether that was an 
indication that you think I don’t. 

H.M. Jr: Well, sometime when we are alone I will tell you why. 

Mr. White: O.K. I will try to give you some names of those that 
I hear about and I will ask other men about Hardy. Maybe I have got 
a peculiar notion about him. 

H.M. Jr: Well, you men needn’t wait. I will just tell Harry now 
and get it off my chest. That is all. 


(Book 491, pp. 74-77) 
FEBRUARY 2, 1942. 


Dear Dr. Soone: I am enclosing herewith, for your confidential in- 
formation, copy of a resolution, covering loan to China, which will be 
laid before the House today by the Speaker, in substantially this form, 

Yours sincerely, 


Dr. T. V. Soone, 
1601 V Street, 
Washington, D.C. 


(Signed) H. MorcENTHAD, Jr. 


FEBRUARY 2, 1942. 
My Dear Sm Frepnertcx: I am enclosing herewith, for your con- 
fidential information, copy of a resolution, covering loan to China, 
which will be laid before the House today by the Speaker, in sub- 
stantially this form. 
Yours sincerely, 
(Signed) H. Morcentuav, Jr. 
Sir Freprrtcx PHILLIPS, 
The British Embassy, 


Vashington, D.C. 
e Gtantwritten notation: “Delivered to Rm 909, Willard Hotel”.) 
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FEBRUARY 2, 1942. 
My Dear Mr. AmBassanor: I am enclosing herewith, for your con- 
fidential information, copy of a resolution, covering loan to China, 
which will be laid before the House today by the Speaker, in substan- 
tially this form. 
Yours sincerely, 
(Signed) H. MorcENTHAD, Jr. 
His Excellency, The AMBASSADOR or THE UNION or SOVIET SOCIALIST 
REPUBLICS. 


JOINT RESOLUTION To authorize the President of the United States to render 
financial aid to China, and for other purposes. 


Whereas China has for more than four years valiantly resisted the 
forces of Japanese aggression; and 

Whereas financial and economic aid to China will increase her abil- 
ity to oppose the forces of aggression; and 

Whereas the defense of China is of the greatest possible importance: 
Therefore be it 

Resolved by the Senate and House of Representatives of the United 
States in Congress assembled, That the Secretary of the Treasury with 
the approval of the President is hereby authorized, on behalf of the 
United States, to loan or extend credit or give other financial aid to 
China in an amount not to exceed in the aggregate $500,000,000 at such 
time or times and upon such terms and conditions as the Secretary of 
the Treasury with the approval of the President shall deem in the 
interest of the United States. 

Src. 2. The authority herein granted shall be in addition to any 
other authority provided by law. $ 

Src. 3. There is hereby appropriated out of any money in the Treas- 
ury not otherwise a such sum or sums not to exceed 
$500,000,000 as may be necessary to carry out the provisions of this 
Joint Resolution. d A 

(Suscomurrrer Nore.—A duplicate copy of the above resolution 
appears in the Diary as p. 87.) 


(Book 491, pp. 78-82) 
FEBRUARY 2, 1942. 


My Dear Convex: For your confidential information, I am in- 
closing herewith photostatic copies of the President’s letters to the 
Speaker of the House and the Vice President, and Secretary Knox’s 
and Secretary Stimson’s letters to the President, in connection with 
the Chinese loan. 

Sincerely yours, : 
(Signed) Henry. 
Honorable Cornett HULL, 
The Secretary of State. 
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FEBRUARY 2, 1942. 
My Dear Henry: For your confidential information, I am inclosing 
herewith photostatic capies of the President’s letters to the Speaker of 
the House and the Vice President, and Secretary Hull’s and Secretary 
Knox’s letters to the President, in connection with the Chinese loan. 


Sincerely yours, 
(Signed) Henry. 
Honorable Henry L. STIMeoN, 
The Secretary of War. 
FEBRUARY 2, 1942. 
My Dear Franr : For your confidential information, I am inclosing 
herewith photostatic copies of the President’s letters to the Speaker of 
the House and the Vice President, and Secretary Hull’s and Secretary 
Stimson’s letters to the President, in connection with the Chinese loan. 


Sincerely yours, 
(Signed) Henry. 
Honorable Frank Knox, 
Secretary of the Navy. 
FEBRUARY 2, 1942. 
My Dear Jesse: For your confidential information, I am inclosing 
herewith photostatic copies of the President’s letters to the Speaker 
of the House and the Vice President, and letters from Secretaries 
Hull, Stimson and Knox to the President, in connection with the 
Chinese loan. 
Sincerely yours, 
(Signed) Henry. 
Honorable Jesse Jones, 
The Secretary of Commerce. 
FEBRUARY 2, 1942. 
My Dear Haro: For your confidential information, I am inclos- 
ing herewith photostatic copies of the President's letters to the 
Speaker of the House and the Vice President, and letters from 
Secretaries Hull, Stimson and Knox to the President, in connection 
with the Chinese loan. 
Sincerely yours, 
(Signed) H. MorceNnTHAD, Jr. 
Honorable HaroLD SMITH, 
Director of the Budget. 


(Book 491, pp. 83-90) 


FEBRUARY 2, 1942. 
My Drar Mr. Vice Presment: For your confidential information, 
I am inclosing herewith copies of the letters from Secretaries Hull, 
Stimson and Knox to the President, in connection with the Chinese 
loan. __ 
urs 
pees (Signed) Henry. 


The Honorable, The Vice PRESIDENT or THE UNITED STATES. 
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Fepruary 2, 1942. 
My Dear Mr. Sreaxer: For your confidential information, I am in- 
oe herewith copies of the letters from Secretaries Hull, Stimson 
and Knox to the President, in connection with the Chinese loan. 
Sincerely yours, 
(Signed) Henry. 
The Honorable, The SPEAKER or THE House or REPRESENTATIVES. 


Tar Warr House, 
Washington, January 31, 1942. 

My Dear Mr. Speaxer: Responsible officials both of this Govern- 
ent and of the Government of China, have brought to my attention 
the existence of urgent need for the immediate extension to China of 
economic and financial assistance, going beyond in amount and differ- 
ent in form from such aid as Congress has already authorized. I be- 
lieve that such additional assistance would serve to strengthen China’s 
position as regards both her internal economy and her capacity in gen- 
RA to function with great military effectiveness in our common 
efort. 

I urge, therefore, the passage by Congress of appropriate legisla- 
tion to this effect and attach hereto a suggested draft of a joint resolu- 
tion which would accomplish this purpose. 

Sincerely yours, 
FRANKLIN D. RoosEvELT. 


The Honorable, The SPEAKER or THE House or REPRESENTATIVES, 


(Sucomarrree Nore.—A duplicate copy of the above appears 
in the Diary as page 86.) 

THE SECRETARY OF THE Nary, 
Washington, January 31,1942. 

My Dear Mr. Preswent: I refer to the urgent request which this 
Government has received from Generalissimo Guide Kai-shek to help 
him, by financial assistance, to maintain more effectively the morale 
of the Chinese people. Recent military developments in the Pacific 
and difficult economic and financial conditions in China have made 
necessary remedial action of a substantial character. 

The military operations which the armies of China under the Gen- 
eralissimo are carrying on and are naimie to carry on are of ex- 
treme importance to us. It would be very unfortunate if we were 
to overlook any possibility of checking the impairment of China’s 
morale resulting from the growing internal difficulties in China. I am 
convinced that the financial assistance which the Generalissimo has 
requested would make an effective contribution to the maintenance of 
China’s morale and military strength. 

I strongly recommend, therefore, that we should grant the Gener- 
alissimo’s request without delay. 

Faithfully, 
Frank Knox. 
The PRESIDENT, 
The White House. 
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War DEPARTMENT, 
Washington, January 31st, 1942. 


My Dear Mr. Preswent: The confidential information which has 
been coming to me during the past few weeks indicates that the difti- 
cult economic and financial situation within China is impairing her 
military effort. 

Our information indicates further than substantial financial aid 
must be given to China quickly if we are to have assurance that 
recent and prospective military developments will not too seriously 
weaken the morale of the Chinese people. 

Any substantial financial help that can be given to China at this 
time can not but help strengthen her striking power. 

I therefore urge for your consideration that the financial assist- 
ance which I am informed the Generalissimo is requesting be granted 
expeditiously. 

Faithfully, 
Henry L. STIMSON. 
The PRESIDENT, 
The White House. 
DEPARTMENT OF STATE, 
Washington, January 31, 1942. 

Dear Mr. Presment: I refer to Generalissimo Chiang Kai-shek’s 
request for an immediate credit to China of $500,000,000 to assist 
him in China’s prosecution of the war. 

China is now in her fifth year of war against aggression and has 
had to draw very heavily upon her own resources. Certain loans 
have been made to China through the Federal Loan Agency, mostly 
in connection with the purchase of strategic materials. These loans 
have been used to buy supplies in this country, but China now needs 
cash to be used within, or from within, its own borders, and I strongly 
recommend that you ask Congress to authorize loans, or credits, or 
both, to China up to $500,000,000. The brilliant resistance to aggres- 
sion which the Chinese have made and are making, and their con- 
tribution to the common cause, deserve the fullest support we can 
give. 

Sincerely yours, 
Corpett Hut. 
The PRESIDENT, 
The White House. 


(Book 491, pp. 91-94) 
FEBRUARY 2, 1942. 
11:35 a.m. 
HM Jr: Sam, in talking, I forgot. Of course, Jesse Jones. 
Speaker Rayburn: Yes. 
HM Jr: Jesse would like to testify and I’d like to have him testify. 
R: Yeah. All right, fine. 
HM Jr: Thank you. 
FEBRUARY 2, 1942. 
1:16 p.m. 
Operator: Go ahead. 
HM Jr: Hello. 
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Cong. Sol Bloom: Hello, Henry. 

HM Jr: Yes. l 

B: Sol speaking. Say, the Speaker spoke to you about who’s to 
come up here tomorrow ? 

HM Jr: That's right. 

B: Now, who’s going to come up? 

a de r: Well, there should be Mr. Hull, and Mr. Stimson 

: Yes. 

HM Jr: Jesse Jones, and myself. 

B: Fine. Allright. At ten o'clock. 

HM Jr: Ten o’clock. 

B: Yes. 

HM Jr: Yeah. 

B: And you haven’t spoken to anyone else, then ? 

HM Jr: No. 

B: All right. Tll get them all. So then yowd rather have it at 
ten for yourself ? 

HM Jr: Well, if 

B: Dll see what they can do. If you don’t hear from me, I'll tell 
your secretary. If not, if you come up—oh, a few minutes after ten 
or so, and then Pll arrange the other accordingly. 

HM Jr: Now, don’t let Cordell Hull tell you he's sick, see? 

B: Yes. 

HM Jr: Because he’s in his office today. 

B: Yes. 

HM Jr: And he ought to come up. 

B: Well, he can be just as sick up here as he can up there, you 
know. 

HM Jr: That's right. 

B: (Laughs.) Allright. TI get Stimson and Jones, then. 

HM Jr: Right. 

B: Allright, Henry. 


(Copy) 


(Following message telephoned to Mr. White by Mr. Pinsent, Feb- 
ruary 2, 1942, at 2:05 p.m.) 


“His Majesty’s Government are willing to make available under a 
lend-lease arrangement al] munitions and military equipment which 
it is possible for them to supply. 

“In addition, His Majesty’s Government are informing the Chinese 
Government ot their willingness to lend to China for war purposes 
an amount up to £50 million, at such time and upon such terms as 
may be agreed between the two governments.” 

There was an introduction which Mr. Pinsent said he didn’t take 
down, regarding desire to cooperate with China. He is not sure it has 
been released yet, but is being released in London this evening. 


HDW: is 
2/2/42 
efs 
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(Book 491, pp. 95-119) 


Alo TO CHINA 
FEBRUARY 2, 1942. 
3:05 p.m. 
Present: 

Mr. Soong 
Mr. Bell 
Mr. Foley 
Mr. White 
Mr. Southard 
Mr. Viner 
Mr. Kuhn 


H.M. Jr: Well, you know what the English have done. They have 
raised themselves up to fifty million pounds. 

Mr. Soong: From ten to fifty. 

Mr. Bell: They have added Lend-Lease, too. 

H.M. Jr: Now, what are the figures on Lend-Lease? I haven't 
had any chance to do my home work. I hope you don’t mind if I 
do it in your presence. How does this figure check with what you 
have? I have asked Lend-Lease how much the allocations are, and 
they say six hundred fifteen million, of which about twenty-five 
million has been shipped. 

Mr. Soong: I think considerably more than twenty-five million. 

H.M. Jr: Have you got the figures ? 

Mr. Soong: I know the six fifteen is right, in addition to more 
for the third Lend-Lease. 

H.M. Jr: Third? 

Mr. Soong: This is for the first and second. The third is six hun- 
dred million. 

H.M. Jr: You mean when the bill passes? 

Mr. Soong: Yes. 

H.M. Jr: Butasof today: 

Mr. Soong: The six hundred fifteen is right. 

H.M. Jr: And in the third Lend-Lease there would be how much? 

Mr. Soong: Between four hundred and six hundred million. 

H.M. Jr: 1 see. Well now, what 1 want to ask you, Dr. Soong, 
is this. I have to go and appear at ten o’clock tomorrow before the 
Committee on Foreign Affairs in the House, and if they say to me, 
“Under what terms and conditions are you going to make this loan,” 
what shall I tell them? 

Mr. Soong: You ask me to begin considering the matter? 

H.M. Jr: That is right. 

Mr. Soong: Now, in one of the Generalissimo’s telegrams he asked 
that a loan be granted without any conditions as to use, and on terms 
at least as generous as the Lend-Lease terms. Now, the Lend-Lease 
terms are specifically contained in that paper (handing documents 
to the Secretary). 

H.M. Jr: This isthe Lend-Lease? 

Mr. Soong: Yes. f : 

H.M. Jr: They never got beyond, “which the President deems satis- 
factory” (returning document to Mr. Soong) ? 
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Mr. Soong: No, they never got beyond that. Now, in accordance 
with that, I made some scheme, very preliminary. I did not even 
refer to the Generalissimo, but I thought it might be a starting point 
for you to consider. 

H.M. Jr: Thank you. 

_“The terms and conditions upon which China receives this financial 
aid shall be those which the Secretary of the Treasury under the di- 
rection of the President deems satisfactory. 

“After the war the President shall determine the precise terms for 
settlement of this financial aid. In so doing he will deal with the 
matter as one of adjustment between the United Nations taking into 
account the declaration by the United Nations of January 2, 1942, by 
which each Government pledges itself to employ its full resources, 
military or economic, against those members of the Tripartite Pact 
and its adherents with which such government is at war. 

“China on her part agrees to abide by the terms which the President 
shall subsequently so determine.” 

Well, let me ask you this, which isn’t clear in my mind. The chances 
of this going through are excellent, you see. My estimate of one or 
two weeks is still good. Let's say this thing passes and credit is open 
on the books of the Treasury for five hundred million dollars to the 
Chinese Government. Do you think you are going to need any of it 
right away? 

Mr. Soong: Well, my Government has not told me exactly what 
they will use it for. 

H.M. Jr: You don’t know? 

Mr. Soong: No, so I don’t know. 

H.M. Jr: Well, could you cable them for instructions? 

Mr. Soong: How quickly the money would be used ? 

HM Jr: Well, you see what I would like to be prepared to answer 
is—what I would like to know is—what you have in mind, you see, to 
do with this money, because they may ask me tomorrow. If I can’t 
answer, they may say, “Well, we will have to wait.” They may ask me 
in the Senate. ‘They are much more apt to ask me when I appear be- 
fore the Senate. In fact, this morning when 

Mr. Bell: It was the first question they asked you this morning. 

H.M. Jr: That was the first question they asked. “Well, what are 
they going to use this money for?” Well, I have got to be truthful. 
I don’t know. Well, that doesn't sound very intelligent on my part. 
“Are they going to use it all right away?” “I don't know.” “Are 
they going to spend it here, or are they going to use it in China?” 

n other words, I don’t know. And this morning I was success- 
ful, but now when Congressman Fish goes after me tomorrow, I don’t 
know whether he is a friend of China or whether he isn’t, you see, and 
then when I get up before the Senate, so the quicker you could get 
something for me the better. 

Mr. Soong: I am afraid that if I were to ask for this question, prob- 
ably the reply would also be in rather vague general terms. I imagine 
the reply would be something likethis. “China would need the money 
to support the currency, to meet current expenditures. That as to the 
mania of using it, it wants to be free to use it in as elastic a way as 
possible, and probably there will have to be much of it in the way of 
trial and error, because as you started the New Deal, you did not know 
exactly how you were going to do it, but there is a broad objective. 
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There are the funds required, and if it is working one way that has 
proved successful, go on with it, and if not, try another way. Because 
we are meeting with an extraordinary situation. Therefore, extraor- 
dinary methods may have to be employed.” I suppose that would be 
the answer that would be given tome. I donot believe that—in fact, 
I have been asking them for something very concrete. 

ILM. Jr: You have? 

Mr. Soong: Yes, before, see. That was the gist of their reply. 

H.M. Jr: But now that you know that the loan is within sight, 
couldn’t you ask them again? 

Mr. Soong: Of course I could ask, see. But I don’t know whether 
they would be in any way more specific than this. 

H.M. Jr: Well 

Mr. Soong: If you want me to, of course I shall be glad to cable 
immediately. 

H.M. Jr: You see, Mr. Fox isn’t here, so I don’t know what message 
he is carrying. At least they could tell me what they have told Fox. 
Or rather, they could tell you what they have told Fox. 

Mr. Soong: Oh, yes, surely. 

H.M. Jr: At least they could tell you what they told Fox, so that 
you could tell me what they have told Fox. 

Mr. Soong: Yes. 

H.M. Jr: Well, I am not going to press it, but all 1 am asking you 
is, give me everything that you can to help me testify, in order to 
successfully get the loan through. 

Mr. Soong: That will be tomorrow? 

H.M. Jr: I am not worried so much about tomorrow as I am when 
I go before the Senate. 

Mr. Soong: Of course what will be presented by my Government 
to me will be not in a sense a commitment. That is, they don’t bind 
themselves to use so many millions for such purpose and so many mil- 
lions for another purpose, but it is generally to give the—am I not 
correct ? 

H.M. Jr: You are lucky you are not having to deal with Mr. Jones 
on this. That is only for you. I am not going to—the whole purpose 
of this thing is to make General Chiang Kai-shek happy. That is the 
whole purpose of the thing, you see. We want to make him feel happy. 
Now, I am not going to press the thing to a point where I am going 
to make him feel unhappy, but everything that he could tell me that 
he does know that is in fs mind would be that much more helpful to 
me, thatis all. 

Mr. Soong: Yes. 

H.M. Jr: Do you see? 

Mr. Soong: Yes. , 

H.M. Jr: We are doing this as one friendly nation to another, and 
we want to do it in a nice manner. Now, anything that he has—any- 
thing that he told Fox or anything that he would like to tell me 
through you would be that much more helpful. ae 

Mr. Soong: I suppose what he told Fox was generally, why in his 
opinion the arrangement of the payment of the troops would not work 

satisfactorily. And then I imagine Fox has been discussing with him 
a number of possible methods ‘by which the money could be usefully 


expended. I will wire to him. 
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H.M. Jr: That would be useful to me. 

Mr. Soong: Yes. 

H.M. Jr: Bell, do you think of anything? 

Mr. Bell: No, but I do think those are important. 

H.M. Jr: What? 

Mr. Bell: 1 think it is unfortunate you haven't got something to- 
morrow. 

H.M. Jr: I dotoo. 

Mr. Bell: That is something you are going to have to answer. 

H.M. Jr: It is going to be very difficult. 

Mr. Soong: Would it be hard to say, supporting the Chinese cur- 
rency and—and secondly, as I said, for military expenditures? 

Mr. Bell: I don’t think support of the currency is enough, because 
you have got a Stabilization loan for that. 

H.M. Jr: Yes, they asked me—I mean, how do I explain what—if I 
say, for the currency and then you have a credit here of fifty million 
dollars, none of which you have drawn on. 

Mr. Soong: Yes. 

H.M. Jr: It would be different if that was exhausted. 

Mr. Bell: How about helping to balance your budget? (Laughter.) 

H.M. Jr: I know the explanation which you gave me about the 
Generalissimo wanting this as a reserve the way he has troops, but 
frankly, I can’t make that explanation to the Congress, and you 
understand. 

Mr. Soong: Yes. 

H.M. Jr: What? 

Mr. Soong: Yes. 

H.M. Jr: it isn’t the kind of explanation which I could make. 
Well, let’s hope for the best. We have been very lucky so far. Senator 
McNary was fine this morning. Senator McNary is all right. But 
Joe Martin, the minority leader, was not there, and they sent another 
man there by the name of Michener from Michigan and he seems to 
have a lot of doubts, but he agreed to go along, so it puts a lot on my 
shoulders, but we will do the best we can, and I hope that—if Mr. 
Hull and Mr. Stimson go up, I think that is going to help a lot. Mr. 
Hull this morning said he was too sick to go, but I think they will 
get him to go up there. 4 

Mr. Soong: About this British thing, did they say something about 
Lend-Lease ? 

H.M. Jr: Yes, they do say something about Lend-Lease. They 
are going to make available all the munitions and military equip- 
ment which you can use. No, “which it is possible for them to supply 
under Lend-Lease.” 

Mr. White: This is in addition? 

H.M. Jr: This is in addition. Well, we can say the same thing. 
We are saying the same thing. And then in addition, they are pro- 
posing to lend you fifty million pounds. They started at ten, and 
they are up to fifty now. I imagine they will tell you more. They 
say this is only half of it. The rest is being released from London 
this evening. 

Mr. Soong: Iam curious to know the terms of that, 

H.M. Jr: Yes. 

Mr. Soong: They haven't told you? 
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H.M. Jr: Not as of today. They showed me something yesterday 
which I would rather they would show you. It may be different to- 
day. What they showed me yesterday, I think they may have for- 
gotten about that. 

Mr. Bell: They say their own terms and conditions to be agreed 
upon. 

PLM. Jr: Yes. At such times and on such terms as may be agreed 
upon by the two Governments. Do they do that through your Am- 
bassador in London? 

Mr. Soong: Well, probably they will do it like the last time they 
signed here. 

H.M. Jr: Isee. 

Mr. Soong: I did not know that the message—the indications from 
home were that we should discuss it with you people. 

H.M. Jr: Well, I am partly responsible, you see, because 

Mr. Soong: Oh, yes. 

H.M. Jr: I let the English know yesterday what I was going to do, 
and then they must have got busy and telephoned and they said to 
tell them as soon as I knew and from last night to tonight the fact 
that we were going to do something—they decided that they would 
do more. So I think that the decision was made—they only heard it 
at five o’clock last night, so since five o’clock last night and up until 
noon today they have decided to do more. 

Mr. Soong: Probably it was referred to the Prime Minister. 

H.M. Jr: I asked them to refer it to the Prime Minister. What I 
told them yesterday, “Please to send it to Mr. Churchill,” and he is 
very sympathetic himself to China. 

Mr. Soong: Yes. 

H.M. Jr: So I said—the message I gave them yesterday was for 
the Prime Minister. 

Mr. Soong: Probably that was it. 

H.M. Jr: So it was settled there rather than—it is always good, 
isn’t it ? 

Mr. Soong: Yes, it is most cheerful. 

H.M. Jr: And it is going to be done in a nice friendly manner. I 
mean, that is the whole idea. We want to be helpful at this time. I 
think this all happened since five o’clock last night. Well, as we go 
along we will keep you informed. Have any of you gentlemen got 
any after-thoughts, anybody ? 

Mr. White: No. We have cabled Fox to communicate whatever 
he had, and he has left 

H.M. Jr: Where is he? 

Mr. White: Well, we cabled to India, but he has left the place that 
he was yesterday, and if the present schedule holds out, he should 
be here before the end of the week, either Thursday or Friday. 

H.M. Jr: This week ? 

Mr. White: Yes. But in the meantime 

H.M. Jr: This is moving so fast. 

Mr. White: We just received word about an hour ago. 

Mr. Soong: He has left Karachi? 

(Mr. Soong left the conference. ) 

Mr. White: What I think happened on that was that they must 
have decided that, and they told Phillips to hold it until they heard 
from you that it was all right up on the Hill. Then when Phillips got 
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word from you of what you had done there and it looked like a fait 
pees they called us back and said they would announce it. I pre- 
sume that was the sequence of events. 

We have two things here. We have a draft statement. 

H.M. Jr: Where are my dark glasses? (Laughter.) 

Mr. White: It isn’t final. We also have a statement—— 

H.M. Jr: Issomebody doing something? 

Mr. White: God Almighty is doing his best. That is what bothers 
me. 

Mr. Bell: Iam afraid he can’t hear you. 

(Mr. Kuhn entered the conference. ) 

H.M. Jr: Ferdie, this is my statement. 

Mr. Kuhn: Tomorrow? 

H.M. Jr: I want you to get in on it please. 

Mr. Kuhn: Good. 

H.M. Jr: I don’t like [the] thing about their crops. “Their lives, 
their homes, their factories.” I don’t know what you mean by their 
crops. 

Mr. White: They have eaten most of their crops. 

H.M. Jr: Well, I don’t think it helps any. Who wrote this? 

Mr. White: It is composite. Coe and Friedman worked yesterday 
on a preliminary draft and Viner, Southard, and I, and Bernstein 
rewrote it in the last hour. 

FLM. Jr: It is good. 

Mr. Bell: Yes. This must be misspelled. “In waging this war 
China has well-nigh performed economic and military” 

Mr. Southard: Miracles, We tried three times to get that word 
out of the draft. 

H.M. Jr: I would like to work this in. “At the beginning of the 
war the Chinese”—and had accomplished unifying of their currency. 

Mr. White: That is only a small part of it. 

H.M. Jr: Yes, but you are going to talk about the thing. I mean, 
I always thought that the fact that they had just accomplished 
unifying their currency and had one currency was a sort of a signal 
for Japan to attack them. e 

Mr. White: And had just completed unifying their currency and 
banking system. ‘ l ] 

H.M. Jr: Something. “Amazingly well.” “Exceedingly” isn’t 
strong enough for me. It is at the top of four. It is amazing, what 
they have done. 

Mr. Southard: Instead of “remarkably.” At the top of five, “ex- 
tremely honorable in carrying out any—carrying out all obligations 
which they have assumed.” 

Mr. Viner: I wouldn’t use the word “honorable.” I would use some- 
thing else. “Punctilious” is a good term. All men are honorable. 

Mr. White: That is true. 

H.M. Jr: And instead of being negative, “took no actions preju- 
dicial to American interests,” 1 would put it the other way around, 
“gave the American interests fair treatment.” “The Chinese Gov- 
ernment has now urgently”—have you spoken to Lauch Currie re- 
cently? Today? 

Mr. White: I spoke to him today to see if he could get this Lend- 
Lease figure, because we weren’t able to get them from Lend-Lease 
in time. 
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Ee Jr: I thought I would ask him to come over and help us 
on this. 

Mr. White: It would be very good. 

H.M. Jr: Make it Mr. Jesse Jones. 

(The Secretary held a telephone conversation with Mr. Lauchlin 


Currie as follows:) ear 2. 1942 
EBRUARY 2, . 


3:38 p.m. 

HM Jr: Hello. 

Operator: Mr. Currie. 

HM Jr: Hello. 

Lauchlin Currie: Hello, Mr. Secretary. 

HM Jr: Lauch? 

C: Yeah. 

HM Jr: Well, we’ve been rather fortunate the last few days. 

C: Yeah, things have gone amazingly well, 1'd say. Unprece- 
dented. (Laughs.) 

HM Jr: Well 

C: It went through so quickly. 

HM Jr: What? 

C: It’sunprecedented for things to go through so quickly. 

HM Jr: Yeah. 

C: Ishould have known you. 

HM Jr: Oh, yeah, yeah. Lauch, I’m working out a statement with 
the boys here, and I thought if you had time to drop over and go 
over it—I’m sure you could be helpful. 

C: Why, Td like to, Mr. Secretary, but I—I’m tied up at the 
moment with a—a general. (Laughs.) 

HM Jr: A general? 

C: Yeah. (Laughs.) 

HM Jr: Well, I’m only a private. 

C: You're only a private?! (Laughs.) 

ad a r: Well, when will you be—when will you swallow the 
general? 

C: I should think that I would finish up in about an hour. 

HM Jr: Well, if you come over to Harry White's the thing will 
still be in the—there’ll still be room for you to change plenty of 
words. (Laughs.) 

Don’t get indigestion now. 

C: No. That's not an awfully good showing, I’m afraid, I sent 
over. Did Harry show you the figures? 

HM Jr: No. You mean the twenty-five million ? 

C: Yeah. 

HM Jr: Yeah. 

C: Buton the other hand, it’s as much as we sent the Russians. 

HM Jr: Right. What? 

C: Yeah. 

HM Jr: It’s what did you say? 

C: It’s as much as we sent Russia. 

HM Jr: Yeah. Okay. 

C: Okay. Thanks. 3 

nference resumed. j 
Pet e. He will be over A about an hour. This first twenty-five 


million, who made that loan ? 
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Mr. White: Well—— 

Mr. Bell: It was the Export-Import Bank, wasn’t it? 

Mr. White: It was the Export-Import Bank purchase, but they 
were to pay it back in tung oil. 

H.M. Jr: I remember it intimately. I just wondered if we were 
saying too much about Jones. He can repeat it, can't he? 

Mr. White: You never could tell from this statement who made it. 

H.M.Jr: Did you do that on purpose? 

Mr. Viner: No. 

Mr. White: Well, I don’t know—that is the loan they have repaid 
and have the best record on. It is an Export-Import Bank loan. 

H.M. Jr: I just wondered whether, in view of Jones testifying and 
my testifying, if I did this first, you know how he is. He might say, 
“Well, hell, Morgenthau did it all,” and put on his hat and walk out. 
If you simply say, “They have always been prompt in their payments, 
and Mr. Jones can tell you more about the details, and he is here to do 
so”—and let's leave it at that. He might get sore and put on his hat 
and walk out. I think I would do it that way, gentlemen. 

Mr. White: All right. 

Mr. Viner: Is there any chance of showing him this before he has 
to testify ? 

Mr. Southard: Or even getting in touch with him? 

Mr. White: It would be nice to show it to him. 

ELM. Jr: It would be good to show it to—of course the thing to do 
if ours was finished would be to show it to all three Cabinet members 
who are going up there. 

Mr. Viner: Well, we could do it by six o’clock, I should say. _ 

H.M. Jr: Fine. Well now, you say “joint”. Didn’t the English get 
in on that? 

Mr. White: Which? 

H.M. Jr: At the bottom of page seven. 

Mr. Bell: Yes. : 

Mr. White: Not onthe dollars. They had some sterling. 

H.M. Jr: But didn’t they put up their stuff also as a cushion ? 

Mr. Bell: Yes. 

H.M. Jr: Didn’t they come before us? q 

Mr. White: Not as a cushion for our dollars. Theirs was only 
sterling. 

Mr. Viner: Still they ought to be mentioned there. 

Mr. Bell: Yes, I think so, too. 

H.M. Jr: Isn’t it a joint board, England, China, and ourselves? 

Mr. White: Yes. : y | j 

H.M. Jr: I think you ought to talk a little bit about it and bring 
in England, because they are going to read in tomorrow morning’s 
papers, that England is making an offer. 

Mr. White: Well, we can say, “Under that arrangement the Chinese 
Government”. y ; 

(The Secretary held a telephone conversation with Congressman 
Sol Bloom as follows :) 


Fesrvary 2, 1942. 
3:49 p.m. 
HM Jr: Hello. 
Operator: Congressman Bloom. 
H.M Jr: Hello. 
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Cong. Sol Bloom: Hello, Henry. 

HM Jr: How are you? 

B: Allright. 

HM Jr: Sol 

P: Yeah : 

HM Jr: Do I understand that this meeting tomorrow is going to be 
an executive session ? 

B: Yes,sir! Absolutely! 

HM Jr: Yes, sir, huh? 

B: With the—with the understanding in advance that every mem- 
ber present is acquainted with the fact that it is an executive session 
and anything that’s said there is absolutely confidential. 

HM Jr: Good. I was just working on my statement. 

B: Oh, yes, yes, yes. 

HM Jr: Good. Now let me ask you something else, if I may. Ah— 
Did you get the other three cabinet members? 

B: Jesse Jones said he'd be here at ten, and Cordell Hull—he said 
that, of course, it’d depend upon how he felt. 

HM Jr: Uh-huh. 

B: He said he’s having his statement prepared, and I told him 
he could feel just as good or bad up here as he could any other place, 
and I’m waiting to hear from Stimson. Now how about Knox? 

HM Jr: Why, I think it’d be good ! 

B: Well, Pll try and get him then. I 

HM Jr: I got a letter from him on it. I think it’d be good! 

B: Allright, PU try and get him. 

HM Jr: Yeah, after all he’s got as much interest as anybody. 

B: Yes. Well, PU try and get him, and I’m waiting to hear from 
Stimson. He's in the meeting upstairs, but they're going to call me 
right back. 

M Jr: Well, Stimson ought to come because he's been very much 
interested. 

B: Yes, well, I’m going to—— 

HM Jr: And I think your suggestion of Knox would be excellent. 

B: Allright, PU get Knox right away. 

HM Jr: Thank you. 

B: All right, Henry. 

HM Jr: Goodbye. 

[Staff conference resumed. ] 

H.M. Jr: I felt like saying, “Donald Duck” to you when he said 
“Yes, sir.” I don’t know whether he had seen our picture or not. 

Mr, Kuhn: “I will do anything, anything.” 

H.M. Jr: “Anything, yes, sir.” I think I am up to you now, Ferdie. 
I think I have seen it nine times. I would bring the English in at 
the bottom of seven. 

Mr. White: Yes, sir, we will put the English in on the bottom of 
seven. 

H.M. Jr: I have two criticisms. I think you slur over this Lend- 
Lease too much. ; 

Mr. Foley: I thought we ought to give those figures because there 
isn’t anybody down there that will be able to give them except you, 
unless they want to call Stettinius. 

H.M. Jr: I think you slur over that too much, and then at the end, 
oh boy, oh boy, oh boy, as Donald Duck says, Common effort, Note- 
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worthy demonstration not to the people of the world, but the Axis, 
that United Nations stand together. 

Mr. Viner: You are right, that is right. After all 

H.M. Jr: Not the Der he but—it says notice to the Axis, but we are 
serving notice on the Axis, and the thing, if you get over to the 
Japanese on their fifth columnists. I mean, you see their activities 
and their infiltration, of puppet governments and so forth and so on, 
you see, that the place to look to are the other members of the United 
Nations, and not to the Axis for financial help. See, boys? That 
is what we are doing. We are saying to the United Nations that we 
won't leave a stone unturned or a dollar unavailable to a member of 
the United Nations to see this thing through, and they should look to 
us and not to the axis. O.K., Professor Kuhn. 

Mr. White: Do you want to mention the British—news that the 
British are going to give—— 

H.M. Jr: Sure. They are going to ask us that, anyway. 

Mr. Viner: You ought to have the text there in case they ask you. 

H.M. Jr: That is right. How about it, Professor Kuhn? 

Mr. Kuhn: I would only make a couple of suggestions. On page 
two where you talk—— 

H.M. Jr: That isn’t enough, a couple of suggestions. 

Mr. Kuhn: You talk about the common enemy. Why not make it 
“our common enemy?” Because I miss in here particularly at the 
beginning the sense that we and the Chinese are together in the same 
war. 

H.M. Jr: Yes. 

Mr. Kuhn: One place you can get that in is at the top of page two, 
third line, “the defeat of our common enemy,” and then the sixth 
line, “in the war against our enemy.” 

H.M. Jr: What are you doing between now and five o’clock? 

Mr. Kuhn: I am free. 

H.M. Jr: Why don’t you put an hour on this? han ab 

Mr, Kuhn: And also I would suggest at the very beginning where 
you say, “The effective continuance of the Chinese military effort 
depends largely,” and so on, “that military effort is of invaluable 
help to ourselves at this very moment,” and something to that effect, 
I think should be said, ; 

H.M. Jr: That is right. Well, I think you could very well put an 
hour—when do you go to the MacLeish meeting? 

Mr. Kuhn: Five fifteen. 

H.M. Jr: If between now and then—I don’t know what else you 
have got. Is Donald Duck taking care of himself? 

Mr. Kuhn : He is, yes, sir. 

ELM. Jr: I think that is an excellent start. I would like another 
crack at it. I will be down here tomorrow morning at nine, and I 
could make a few changes if necessary. 

Mr. White: This can be finished before tonight. 

H.M. Jr: I won't get another chance. _ ae 

Mr. Foley: It won’t be necessary to mimeograph this, will it? 

H.M. Jr: No. q 4 

Mr. Kuhn: Is it going to be issued publicly ? 

H.M. Jr: No. $ i 

Mr. Kuhn: Could it be? There is nothing in it which couldn’t be. 
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Mr. White: We wrote it with that in mind, so that in case you 
wanted it. 

Mr. Viner: Some day of course it will come out. As we polish this 
up, shall we or may we send copies to the other participants? 

H.M. Jr: I wish you would. 

Mr. Viner: And tell them it is a tentative draft, subject to further 
change. 

H.M. Jr: And if they have any suggestions, please call up. 

Mr. Kuhn: Wouldn’t it be good to get this out publicly at this time? 
Is there anything in it that is secret or harmful ? 

H.M. Jr: Well, I imagine what will happen is that a man like 
Bloom will say to our boys, prepare statements, you see, for him when 
he goes before the committee 

Mr. Bell: When he goes on the floor. 

H.M. Jr: Yes, and he will take the best of Hull, Knox, Stimson, 
and Jones, and mine and our boys will most likely have to whip it in 
shape and give him a statement to make. 

Mr. Bell: Or write a report for him. 

Mr. Viner: If we were to release this and the others come without 
prepared statements it would be bad. 

Mr. White: After we have told them it was this kind of a meeting it 
would seem a little bit—— 

H.M. Jr: I think it is better to get a statement for the chairman of 
the committee to get. 

Mr. Kuhn: It is so good it is a shame to waste it. 

Mr. White: Here is a memo indicating the five or six suggestions of 
how the money could be used. 

H.M. Jr: All right. And then the other thing, I think Lauch had 
better go up with us tomorrow and sit there. 

Mr. White: Allright. Shall Iask him ? 

a Jr: 1 wish you would. Tell him that I suggested it. What 
else ? 

Mr. White: Nothing, unless you want to glance at any of those. 

H.M. Jr: No, thanks. 


(Book 491, pp. 270-288) 


Aim TO CHINA 
FEBRUARY 3, 1942. 
9:10 a.m. 
Present: 
Mr. Viner 
Mr. Southard 
Mr. Bell 
Mr. Foley 
Mr. Bernstein 
Mr. Kuhn 
Mr. White 
Miss Chauncey 
Mr. Kuhn: How late? 


H.M. Jr: Not too late. 
(Discussion off the record.) 
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Mr. Bell: There is some question about the time you are goin 
on the Hill. Do you know? z ps EWE 

Mr. Foley: Ten o'clock. 

H.M. Jr: You manage that for me. 

Mr. Foley: Well, I understood it was ten o'clock, but I haven't 
done anythıng more than to hear what Sol Bloom said to you over 
the phone. 

H.M. Jr: Who is raising it? 

Mr. Bell: They asked me outside, and I said I thought it was ten 
o'clock, and I believe they checked up with Sol Bloom’s office and 
they didn’t know. 

H.M. Jr: Harry, have you got my time-table up to date? 

Mr. White: Iam trying to think whether 1 have. 

H.M. Jr: I sent it back to you, all except that last page. Would 
you mind stepping out and getting it, telling them to get it for me? 

Southard ? 

Mr. Southard: I can get it for you, Harry. 

H.M. Jr: We are going to do that page seven over, but I want 
to take that up with me. I sent it back two or three days ago. 

Mr. White: Yes, but we didn’t—— 

H.M. Jr: You had a half page to do. You just had a half page 
todo. You just had a half page to do over. 

Mr. White: Well, we don’t bring it up to date every day. We have 
got the material. 

H.M. Jr: I thought we had agreed that you would, on this thing. 
Well, anyway, it doesn’t matter. 

Mr. White: When you get to page eight there is one important new 
paragraph. 

H.M. Jr: What the total loans we have made to China and how 
many were there, Export-Import? 

Mr. White: There is fifty million, a twenty-five million, and a 
twenty-five million. That is a hundred million. The first twenty- 
five million is mostly repaid. I have got a table of outstanding. I 
think there is something like seventy-seven million outstanding. 

H.M. Jr: Have they got—— 

Mr. White: I have it in a table ready to bring up in case they 
mention it. 

H.M. Jr: I would like to have those in my own hands. Have you 
got that? 

Mr. White: All right, sir. 

H.M. Jr: Have you got the Lend-Lease one? 

Mr. White: I didn’t get any additional information on that, and 
Mr. Currie, when we spoke last night about it, thought that that in- 
formation was so confidential that you wouldn’t want to give it to 
them unless you got permission from the Lend-Lease people. It is 
not generally known how much is allocated, and the amount that has 
been spent is so small that he thought it might look pretty bad. 

H.M. Jr: Well, I will call Stettinius, but I want the things now, 
Harry. I want the number of loans. Where is it? I have got to 
have this stuff now. I can’t wait until I get on the Hill and have a lot 
of people shuffling papers. Well, I won't change it now. 

Mr. Foley: Go ahead and change it, sure. 

H.M. Jr: Is this my reading copy ? 
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Mr. Foley: That isthe original, yes. 
H.M. Jr: They have no reading copy in my type for me? Who 
handled thislast night anyway ? 
Mr. Bell: That is your reading copy. 
H.M. Jr: Yes, but it isn't the biggest type. When did they get 
through with this last night? ' 
Mr. Bernstein: The last draft was given to the typist at around six 
o’clock, and I think she finished around seven. 
Mr. Kuhn: What time are you due up there? 
H.M. Jr: Ten. Itistoolate. Isthismy reading copy ? 
Mr. Bernstein: I didn’t know that they had typed any others. I 
didn’t have the copies. I just got onecarbon. 
H.M. Jr: “The Chinese contribution will be a cushion for the U.S. 
contribution”? That doesn’t read so good. 
Mr. Viner: I just noticed the word “cushion.” 
H.M. Jr: I don’t like that. 
Mr. Viner: I would take out “The Chinese contribution to be a 
cushion for the U.S. contribution.” 
Mr. Bernstein: It will read all right if you just strike it out. 
H.M. Jr: Leaving out what, just that last sentence? 
Mr. Viner: No, not the sentence. 
Mr. Bernstein: Leave out just, “The Chinese contribution will be 
a cushion for the U.S. contribution.” 
H.M. Jr: Leave that out? 
Mr. Viner: Yes. 
H.M. Jr: It doesn’t read good. 
Mr. Bernstein: Then it goes on to say that they have called on us 
for our participation. 
H.M. Jr: Now, I had hoped to do—on this Stabilization Board, 
who are our members? 
Mr. Bernstein: Fox. 
H.M. Jr: Yes. 
Mr. Bernstein: And the alternate is Taylor. 
H.M. Jr: Whois chairman. 
(Miss Chauncey entered the conference.) 
Mr. Bernstein: K. P. Chen. 
H.M. Jr: And whois the English Government ? 
Mr. Bernstein: Hall-Patch. 
H.M. Jr: How many members are there? 
Mr. Bernstein: One American, one British, and three Chinese. 
H.M. Jr: Harry, if you haven’t got this stuff, you will just have 
to sit here with me anyway. 
Mr. White: I don’t need it. They have it. 
H.M. Jr: Is this my reading copy ? 
Mr. White: Yes, that is the ribbon copy. 
H.M. Jr: They didn’t make me a reading copy ? 
Mr. White: Well, they usually make it in the large type. That can 
be easily made—— 
H.M. Jr: Who is they? 
Mr. White: Miss Chauncey’s office makes the reading copy. Well, 
we can make it between now and then unless you are making some 


changes. 
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H.M. Jr: They can’t give mea fresh copy. I would rather not have 
one than be worried about the mistakes. Ihave always had a reading 
copy. What time did you get through with this last night? 

_ Mr. White: About six-thirty. We could easily have made a read- 
ing copy. We just didn’t think of it. Does a reading copy just con- 
sist of caps or is it special type? 

H.M. Jr: It is a different type. I can’t read this stuff. 

Mr. White: Well, we will have one made. 

H.M. Jr: I wouldn’t trust it, Harry. Please sit down. I might 
ask a lot of questions, so if you will just sit down. I can’t understand 
what is the matter this morning. 

Southard, since this thing has started, since this Stabilization Board 
has started, what has happened to the yuan? From where to where 
has it gone? 

Mr. Southard: Well, of course the Board held the yuan at five 
cents, five and a fraction cents, and the black market rate was steadied 
somewhat under that, that is, somewhat weaker than that, but as 
long as the Board operated, it held the official rate at that point. 

H.M. Jr: At five cents? 

Mr. Southard: Approximately five cents. 

H.M. Jr: Wasn’t it down to around two or three? 

Mr. Southard: No, it had never been to two in the Shanghai market. 

Mr. White: That is the black market. 

Mr. Southard: The black market had been around four in Shang- 
hai. Some of the provincial markets had been lower than that. 
rae Jr: Since they have had this fund, would you say it had 
nelped ? 

Mr. Southard: Yes, because what the Board was doing was main- 
taining an official rate, and then trying by licenses, permits, to force 
all transactions into the official market so that while there was some 
black trading, they were trying to get a larger and larger proportion 
of the transactions into the official market at this stable rate. 

H.M.Jr: Well, 7 

Mr. Southard: Now, of course, since the war with Japan, we have 
had very little information about Chinese exchange rates. 

H.M. Jr: What has happened to domestic prices? 

Mr. Southard: In China? 

H.M. Jr: Yes. 

Mr. White: They have risen eleven hundred times. 

H.M. Jr: But since the Board? 

Mr. White: Since the Board? , 

Mr. Southard: It has had no measurable effect on the internal 

rices. 
3 H.M. Jr: Have you got any examples of prices? 

Mr. White: I have some. 

Mr. Southard: We have a cable that gives them. I can run that 
down for you. It gives many price examples. 

H.M. Jr: I can’t understand. I don’t know how you happened to 
have it. 

Mr. White: We have it ready in case they ask. You are not sup- 
posed to know index numbers. 

H.M. Jr: You have always had it here for me. You have always 
had the stuff. Nothing is here this morning. I don’t know what is the 
matter. 
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Mr. White: Wecan get it for you in a moment. 

H.M. Jr: You have got fifteen minutes. Usually 

Mr. White: We were going to bring it up with us, Mr. Secretary. 
That is technical information which the Secretary of the Treasury 
certainly isn’t supposed to have at his finger tips. 

H.M. Jr: I am asking for it. I don’t know where your papers are 
this morning. 

Mr. White: I will get them. 

H.M. Jr: Youhad better sit here and run through this thing. Iam 
trying to get a little information. Now which is the new paragraph? 

Mr. White: Bottom of page, page seven. 

H.M. Jr: “As you know, this Government is giving very substantial 
Lend-Lease aid to China.” That isn’t true. We can change it, “has 
made commitments.” 

Mr. White: Yes. 

H.M. Jr: “This Government hasmade—” 

Mr. Viner: “Has promised.” 

Mr. White: “Allocated.” 

Mr. Bernstein: I think you could say, “This Government is com- 
mitted to give very substantial aid.” 

_H.M. Jr: “This Government is committed to give.” That is all 
right. “Very substantial Lend-Lease aid to China.” That is all right. 

Mr. Bell: Have we got available the variety of ways China says she 
can use this financial and economic— 

H.M. Jr: Where are you? 

Mr. Bell: Iam back on five. Iam just raising the question, they are 
going to ask you what are these variety of ways. 

Mr. White: I can give you five ways. 

H.M. Jr: I have those right in my hand. Itis the only thing I have 
received. Ihave got it right here. 

Mr. Bell: Allright. 

(The Secretary held a telephone conversation with Secretary Stim- 
son as follows :) 


Fesruary 3, 1942. 
9:32 a.m. 

Secy. Stimson: That was a good statement I think you made. 

HM Jr: Thank you. 

S: And I’m coming up at eleven o’clock just to give the military 
side of it. 

HM Jr: Good. Good. Well, we moved even faster than 1 hoped 
for after I saw you. 

S: Yes. 

HM Jr: But—so I—Seeing you and General Marshall was very 
helpful. Is there any reason why on cross examination I can’t say 
I saw you and General Marshall? 

S: Yes; oh, certainly. 

HM Jr: Isthat all right? 

S: That's all right. 

HM Jr: Thank you. 

S: All right. 

HM Jr: Goodbye. 

[Staff conference resumed. | 

Mr. Foley: Is he going? 
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H.M. Jr: Well, this says forty-six million. Your other statement 
said twenty-five million. 

Mr. White: Well, there is a difference between what was shipped, 
what was included. There are three different classifications and that 
is as we got it 

H.M. Jr: And this is the biggest one? 

Mr. White: Yes. 

H.M. Jr: Is that an honest figure? 

Mr. White: I don’t know. Our exports show eleven million, but 
there were services and other things that are not included in the actual 
export figures. Those are the figures I have used, because I got them 
from the Lend-Lease people. 

H.M. Jr: What was the twenty-five million figure you had yes- 
terday ? 

i Mr. Southard: Dr. Soong yesterday said he thought twenty-five was 
ow. 

Mr. White: Twenty-five is the exports including the service charge. 
Forty-nine is what they have actually spent, and I think waiting to 
be shipped or something of that character. 

H.M. Jr: He said the total shipments and services amounted to 
twenty-five million. 

Mr. White: Shipments and services, yes, and the forty-nine million 
is, I think, expenditures. 

H.M. Jr: I don’t get the difference. 

Mr. White: They have spent money that hasn’t yet been—on stuff 
that hasn’t been shipped yet. 

H.M. Jr: It says here the difference between the figure and the total 
exports is accounted for by such things as freight, shipping charges, 
pilot training, Burma Road. The materiel figure is twenty-five million 
and the other is for services. 

Mr. White: Including transportation. Our export figures show less 
than that. 

H.M. Jr: What do our own export figures show ? 

Mr. White: Eleven million dollars, exclusive of several ship loads 
which we haven’t got the figures of, which may amount to possibly 
five or eight million dollars, I don’t know. 

Mr. Southard: Mr. Secretary, on page seven there is a word that 
you could change. 

H.M. Jr: Now, this statement at the top of page 8, “These arrange- 
ments are proving in practice to have been well-designed for their 
specific purposes and to be to the mutual advantage of both countries.” 

Mr. White: That has reference to the tung oil, the antimony and tin, 
the Stabilization Fund. 

H.M. Jr: That is all right. 

Mr. White: There is a word needs to be said about that paragraph 
because it is important. I wanted to be sure I spoke to you about it. 

H.M. Jr: Which paragraph? 

Mr. White: The new paragraph on page eight which is included, 
a few sentences. The reason for that is to give you protection in the 
event that the terms and conditions which you will want to set or will 
be able to set are such as to be similar in character to those set in the 
Lend-Lease arrangements and this is the record in which you have said 
this loan is like—is a financial counterpart of the Lend-Lease arrange- 
ment. It gives you a much broader range of possibility of setting 
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terms so that in case you do never get it back, it will be clear that you 
have told them so to begin with. It is different from the other loans 
which you have made in form and character. 

H.M. Jr: Just a second, gentlemen. It is a very good statement, 
excellent so far. 

Mr. White: Currie wrote that. 

H.M. Jr: Well, now, “every weapon in its arsenal,” why not “every 
weapon at our disposal”? ‘The dollar isn’t necessarily in the arsenal. 

Mr. White: That is all right. 

H.M. Jr: Ferdie, “every weapon at our disposal” ? 

Mr. Kuhn: I am not sure whether even that is broad enough. After 
all, we don't only help with weapons. We are sending men to Ireland, 
we are sending men all over the place. 

H.M. Jr: Weapon is—— 

Mr. Viner: Well, weapon would include that. 

Mr. Foley : It is using that in its broadest sense. 

Mr. Viner: I think it is all right. 

(The Secretary held a telephone conversation with Congressman 
Bloom as follows :) 

Fepruary 3, 1942. 
9:38 a.m. 

HM Jr: Hello. 

Cong. Sol Bloom : Good morning, Henry, how are you ? 

HM Jr: Good morning, I’m all set. The reason I’m calling is I’m 
going to take the liberty of making a suggestion: 

B: Certainly. 

HM r: Which you've most likely thought of. 

: Yes. 

HM Jr: But I think it would be very helpful if Cordell Hull spoke 
first—and set the stage. 

B: Well—ah—I’ll tell you—Jesse Jones said that he had to be at 
another meeting that is scheduled 

HM Jr: Yeah. 

B: By half past ten. 

HM Jr: Yeah. 

B: So he wanted to go on first. Now, of course, if Cordell comes up, 
T’ll—I’ll do as you suggest. You see, I don’t know, I—of course, if he 
doesn’t come up he’ll ask someone else. 

HM Jr: Uh-huh. 

B: Ah—he told me that he wasn’t feeling so very well. 1 told him 
he could—he could get well or sick up here just as well as any other 
place, you know. 

HM Jr: Well ‘ 

B: Well, whatever it is, if he comes I certainly will—then I’m going 
to have Knox. He wanted to come at a quarter past eleven, so I 
didn’t want to have too many to come at the same time so as to sit 
around. But if he comes, Henry, VU—IH surely: 

HM Jr: I think it would set the stage. A 

B: I agree with you, and I thank you for the suggestion. If he 
comes up here 1 certainly will put him on right away. 

r: Right. ; "= 
PO E ane Thank you very much for the suggestion. 1—— 
HM Jr: Thank you; thank you. 
B: Goodbye. r 
[Staff conference resumed. ] 
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H.M. Jr: That is very nice. Jesse wants to get on first. 

Mr. White: Well, that gives you time to retype this. 

H.M. Jr: No, I am afraid that it won't be correct. It would only 
make me more nervous than I am now. I am making it read, “every 
weapon at our disposal.” 

Mr. White: Or “every implement at our disposal.” 

H.M. Jr: I don’t like, Ferdie, “in the light of the foregoing.” 
Can you give me something else ? 

Mr. Kuhn: “In the light of what I have said.” 

H.M. Jr: Do you like the word “light”? 

Mr. Foley: You can say, “I hope, therefore, that you will see fit.” 

Mr. White: That is right. 

H.M. Jr: Ithink that is plenty. “I hope, therefore.” 

Mr. Foley: “That you will see fit.” 

H.M. Jr: “I hope, therefore, that you will 2 

Mr. Foley: “That you will give this Joint Resolution your prompt 
and full-hearted support.” 

H.M. Jr: What did you say? 

Mr. Foley: “Give.” Strike out, “see fit to.” “You will give this 
Joint Resolution your prompt and whole-hearted support.” 

Mr. Southard: There is a little change to be made on page seven. 
May I give it to Miss Chauncey ? 

H.M. Jr: Would you, please? 

Now let me ask you some questions. Can somebody give me, any 
one person, a short statement, the history of that Stabilization Board, 
because I never followed that. I never sat in on that. 

Mr. Bell: Bernie can. 

Mr. Foley: Bernie is the best one. 

H.M. Jr: Well, Bernie, give me a short statement on this, 

Mr. Bernstein: After both we and the British signed the agree- 
ments with the Chinese for the setting up of the Dollar Stabilization 
Fund and the Sterling Stabilization Fund, you recommended Fox's 
appointment as the American member of the Board. K. P. Chen and 
two other Chinese were designated as the Chinese members. Fox 
was appointed as the American member. There was a difference of 
view as to who the British member should be. The British recom- 
mended Rogers, but the Generalissmo wouldn't accept him. Finally, 
they recommended Hall-Patch and Hall-Patch was accepted. The 
Board began its meetings in the early fall, in August, and began to 
function beginning at that time, establishing their principal office 
at Hongkong but also having contacts with Shanghai and with Chung- 
king. They set up a system whereby they fixed a rate for the Chinese 
yuan in terms of dollars, which, as Southard mentioned, was around 
five and a quarter cents, roughly, at which they would buy or sell for 
certain permissible transactions. 

At the beginning there was a little bit of confusion as to just what 
transactions they were prepared to cover on the exchange. That re- 
sulted in a considerable amount of black market transactions. We, 
however, very quickly came to their aid through the freezing control, 
and we regulated import and export and financial transactions with 
China in such a way as not to permit transactions except to those in 
effect approved by the Board. 

Now, that had the effect of greatly strengthening the Stabilization 
Board’s powers over China’s foreign exchange position and her trade 
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position, something that China never had before, because of its in- 
ability to deal with the International Settlement in the Hong Kong 
area, but unfortunately very soon after that was done, the invasion 
of Shanghai began and the functions of the Board were greatly 
diminished. Of course, now there is very little problem of foreign 
exchange and the trade is largely a matter of Lend-Lease aid through 
the Burma Road. 

H.M. Jr: I am just throwing this out. Supposing they press me. 
Would it be a mistake to say, “We are trying to get this Board to 
administer this loan” ? 

Mr. Viner: A mistake ? 

Mr. White: Yes. They are not going to administer it. We will 
seek their cooperation in working out—in seeing that the terms which 
are arranged are carried through, but certainly they wouldn’t be— 
they wouldn’t administer the loan. 

H.M. Jr: You see, I thought you fellows would have a lot of ques- 
tions for me. Are you going to have any—are you going to charge 
any interest? Are you going to charge interest? 

Mr. Viner: You don’t know. 

Mr. White: Well, Lend-Lease doesn’t, and certainly they don’t 
expect any. 

H.M. Jr: Is the answer, “We carry it out—whatever final agree- 
ment is made by Lend-Lease, the same will apply to this loan”? 

Mr. White: Certainly you will be guided in some respects by it. 
I think much will depend upon the conditions of use and when they 
use it. In other words, suppose they use it—supposing they don’t use 
much now and they use it during the reconstruction period. I think 
an entirely different set of conditions can prevail. I should think 
the appropriate and real answer to that would be that the conditions 
of each portion, possibly the total of the loan, will be made as we go 
along, as we see what they use it for. 

Mr. Viner: I think your best answer there is that you have as yet 
made no commitments to China and that all commitments will be 
negotiated with them on the best terms that—— 

Mr. Foley: The Lend-Lease agreement hasn’t been worked out 


yet. 

H.M. Jr: Do the people know that? 

Mr. Foley: The over-all] agreement? I think this committee can 
be told that in executive session. And you are going to try to make 
these terms at least as generous as the Lend-Lease terms and the 
terms and conditions upon which any Government gets help under 
the Lend-Lease Act are those which the President deems satisfactory, 
either direct or indirect benefits to the United States. 

Mr. White: There is one important difference. 


(Book 492, p. 197) 


MINISTER FOR [FOREIGN AFFAIRS, 
REPUBLIC oF CHINA, 
February 4, 1942. 
Secret 
Duar Mr. MorceNTHAU: The Generalissimo telegraphed me that 
he is secretly leaving for India & Burma to discuss concerted measures 
for the defence of Burma against the Japanese. 
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This is a happy development as our relations with the British have 
been far from cordial. 

Replies to my messages will now be somewhat delayed as he 
brought with him an old code, to which I would not dare to entrust 
important messages. 

With kind regards. 

Yours very sincerely, 
T. V. Soonc. 


(Book 492, p. 198) 


Treasury DEPARTMENT Inrer-Orrice COMMUNICATION 


Date: February 4, 1942. 

To: Mr. White. 

From: Mr. Friedman. 

Subject: Digest of cable from Adler dated February 3, 1942, regard- 
ing Chinese Stabilization Board. 

1. Central Bank of China has submitted to the Board an applica- 
tion for a loan of about U.S. $5,673,000 and £2,338,000 sterling on 
the grounds that the Board ¡is obligated to meet all Government re- 
quirements for foreign exchange and all legitimate commercial re- 
quirements, 

2. Mr. K. P. Chen, Chairman of the Board, believes there is no 
need for acting immediately on the Central Bank’s application. He 
feels that it would be advisable to await the clarification of the situa- 
tion with respect to Rangoon. 

3. It should be noted that if the loan is granted, it will practically 
absorb the outstanding balance of the Chinese contribution to the 
Stabilization Fund. 

4. Questions raised by the request for a loan of dollars instead of 
United States dollars in exchange for yuan are being explored. These 
questions should be discussed with Mr. Fox on his arrival here. 


(Book 492, pp. 264-272) 


Aw To CHINA 
FEBRUARY 5, 1942. 
9:10 a.m. 


Mr. Kuhn 
Mr. Southard 
Mr. Viner 
Mr. Friedman 
Mr. White 
Mr. Bell 
Mr. Foley 
Mr. Bernstein 
Miss Chauncey 
H.M. Jr: Dan and White, Viner and Foley, I sent notices to, I 
think, all of you. I am starting Lend-Lease in reverse at ten thirty 
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tomorrow morning. I have called a big meeting. I have asked for 
you (Foley) to send a representative, because you will'be on the other 
thing. 1 think, Bell, if you could have a meeting or get the stuff 
organized for me, maybe I could meet with you people a half hour 
beforehand. 

Mr. Bell: Wehad a meeting late last night. 

H.M. Jr: Did you? 

(Mr. Kuhn entered the conference.) 

H.M. Jr: Putit down, my own group at ten o'clock tomorrow. 

Mr. White: You haven't asked Mr. Swope—— 

Mr. Bell: Yes, he is down. 

H.M. Jr: He is down. That is my own group. He will know out- 
side, but that is Bell, White, somebody representing Foley, Mr. Viner, 
and Mr. Swope at ten o’clock. 

Mr. White: I would like to have my man who follows it. 

H.M. Jr: To come in with you? 

Mr. White: Yes. 

H.M. Jr: Who is that? 

Mr. White: Hicks. 

Mr. Foley: Swope is going to sit in with me. 

H.M. Jr: What time is that ? 

Mr. Foley: Ten thirty. 

H.M. Jr: Well, he can make a bigger contribution in your office 
on that than he can on this. I said in my notice to him that if it con- 
aed with the Aniline and Dye, he had better take the Aniline and 

ye. 

Mr. White: He expressed some general views which he may want to 
provide, but we will transmit them to you. 

H.M. Jr: I was delighted with the Post this morning. 

Mr. Kuhn: It was good. All except the last line. The last line 
said, “Your purchase of Defense Stamps will win the war,” and they 
know better than that. Otherwise they were very nice. 

H.M. Jr: I thought it was so good that you had written the state- 
ment yourself. 

Mr. Bell: They probably just left out “help.” “Help win the war.” 

Miss Chauncey: You are missing your chronology. 

H.M. Jr: Have you got it, Harry ? 

Mr. White: Yes. 

Mr. Southard: It is up to yesterday. 

H.M. Jr: That was anice job. Iam calling him up today. 

Mr. Kuhn: It couldn’t be better. 

H.M. Jr: It leaves a good taste in my mouth. 

Mr. Kuhn: Even with the sarcasm the ordinary reader wouldn’t 
have gotten it. “The Treasury Department, that magnificent De- 
partment.” 

H.M. Jr: I took it seriously. i A 

Mr. Kuhn: It was written by the managing editor, and he had his 
own opinions after yesterday. 

H.M. Jr: Itook it as a compliment. 

Mr. Kuhn: You go ahead and take it as a compliment. It was 
very nice. f 

H.M. Jr: Is that sarcastic? 

Mr. Kuhn: It was very nice. 
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H.M. Jr: I took that as a compliment. Now, after it is over—— 

Mr. Kuhn: Itis fine. 

Mr. Bell: The only sour note in it was that the statement—was that 
the Treasury had approved it before they started. 

Mr. Kuhn: That seems to be true. 

Mr. Bell: They had to say that. 

Mr. Kuhn: That was true. 

H.M. Jr: IT had to take the entire blame for the damn thing. It was 
entirely our fault. 

Mr. Kuhn: They didn’t want to bring in General Arnold. 

H.M. Jr: Weare entirely at fault. 

Mr. Bell: I assume at least they had had the go sign. 

H.M. Jr: We had three men on it, didn’t we? 

Mr. Kuhn: Two. 

H.M. Jr: But I mean we—I don’t know whether we generated the 
“Bomber for MacArthur,” that was our title or not, but 1 gather that 
anyway, it was our fault. 

Mr. Kuhn: It looked very nice this morning. 

H.M. Jr: Yes. All right. Is this the same thing, or has Viner ex- 
tracted Mr. Bloom from this? 

Mr. Viner: They didn't extractit. 

Miss Chauncey: There is one slight change. 

H.M. Jr: And that is all? 

Mr. Southard: At the top of page eleven. 

H.M. Jr: They did not extract Mr. Bloom? 

Mr. Southard: At the top of page eleven we inserted the approxi- 
mate sentence that you gave us on the side. 

Mr. White: You couldn’t take that sentence out of Bloom’s because 
thal is a very critical sentence. It is a comparison with the Lend- 

ase. 

H.M. Jr: What has happened that I ought to know? Has anything 
happened since that I ought to know? i 

Mr. White: Well, we got a cable from Adler saying that there was 
a, request by the Stabilization Board to use the remaining portion of 
the Chinese contribution in dollars, but that can await consideration 
until later, but if that is granted, it will use up all their dollars, all 
their twenty million. 

H.M. Jr: Where is Adler? 

Mr. White: Adler is in Chungking. 

Mr. Bell: He took Fox’s place. 

Mr. White: He was in the Philippines, and then he went to—— 

H.M. Jr: How many men have we got stuck in Hong Kong? 

Mr. White: Two is all we have. 

Miss Chauncey: Frese and Taylor. 

Mr. White: Frese and Taylor in Hong Kong. We have got some of 
the legal men in Manila. 

H.M. Jr: Well, Corregidor? 

Mr. Southard: No, in the north. 

Mr. Foley: I think only one or two got over to Corregidor. The rest 
of them got over to the city. They were captured. 

H.M.Jr: Really? How many Treasury men? 

Mr. Foley: Five, I think, Mr. Secretary. A couple of bank examin- 
ers, and there are two lawyers, and a couple of John Pehle's people. 
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Mr. Southard: And one of our economists. 

Mr. Foley: Two of them got over to Corregidor. 

H.M. Jr: Will you (Miss Chauncey) get the list of the people that 
were in Manila and Corregidor and Hong Kong, and let me have it, 
and I want to ask Thompson to find out what their families are. I 
want to contact their families and see if they are all right. But I 
mean, just how many men there are. 

Mr. White: The man we sent to the Philippines, a human interest 
story—the man we sent to the Philippines, was to be married the 
day after he left here, and his bride was coming here from the West 
and arrived the day after he left, but he didn’t tell us about it for 
fear that we wouldn't send him. 

H.M. Jr: He didn’t tell us about it? 

Mr. White: He didn’t tell me about it. Had he told me, I would 
have kept him. 

H.M. Jr: Then the other thing, do these men who are in Manila, 
will they be treated with diplomatic status? 

Mr. Foley: No, just ordinary passports. 

Mr. Bell: Probably not. 

Mr. White: We have had some negotiations with the men in Hong 
Kong, and I imagine the same thing applies. 

H.M. Jr: Has anybody taken it up with the State Department ? 

Mr. Bell: The State Department said they would try to take it up 
for Frese and Taylor. 

H.M. Jr: How about Manila? 

Mr. Bernstein: I think the only thing so far is asking them to find 
out how the boys are. 

H.M. Jr: Why not give them diplomatic status? 

Mr. White: They won’t give the boys in Hong Kong diplomatic 
status. They said they can't but they assure us—— 

H.M. Jr: Who are you contacting in the State Department ? 

Mr. Foley: Shaw is in charge of that work. 

Mr. White: I spoke to Shaw once, but there was some man under 
him. I have forgotten his name. 

H.M. Jr: Well, you (Miss Chauncey) get Norman to take up this 
whole thing and let me write a letter directly to Mr. Hull, you see, on 
our men in Hong Kong and the men in Manila and say can’t the State 
Department get them included with the diplomats. 

Mr. White: You wrote one letter. Let me get that out. 

H.M. Jr: She would have it if I wrote it. 

Miss Chauncey: I have that. We got an answer from the State 
Department. 

H.M. Jr: Ask Norman to work with you. 

Mr. White: That is the only thing except you see in the press 
notices they have received favorable treatment. 

H.M. Jr: Anybody got any suggestions for me? 

Mr. White: One thing that I would like to comment on. I think 
it is a little unfair to the Chinese to say that—or to imply that we 
have got to give them this to keep them fighting. If you can skirt 
around that—you did make one such statement. 

H.M. Jr: Well, if they don’t push me too hard. f 

Mr. Viner: You could say, “to keep up their fighting morale,” and 
that is all right, but not to make the suggestion that either this or 


they quit. 
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H.M. Jr: Well, you don’t have to say it today because the effect has 
been so wonderful. Certainly that is what State and War had in 
mind. I don’t have to say it today. 

Mr. White: You will notice that they didn’t say it. 

H.M. Jr: I know. 

Mr. Bell: 1 think it was stated on the floor, wasn't it, in debate? 
Barkley stated it on the floor. 

Mr. White: Was it? I didn’t know there was any debate. I 
thought it passed without debate. 

Mr. Bell: Oh, no, I think there was. 

H.M. Jr: There was debate. 

Mr. Foley: Well, there were a few little speeches. 

Mr. Viner: It passed in seven minutes. There couldn’t have been 
much debate. 

Mr. Foley: Voorhis made a nice statement. I didn’t know that he 
taught in China. It saysso. 

Mr. Bell: I thought Fish made a good speech. 

Mr. Bernstein: He spoke for ten minutes. The whole group spoke 
for ten minutes. 

H.M. Jr: All right, I think we will go up again—I think we will go 
with a few less people this time, if you don’t mind, and I think, White, 
if you would limit it to one person, take one person with you, and 
Foley, if you would take one. Do you care, Jack, about going? 

Mr. Viner: No. 

H.M. Jr: Do you? 

Mr. Kuhn: No. 

Mr. Bell: I don’t need to go. j 

H.M. Jr: Well, I never know, Dan, if you don’t mind 

Mr. Bell: I don’t mind: I just thought if you wanted less peo- 

le—— 

H.M. Jr: No, I never know when they are going to ask me about the 
debt and something or silver, and you can come to the defense of 
silver (facetiously). 

Mr. Bell: I would love to. 

H.M. Jr: Allright. About a quarter of, gentlemen. 


(Book 492, pp. 314, 315) 
FEBRUARY 6, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. Waurre's Orrice Fepruary 5, 1942, 9:30 p.x. 


Present: 
Mr. White , 
Sir Frederick Phillips 


(Pursuant to a request of Secretary Morgenthau in his memoran- 
dum of February 4 that Mr. White get in touch with Sir Frederick 
Phillips to read a paraphrase of Secretary Morgenthau’s message to 
Sir Kingsley Wood.) ; 

Sir Frederick Phillips called at 3:30 p.m. at Mr. White’s request. 
Mr. White read a paraphrase of the paraphrased message to Sir 
Frederick (received from the State Department) and explained that 
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Secretary Morgenthau had asked him to do it because Secretary Mor- 
genthau wanted Sir Frederick kept informed. 

Sir Frederick then said so long as he was here, there were two 
questions he would like to raise. 

1. He wished to know whether any decision had been made by 
the President as yet on the takeovers of the British commitments. Mr. 
White replied that to his knowledge the matter had not yet been 
definitely settled. Sir Frederick then said he would like to call on 
Secretary Morgenthau and make further inquiry about the matter, 
inasmuch as the time was getting short for the Lend-Lease Bill to 
pass. Mr. White told Sir Frederick that he would transmit his 
message to the Secretary. 

2. The second point Sir Frederick wished to raise was with respect 
to plans for utilization of the funds which were going to be loaned 
to China. He wanted to know whether we were prepared to Toni 
the Niemeyer plan. He said he thought his Government would be 
willing to allocate £10 million of the amount of credit that they were 
going to extend toward fulfilling the plan. Mr. White told him that 
we had not come to any conclusions as yet but that we had expected to 
go into the matter during the coming week. Mr. White further told 
him that if we had arrived at any plan that we thought merited 
rege consideration he presumed Sir Frederick would be kept in- 

ormed. 

Mr. White asked Sir Frederick whether the terms and conditions 
of the aid to the Chinese Government to be extended by the British 
Government as announced had yet been formulated. Sir Frederick 
thought they had not yet come to terms. Mr. White said Secretary 
Morgenthau would naturally be interested in hearing about the terms 
when they were set. 

Sir Frederick then mentioned again the difficulty of getting esti- 
mates for the next three months on their balance of payments and 
che undesirability of making such figures public. Mr. White told 
him that he fully appreciated the difficulty but felt that the Treasury 
could hardly go before a Committee without pertinent data and could 
not refrain from informing the Committee of the pertinent facts. 
Mr. White further expressed the view that much more difficulty might 
be raised if the Committee felt we were withholding pertinent in- 
formation from them than would be the case if we were able to tell 
them that we were able to make the information available to them. 
Sir Frederick said they were doing their best to get the figures ready. 


(Book 494, pp. 1-22) 


HEARINGE ON FEBRUARY 9, 1942, Berore SUBCOMMITTEE or House 
APPROPRIATIONS COMMITTEE ON JOINT RESOLUTION 278 PROVIDING 
For A $500,000,000 Loan ro CHINA 


The following record is based on notes taken at the meeting and 
is not to be regarded as a complete record. N 

Secretary Morgenthau was introduced by the Chairman of the Com- 
mittee and read a prepared statement, a copy of which he informed the 
Committee would be made available for its record. 
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The Chairman asked Secretary Morgenthau whether the proposed 
loan would be under the jurisdiction of the Treasury. The Secretary 
replied that it would be, of course, with the approval of the President. 
The Chairman said that he understood the Secretary could not indicate 
precisely at this time how the loan would be used. The Secretary said 
that this was correct. The Chairman then wanted to know what in- 
stallation schedule might be followed in making the loan available. 
The Secretary replied that he didn’t know. The Chairman pushed the 
matter further by asking, off the record, what idea the Secretary had 
about the basis on which the Chinese would want to draw against the 
credit. The Secretary replied that he did not think the Chinese would 
demand the $500,000,000 all at once. 

The Secretary was then asked what depository would be used in 
making the funds available to the Chinese. The Secretary referred the 
question to Under Secretary Bell who said that he couldn’t answer that 
question until it was known how the loan would be used. He explained 
that normally funds would be transferred to the Federal Reserve Bank 
of New York for the account of the Bank of China. 

One of the members then asked when the funds would be needed. 
The Secretary replied that he couldn’t say. It might be in the first 
week, 1t might be at the end of three months. The questioner said that 
he understood, however, that the Secretary would not expect that the 
entire amount would be demanded at once. The Secretary replied that 
that was correct. 

The Secretary was asked what terms he had in mind for security 
for the loan or repayment of the loan. He replied that terms had not 
yet been discussed with the Chinese and he read to the Committee 
the portion of the Lend-Lease Act which states the terms on which 
Lend-Lease aid may be extended to foreign governments. He sug- 
gested that this might be a pattern for the aid now proposed to China. 
He was then asked if he could say, off the record, what his expectations 
were as to repayment. He said that we might not get a dollar back. 
The questioner then said, off the record, that he supposed that even so, 
we might consider ourselves amply repaid by Chinese participation 
in the war. The Secretary replied that he agreed. One Committee 
member then asked why that should not be put in the record since we 
might have to come pretty close to saying that on the floor of the 
House. Anyway, he went on, American interests demand that the 
loan be made. The Secretary answered that he did not want the 
statement that we might not be repaid placed on the record because, 
should it come to the attention of the Chinese it would appear that we 
distrusted the Chinese situation and that this might spoil the effect of 
the loan on Chinese morale. It was generally agreed that such a state- 
ment should not appear on the record or be made on the floor. 

The Chairman asked the Secretary what the past record of aid to 
China had been. The Secretary replied that the Export-Import Bank 
had outstanding about $130,000,000 on loan in China, none of which 
was in default. The Chairman broke in with a further question before 
the Secretary had an opportunity to say any more about the record 
of past loans to China. 

The Secretary was asked if he could say off the record what the 
political and military reasons were which dictated the necessity for 
the proposed loan. The Secretary said that he would like to read 
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certain letters as bearing on this aspect of the matter. He then read 
the President’s letter to the Speaker of the House and also Secretary 
Hull's letter. These two letters, it was decided, might go in the rec- 
ord. The Secretary read letters from Secretaries Knox and Stimson 
and it was agreed that these letters should not become a part of the 
record. Another Committee member asked what military aid China 
was expected to render. The Secretary replied that what he could 
say on this point should be very much off the record and that he was 
sorry that Secretary Stimson was not at the meeting, in view of his 
splendid statement before the House Committee on Foreign Rela- 
tions. He repeated to the Committee Secretary Stimson's statement 
that it appeared probable that Chiang Kai-shek’s new Chief of 
Staff would be an American officer, that there were air fields in good 
condition in China lying in striking distance from Japan, and that 
China is the only satisfactory jumping-off place from which we may 
ultimately hope to make an attack against Japan. 

The Chairman then asked what political considerations were im- 
portant in making the proposed loan. Secretary Morgenthau in- 
formed the Chairman that Mr. A. M. Fox, American member of the 
Chinese Stabilization Board, had just this morning returned from 
Chungking and had informed him that there was a strong Japanese 
Fifth Column movement in China, which is making capital out of 
our and the British defeats, asking the Chinese why they did not at 
this propitious time join Japan. The proposed Joan, the Secretary 
explained, is regarded as a vital offset to this group of appeasers. 
The Chairman said that in view of this he supposed that the earlier 
the loan was extended, the better. The Secretary replied that this 
was unquestionably the case. Another Committee member asked at 
this point if it was not remarkable that China had fought so long 
under such difficult conditions. The Secretary agreed that it was 
and said further that with proper weapons China could “give it” as 
well as “take it”. 

The Secretary was asked how the loan would be divided between 
economic stabilization and actual purchase of weapons of war. The 
Secretary replied that he did not know but part of the loan could be 
used as a “backing” for the Chinese money system and in this case 
might be left in the United States, Another Committee member asked 
if the Secretary did not believe, in view of China’s splendid record 
on Export-Import loans, it was likely that China would repay some 
of the proposed loan. The Secretary replied that he had answered 
this off the record earlier and did not want to say any more. : 

The Committee member said that it seemed to him that our object 
was to lick the Japs and he felt that this $500,000,000 might do more 
in this connection than $5,000,000,000 spent on armament in the 
United States, The Secretary said that this was unquestionably the 
case. ‘ 

A Committee member said that he would approve of the loan if it 
wore for weapons but that he observed that the loan was largely for 
stabilization of currency and he wondered what confidence could be 
had in achieving that objective. The Secretary replied that the 
Generalissimo had asked for the loan and is apparently much pleased 
that his request was granted. The Secretary was then asked if he 
could say, off the record, whether there was any evidence that eco- 
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nomic stabilization could be achieved. The questioner went on to 
remark that we were having our own troubles in this connection. The 
Secretary replied, off the record, that he thought the loan could be 
effective in this area—that even the mere announcement of the loan 
has had a good effect. He then asked the Committee whether it would 
care to hear from Mr. Fox who would be in a position to give the 
Committee up to date information on the usefulness of the loan to 
China. Several Committee members expressed the desire to hear Mr. 
Fox and the Chairman asked him to sit at the table. Mr. Fox told 
the Committee that the major financial problem in China at present 
is lack of confidence in the currency and that this has led to large- 
scale hoarding of goods by people who would rather hold goods than 
currency. In his judgment the effect of the loan—particularly in 
view of the promptness with which the Generalissimo's request had 
been granted —would be to restore confidence in the currency and thus 
to provoke a dishoarding of goods. He also expressed the belief that 
an internal bond issue, based on the loan, would have very good 
prospects in China. In response to a question, Mr. Fox stated that 
the outstanding note issue in China is 15 billion yuan or, at an ex- 
change rate of 20 to 1, about $750 million. He said further that this 
year there was likely to be a further large increase in currency issue 
of 8 to 12 billion yuan unless something is done about it to make it 
unnecessary. He was asked whether the proposed loan is large enough 
to achieve the stabilization objective. He started to reply that it 
was, because the Chinese had considerable confidence in us, but he was 
then interrupted by the Chairman who pointed out that one indication 
of the relative adequacy of the loan might be that the total loan— 
U.S. and British—amounts to $700 million, which comes close to 
equaling the entire outstanding issue of currency in China. 

A Committee member asked what would happen if China “folds 
up”. The Secretary replied that in that case, we could kiss the money 
goodbye. 

Mr. Fox was again asked whether the proposed loan was adequate. 
He replied that it was relatively small in view of the needs in China 
but that it would help materially, especially in view of the promptness 
with which the loan had been offered. 


STATEMENT FOR SECRETARY OF THE TreasurY Brrore THE House Cost- 
MITTEE ON APPROPRIATIONS IN SUPPORTING OF H.J. Res. 278, MAKING 
AN APPROPRIATION OF $500,000,000, To Prove FINANCIAL ATD TO 
CHINA 


I am appearing before this committee this morning to recommend 
favorable consideration of House Joint Resolution Number 278, which 
would appropriate 500 million dollars to carry out the provisions of 
the recent law authorizing financial aid to China. As you gentlemen 
know, this law passed the House by unanimous consent on Wednesday 
of last week and passed the Senate the next day by a vote of 74 to 0. 

This proposal is a war measure. The effective continuance of the 
Chinese military effort—so invaluable in our fight against the Axis 
powers—depends largely upon the strength of the economic structure 
of Free China. 

The financing of the war effort is a major war task of the Chinese 
Government and the efficient performance of this task requires that 


722 MORGENTHAU DIARY 


the Chinese financial and monetary system should be made as strong 
as possible. 

In the United Nations Declaration to which China and the United 
States are signatories, each of the United Nations solemnly pledged it- 
self to use its full resources in the common war. We have large finan- 
cial resources. China’s financial resources are very limited in relation 
to the tasks which it has undertaken. If any part of our financial re- 
sources can be of assistance to China in the war against our common 
enemy, I am sure that our people will want those resources put to that 
use. 

The Chinese have been fighting against the Japanese for four and 
one-half years. They have not spared their lives, their homes, their 
farms, their factories, or their financial resources in this struggle. 
They have remained free because they were willing to make these 
sacrifices. The people of China are carrying on unceasing war against 
the Japanese in front of and behind the Japanese lines. The Chinese 
Armies are not only holding their lines, but on widely separated fronts 
they are gathering their men and supplies to intensify their offensive. 
The Chinese people have demonstrated to the whole world that a peo- 
ple who will not be conquered cannot be conquered. 

In waging this war China has performed economic and military 
miracles. At the beginning of the war the Chinese people were en- 
gaged in creating 2 modern economic, financial and currency system. 
The Japanese occupation stripped the National Government of the 
sources which had accounted for 80 per cent of her revenues. To make 
matters worse the apparatus of the financial and money markets in the 
coastal cities fell into the hands of the Japanese. Since December 7, 
the fall of Hong Kong and the complete loss of the International 
Settlement have still further impaired the financial structure of the 
Free Government of China. 

In these circumstances the Chinese Government had to bear a double 
financial burden. 

It not only had to expand its expenditures, but it also had to create 
a new financial and banking system in the unoccupied area. It is not 
easy even in peace-time to carry out such changes. Considering the 
terrific obstacles with which the Chinese Government has been and 
still is confronted, it has succeeded amazingly well in continuing its 
resistance to the enemy. 

We must face the fact, however, that the Chinese financial and 
monetary system has been severely strained in the process. The budget 
is desperately unbalanced. Prices are rising rapidly and at an ac- 
celerated rate. The accompanying economic and social dislocations 
are serious threats to the Chinese war effort. It would be unwise for 
the United States to ignore these wealmesses or to withhold any aid 
within its power. 

On several occasions in the past the United States Government has 
rendered financial assistance to China. In general, that assistance was 
designed to finance the import of goods and to help stabilize the ex- 
change position of China’s currency. In these financial arrangements 
China has made payments on schedule and even ahead of schedule. 
Under the most difficult circumstances, China has maintained the 

export to the United States of commodities vital to our war effort. 
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Indeed, the Government of China has carried out to the letter every 
obligation to us which it has assumed. 

The Chinese Government has now urgently requested that we come 
to its financial support so as to enable it more effectively to carry on 
its war effort. We have been constantly informed as to the financial 
and economic situation within China. That information makes clear 
that the granting of the financial assistance now being requested would 
make a substantial contribution toward strengthening the domestic 
economy of China. 

The Chinese Government has informed us that the financial aid 
which the proposed Joint Resolution would make available could be 
used by it in a variety of ways to improve the financial and economic 
situation within China. Without attempting at this time to specify 
the particular arrangements which would be entered into with China 
and which would most effectively carry out the common objectives of 
China and ourselves, we are fully satisfied that arrangements can 
be worked out which will be of great financial and economic help to 
the internal economy of China and will enable China more effectively 
to carry on its war effort. 

You will recall that in December 1940, with the approval of the 
Congressional committees, the Treasury made a $50 million stabiliza- 
tion arrangement with China. A similar arrangement was made with 
China by the British. Under these arrangements, the Chinese gov- 
ernmental banks put up $20 million, the British Government put up 
£5 million, and the U.S. Treasury $50 million. So far, the Chinese 
Stabilization Board has not called on the United States for any 
portion of the United States participation and has used its own share 
for the management of its foreign exchange. 

I may say here, too, that the joint management of that Fund gives 
us every hope that future sums made available to them will be used 
judiciously and effectively. 

As you know, this Government is committed to give very substan- 
tial Lend-Lease aid to China. I am authorized by Mr. Stettinius to 
inform you that the Lend-Lease commitment to China is $620 million. 
Of course, because of the tremendous transportation difficulties, as 
well as the many-fold demands on American war production, it will 
take time before the bulk of this Lend-Lease commitment can be 
delivered to China. 

These arrangements are proving in practice to have been well- 
designed for their specific purposes and to be to the mutual advantage 
of both countries. They are designed, however, to meet the specific 
problems involved in the flow of goods to and from China, the stabiliz- 
ing of the foreign exchange value of the yuan, and the supplying of 
war material. 

The additional assistance now proposed is much more comprehensive 
in scope and is designed especially to make possible a strengthening 
of the internal economic and financial structure of China. Further- 
more, this financial aid is of a different character from the stabiliza- 
tion loans referred to. The proposed aid contemplated here should 
be regarded as the financial counterpart of lend-leasing war materials. 
It is designed to the same end—namely, the successful prosecution 
of the war, and should be evaluated in the same terms. 
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The proposed financial aid to China, as I have pointed out, is 
being dictated by political and military considerations. Nonethe- 
less, it can be used in ways which will have beneficial effects on the 
economic and financial situation in China. 

One of China’s most pressing economic problems is the existence 
of a marked inflationary trend which is proceeding at an accelerated 
rate. The funds it is proposed to make available can be used to help 
curb this inflationary trend by increasing the volume of real goods 
available to the public and by decreasing the volume of currency in 
circulation. 

The mere announcement that the American and British Govern- 
ments have made available to the Chinese Government so large a 
sum as $700 million should have important psychological effects in 
increasing confidence in the Chinese currency. In China the lack of 
confidence in the currency is one of the major factors in the inflation- 
ary trend. Businessmen, farmers, merchants and bankers, knowing 
there is very little backing against the issues of Chinese currency 
and fearing continued loss of purchasing power, are unwilling to hold 
currency and therefore attempt, as quickly as possible, to convert 
the currency holdings into goods. Furthermore, those who have 
large stocks of food and goods are reluctant to sell them for Chinese 
currency. The hoarding of goods in China has become a serious 
menace. ‘The knowledge that this large sum of dollars and sterling 
is available to the Chinese Government should make Chimese holders 
of yuan more willing to keep their currency, more willing to offer their 
goods for sale and thus slow down the inflationary trend. 

With these new and enormous dollar and sterling resources—which 
so far as the dollar portion is concerned are equivalent to gold re- 
sources—the Chinese people will be justified in having more confidence 
in their currency and in the future soundness of their economic system. 

In addition to these helpful psychological effects which the mere 
announcement of the financial assistance may have, the dollar loan 
could be used in numerous ways to slow down the inflationary trend 
in China and strengthen China’s economic and financial structure. 

For example, the Chinese Treasury might decide to sell bonds to 
the Chinese public against the general security of the dollars made 
available under the proposed loan. The Chinese have unofficially 
suggested that such a loan might be called a “victory loan”. The 
dollar security could take the form of a dollar deposit in either the 
United States Treasury or the Federal Reserve Bank, or gold ear- 
marked for Chinese account in the Federal Reserve Bank. 

The issuance of dollar bonds by the Chinese Treasury so secured 
might substantially reduce the volume of new issues of yuan notes 
in China. This would, of course, help to slow down the inflationary 
trend. 

Or, the Chinese Government could announce that it intends to hold 
the 500 million dollars as “backing” against outstanding Chinese cur- 
rency. Or, it might decide to use all of the sum, or a large part of it, 
to buy gold here, and keep that gold earmarked here until the war 
is over, as a reserve against their currency issues. : 

Or, the Chinese Government may find it wise and feasible to pur- 
chase and import silver bars from the United States and sell them 
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to the public, thus providing the Government with funds to help 
finance the war. 

Or, the Chinese Government could sell some of the dollars for 
yuan now in the hands of individual Chinese. These sales of dollars 
would make available a large yuan revenue to the Chinese Govern- 
ment, while at the same time providing a reserve of dollar exchange 
for the post-war period. 

Or, it might be found feasible to use some of the dollars to import 
United States currency of various denominations for use within China 
to cover some of its expenditures related to the war effort. 

Or, the Chinese Government could use the new assets to finance a 
large number of small enterprises designed to utilize China’s man 
power more effectively in the production of munitions. 

These ways and others, you may rest assured, will be carefully 
studied by the Chinese Government and the Treasury Department 
with a view to putting the dollars to the best possible use. 

How much of the funds will be used, in which way and when, will 
depend on the results of our joint studies, and on the needs of a chang- 
ing situation. As I have indicated, it is not improbable that most of 
the sum that is being proposed will not leave our shores at all, but 
will be kept here by the Chinese Government until the end of the war 
as the equivalent of a gold reserve against her currency, or as a poten- 
tial foreign exchange reserve to be utilized to help reconstruct China 
after Japan is defeated. 

The passage of this appropriation measure will be an outstanding 
contribution to the common war effort, It will be a demonstration 
to our friends and a warning to our enemies that the United States 
stands ready with every weapon at its disposal to assist all who are 
joined with us in this fight for freedom. 

I hope, therefore, that you will give this Joint Resolution your 
prompt and wholehearted support. 


(Book 495, p. 450) 


Treasury DEPARTMENT InTER-OFFICE COMMUNICATION 


Date : February 11, 1942 

To: Secretary Morgenthau 

From: Mr. White 

Subject : TFR-300 reports on Dr. Soong and Dr. Kung 

1. Soong.—According to submitted TFR-200 reports, the holdings 
of Dr. Soong amount to $281,023.00. 

In addition, Mr. T. L. Soong, who has the same address as Dr. 
T. V. Soong, holds about $794,000.00. 

A Mr. T. A. Soong holds $868,985.00. 

2. Kung—Dr. Kung holds only $6,501.00. 

3. In neither case should TFR-300 reports be considered definitive 
since it is very likely that both Dr. Soong and Kung have deposits 
under different names or in accounts held in the name of different in- 
dividuals. 


726 MORGENTHAU DIARY 


(Book 495, p. 492) 
Feprvuary 11, 1942. 
To: The Secretary of the Treasury 
From: A, Manuel Fox 
Subject: Possible Uses of the Loan to China 

A rough sketch of the uses to which a loan can be put in China are 
briefly : 

(1) Reserve against note issue.—Curreney regulations in China 
require the legal tender to have a backing of 100 percent, 60 percent 
in cash and 40 percent in securities. At the end of December 1941 
the note issue amounted to a little over 15 billion Chinese dollars, the 
cash reserve consisting of about 50 percent of the note issue. Under 
the best of conditions prevailing the note issue at the end of 1942 will 
probably amount to CN$22 to 24 billion. To maintain an adequate 
reserve of foreign exchange for this large note issue will require a 
fund of 300 to 350 million U.S. dollars, 

(2) Guaranteed loan and saving certificates to absorb fapi.—The 
Chinese Government could issue U.S. dollar-backed or preferably gold 
bonds and saving certificates redeemable through the Stabilization 
Board of China to be sold to the people. About 100 to 200 million 
U.S. dollars could be used for this purpose. To the extent that it be- 
comes popular and is effective, the Government would have to print 
less currency and borrow less from banks to finance its internal deficit 
and the people who now find goods the most attractive hoarding me- 
dium will be encouraged to disgorge their hoards, thus increasing the 
supply of goods on the market. 

(3) Loans to finance small-scale industrial production and also 
agricultural production.—W ith respect to small-scale industrial pro- 
duction, the very fact that China is cut off to such an extent from her 
former supply bases makes it the more imperative to stimulate in- 
ternal production. Some 50 million dollars could be used for this 
purpose. 

(4) From 50 to 100 million dollars could effectively be utilized for 
miscellaneous purposes such as the readjustment of the land tenure 
and to ensure flow of essentials from India and Russia. 


(Book 496, p. 105) 
Fesruary 12, 1942. 


CONFERENCE IN Mr. Wururte’s Orrice, Frsruary 12, 1942, 10:00 a.x. 


Present: 
Mr. White 
Dr. Soong 


Dr. Soong called on Mr. White at Dr. Soong’s request. 

Dr. Soong said he would like to see the Secretary to know what the 
next step in the loan arrangement should be, but he thought the Sec- 
retary was very busy this week and he (Soong) was leaving for New 
York for a day and would therefore try to make an appointment with 
the Secretary on Monday. Mr. White told him he thought that would 
be preferable because the Secretary was extremely busy this week and 
would be able to give more time to the problem next week. 
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Dr. Soong stated that he did not believe that his Government had 
any more specific ideas as to the use to be made of the funds than had 
already been communicated to him and to Mr. Fox. He expressed the 
view that it might be better to settle the general terms of the agree- 
ment while going ahead with the suggestions as to the use to which the 
funds could be put. He also expressed the view that it would partly 
defeat the purpose of the loan if conditions were attached to the use. 
The Generalissimo might regard conditions as evidence of lack of 
faith. Mr. White suggested those were matters Dr. Soong should dis- 
cuss with the Secretary, but that we, on our part, would be ready to 
go ahead at once with the discussions as to possible uses to which the 
Fund might be most helpfully put. 


(Book 496, pp. 284, 288) 


TREASURY DEPARTMENT InTER-OrFICE COMMUNICATION 


Date: February 13, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of report of Mr. Fox to the Secretary of the Treasury 
on the Stabilization Board of China 


1. Mr. Fox outlines briefly the history of the Board since it began 
operation on August 13, 1941. 

2. Of the $70 million and 5 million originally available to the Board, 
it had spent by December 1, 1941 about $15 million and 2 million. 
At first the major portion went to Shanghai but since November 1 
about $2 million per month have been granted to Free China, especially 
through Kunming. 

3. The Board has used every precaution possible to see that the ex- 
change granted was most eflectively employed. In Kunming and 
Chungking letters of guarantee are required from applicants. 

4. The Board has been criticized from time to time—in Shanghai for 
lack of generosity and, in Chungking, for dealing too extravagantly 
with Shanghai. q 

5. The Minister of Communications has submitted to the Generalis- 
simo the suggestion that a bond issue be guaranteed by the Stabiliza- 
tion Board in order to inspire confidence in the bond issue. 

6. The Generalissimo and Dr. Kung have expressed dissatisfaction 
with the April 1st Agreement. They were especially displeased with 
the fact that the Agreement could be rescinded by the Secretary of 
the Treasury on one month's notice while similar opportunity was not 
accorded to China. The suggestion is given that if a loan is made to 
China advantage should be taken of the occasion to modify the terms 
of the Agreement. Y ; 

7. The Board’s principal activity at present is the consideration at 
exchange applications through Chungking and Kunming. These are 
limited by the facilities of the Burma Road but opportunities may de- 
velop for bringing imports through Russia and the Northwest. 
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Frsruary 1, 1942. 
To: The Secretary of the Treasury 
From: A, M. Fox 
Subject : The Stabilization Board of China 

My return to the United States presents an opportunity for a report 
on the Stabilization Board of China. Arrangements for my return 
were made so hurriedly that there was no time for preparing such a 
report before leaving China, and such basic material regarding the 
Board and its operations as 1 have with me are in my case which has 
been sealed by the Censor. 1 do not, therefore, have at my disposal 
any source material for reference. The report must necessarily be 
brief and in general terms. 

The Stabilization Board of China has been in operation about five 
and a half months. The Board was slow in organizing officially, 
holding its first official meeting on August 13th, 1941, a little over two 
months after the three Chinese members and the American member 
began holding informal conferences in Chungking, China. This was 
due to the delay in appointing the British member and the apparent 
hesitancy of the Chinese members to organize officially until the full 
Board was constituted. There has been even greater delay in the 
appointment of the alternate members. The British alternate was 
appointed early in December, and the alternate to the Chairman has 
not yet been selected. Two of the alternate members, Drs. Taylor 
and Lin, were not able to get out of Hong Kong when the War broke 
out on December 8th. Dr. Taylor had returned to Hong Kong from 
Kunming on December 6th, and was to take the Clipper for the 
United States on December 10th. Dr. Lin was to leave by plane 
Monday night December 8th for his post in Kunming, China. As 
both Drs, Taylor and Lin were stationed in Kunming, a critical situa- 
tion was created by their inability to leave Hong Kong. To meet this 
situation, the Genera] Secretary, Dr. Chi and I, proceeded to Kun- 
ming, and spent the last two weeks in December there, reorganizing 
and strengthening that office. 

Of the "70,000,000 U.S. dollars, and 5,000,000 pounds sterling orig- 
inally available to the Board, it had spent by December 1, 1941, about 
U.S. $15,000,000 and 2,000,000 pounds sterling. If the exchange ac- 
quired by Shanghai banks from other sources had been used to offset 
applications to the Board for exchange, these figures would be re- 
duced. The exact amount will not be known until a complete audit 
has been made, if then, but the amount due to the Board is probably 
10% of the applications. At first, the major portion went to Shang- 
hai, but since November about 2 million U.S. dollars per month have 
been granted to Free China, especially through Kunming. 

The Board has used every precaution possible to see that the ex- 
change granted was most effectively employed. In Kunming and 
Chungking letters of guarantee are required from applicants, em- 
phasis being laid on the following assurances: 

1. That transportation over the Burma Road has been arranged for. 

2. That the particular product would not be sold at exorbitant 
price, but would be based on costs plus a reasonable profit. í 

3. That such exchange as was not used for the purpose applied for 
would be resold to the Board at the official rates. 
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In connection with Shanghai the Board finally developed a new 
technique by negotiating with representatives of each industry, or 
group applying for exchange, and jointly worked out the conditions 
under which the exchange was to be granted. This compelled each 
group to study its annual requirements for foreign exchange and to 
submit a schedule of its minimum needs. Each group was required 
to guarantee that it would not deal with groups whose interests were 
inimical to China; that it would keep its prices at a reasonable level, 
making available to the Shanghai public a volume of goods at least 
equal to that for which exchange was being granted; and that the 
arrangements would be reexamined after three or four months to make 
certain the conditions were being complied with. In this way the 
Board was able to control the outflow of its funds, but candor com- 
pels the admission that abuses did arise and effective means were not 
always instrumental in checking such abuses. But the procedure in 
connection with Shanghai was sufficiently improved to warrant the 
statement that the funds were effectively employed, and much thereof 
for economic warfare. 

The Board has been criticized from time to time, in Shanghai for 
lack of generosity, and in Chungking for dealing too extravagantly 
with Shanghai. The Board was confronted with the peculiar situa- 
tion of having many Chungking officials, at one and the same time, 
criticize the Board for its continuance in supporting Shanghai and 
manifesting concern over the low level which the Chinese dollar 
reached in Shanghai. The Board rarely only gave out statements to 
the press, or attempted to meet criticism or rumors in any other way. 
On the whole the Board’s efforts to control the black market in ex- 
change were reasonably successful and the favorable reaction toward 
the Board far exceeded the negative opinion of the Board. Recently 
the Minister of Communications submitted to the Generalissimo a plan 
for a Chinese bond issue. This contained the suggestion that to in- 
spire confidence in the issue the bonds should be guaranteed by the 
Stabilization Board. This confidence in the Board is fairly wide- 
spread and has been a matter of gradual growth. 

To the Board’s credit too it must be pointed out that the prestige 
of the Foreign Exchange Control Commission has declined; that of 
the Stabilization Board has risen. Both agencies were created as a 
result of the April 1, 1941, agreement and the April 25, 1941, exchange 
of letters; to the Board, being assigned the task of looking after 
exchange for commercial needs; to the Commission, exchange for 
government agencies. It is generally agreed that the Commission 
with its staff of 200 has been a source of much irritation and delay. 
One agency would serve China more effectively than do two at pres- 
ent. Both the Generalissimo and the Kungs have expressed dissatis- 
faction with the agreement, claiming that the terms were too one- 
sided and smacked of a colonial agreement. They were especially 
displeased with the fact that the agreement could be rescinded by 
the Secretary of the Treasury of the United States on one month’s 
notice and a similar opportunity was not accorded to China. 

The Board’s principal activities now are limited to the considera- 
tion of exchange applications through Chungking and Kunming. 
These have been increasing in number and amount lately but are nec- 
essarily limited by the transportation facilities of the Burma Road. 
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Opportunities may develop for bringing imports through Russia and 
the Northwest. And before I left Chungking there was some expec- 
tation of being able to increase the amount of goods smuggled out 
of Shanghai into Free China. 

The suggestion has been made that since the imports into China 
will for some time be very small, it might be desirable to liquidate 
the Stabilization Fund. Most people in China, however, would 
rather see the Board strengthened because of the growing confidence 
in the Board and the increasing belief that it would be the best vehi- 
cle to which to tie a bond issue, and to provide for its amortization. 

If a loan is to be made to China, it would seem desirable to take 
advantage of the occasion to modify the terms of the Stabilization 
Agreement. The features which are disliked by the Chinese Author- 
ities could be eliminated or modified, the Board’s funds increased to 
meet greater responsibilities which a new bond ¡issue could impose 
and generally to strengthen it. 


(Book 497, pp. 324-341) 


Treasury DEPARTMENT IntTer-Orrice COMMUNICATION 


Date: February 17, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of report by Mr. Fox to the Secretary of the Treasury 
on China’s financial and economic conditions 

1. China has made financial and economic progress during the last 
year despite further intensification of its economic difficulties. 

(a) The land tax has been nationalized and converted into a tax in 
kind. The Government has been able as a result of this reform to 
avoid recourse to borrowing to purchase food for the army and civil- 
ians, and, at the same time, to exercise more thoroughgoing and effec- 
tive control over the distribution and price of food. The price of food 
1s of particular importance in China’s economy since it is the largest 
ingredient of the price structure. The Government food requirements 
are amply provided for the year October 1941 to September 1942 and 
the jeaespects for the 1942 harvest appear to be favorable. 

(b) The provincial revenues have been handed over to the National 
Treasury. 

(c) Control of money and credit has been made more effective. 

(d) The method of collecting taxes has been improved. 

(e) The rate of interest charged by the four Government Banks for 
advances to the Government has been reduced from 7 percent to 5 

ercent. 
A (£) Machinery has been instituted for the continued importation of 
essential goods from Occupied China and this trade is still continuing. 

(g) Industrial and mineral production in China is increasing. New 
industrial centers are arising which are increasing the flow of goods 
vital to the needs of the war effort and civilian population. The 
report stresses the desirability of increasing production and refrain- 
ing from any deflationary measures. i 

(h) Measures have been taken to control prices but unfortunately 
the mechanism for supervision and investigation is still radimentary. 
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Hope is expressed that the recent establishment of the Price Stabiliza- 
tion Administration will result in a definite amelioration in the price 
situation. 

3. Mr. Fox outlines the history of the proposed loan to China. 
This information has already been received by the Treasury through 
Mr. Fox and other channels. 

4. Mr. Fox suggests that if a loan is given, about one-half of it 
should be made available to China immediately, The remainder 
should be made subject to Executive approval following recommenda- 
tions by two standing committees of five members each. One com- 
mittee should be located in Washington, D.C. and consist of three 
Americans and two Chinese, headed by the Secretary of the Treasury, 
and the other, in Chungking, and consist of three Chinese and two 
Americans, to be headed by the Minister of Finance. 

5. According to the Generalissimo, the loan will be used as follows: 

(a) About 50 percent asa reserve against note issue. 
(b) About 30 percent as a sinking fund for internal loan. 
(c) About 20 percent as a guarantee fund for savings certificates. 

6. Mr. Fox outlines the possible uses of the loan to China: 

(a) Reserve against note issue. 

(b) Guarantee of loan and savings certificates to absorb fapi. 

(c) Finance imports from India and the Northwest. 

(d) Loans to finance internal small scale industrial production 
and agricultural production. 


SECTION I 


WIAT FINANCIAL AND ECONOMIC PROGRESS HAS BEEN MADE IN CHINA 
IN THE LAST YEAR? 


The year 1941 witnessed a further intensification of China's eco- 
nomic difficulties. The mounting budgetary deficit due to the enor- 
mous burden of waging war and simultaneously carrying on essential 
reconstruction enterprises and acute shortage of goods arising from 
the loss of China's richest provinces, and the growing difficulties in 
the way of maintaining foreign trade were together largely respon- 
sible for the alarming rise in prices. China’s main economic problem 
now is to retard the accelerating rate of increase in prices by increas- 
ing the supply of essentials whether by import or expanding internal 
production, by at least partially rectifying the budgetary deficit by 
augmenting revenues and by non-inflationary borrowing, by the op- 
tional distribution of all available goods, and by stricter control of 
prices and hoarding. The immediate impact of the spread of the 
World War to the Pacific in December 1941 on the economic situation 
in China has been to aggravate China’s economic crisis. 

Yet in spite of the bleakness of the overall picture, 1941 provided 
certain encouraging signs of economic progress, significant not only in 
themselves, but perhaps even more so as examples of the determination 
to adopt measures and reforms on the lines just indicated. These 
accomplishments are all the more encouraging because they were 
achieved in the face of the tremendous obstacles imposed both by 
wartime conditions and emergencies and by the predominantly par- 
ticularistic regional character of the Chinese economy, which makes 
the introduction of unified and centralized controls so difficult of 
attainment. 
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Some of the important positive measures of progress in the finan- 
cial and economic spheres are listed and briefly discussed below. 


(1) Nationalization of the land tax and its conversion into a tax in 
sind 


This reform was initiated after the Third National Financial Con- 
ference in June 1941. 1t has turned out to be perhaps the outstanding 
success of the Ministry of Finance in 1941. ‘The land tax which was 
previously in the hands of the provincial and district governments 
and which was collected on a heterogeneous basis, sometimes in kind 
and sometimes in money, has been taken over by the Ministry of 
Finance and put on a comparatively uniform basis. The result is 
that the tax has become incomparably more productive and that the 
Government has obtained direct ownership of a very substantial por- 
tion of its natural food supply. In this way the Government has been 
able to avoid having recourse to borrowing to purchase food for the 
army and civilians which would have swollen the budgetary deficit 
still further, and at the same time to exercise more thoroughgoing and 
effective control over the distribution and price of food. As the price 
of food is much the largest ingredient of the price structure, ability 
to have some control over the price of food is of crucial importance. 

The collection of land tax has on the whole come up to expectations 
and has proceeded fairly smoothly. Collection in Szechuan which is 
expected to yield almost a quarter of the total has come up to a 100 
percent of estimates. ICiangsi has already yielded 70 percent of esti- 
mates. Collections for the fiscal year are still continuing in other 
provinces while only a few provinces are falling below expectation. 

Coupled with the land tax reform should be mentioned the Govern- 
ment purchase of foodstuffs at fixed prices. The former is estimated 
to make over 25 million piculs (1 picul=110 Ibs.) and the latter nearly 
37 million piculs of rice and wheat available to the Government, of 
which about 41 million piculs will be used to feed the army and for 
storage and about 21 million piculs to supply Government food re- 
quirements, and adjust market conditions. Thus Government food re- 
quirements are amply provided for for the year October 1941-Sep- 
tember 1942; in addition the existence of substantial stores of food in 
the main consumption years enables China to face the food situation 
which is the key sector of the Chinese internal economy with 
equanimity. 

It should be pointed out that the 1941 harvest was much better 
than that of 1940. Prospects for the 1942 harvest appear to be favor- 
able. 


(2) Consolidation of provincial revenue and expenditures which are 
now embodied in the national budget 


In accordance with the resolutions adopted by the Ninth Plenary 
Session of the Central Executive Committee of the Kuomintang and 
the Third National Financial Conference, the necessary preparations 
for consolidation were taken in 1941. On January 1, 1942 the provin- 
cial revenues were handed over to the National Treasury. The three 
main sources of provincial revenue had been the land tax, the business 
turnover tax, and the provincial transit tax. The first had already 
been taken over by the Ministry of Finance. As for the second, it 
will be handled in the future by the Direct Tax Administration of 
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the Ministry of Finance. The multiplicity and complexity of pro- 
vincial transit taxes has contributed both to the rise in prices and 
to delays in transportation. They are now being simplified and will 
be administered largely by the Consolidated Tax Administration. 
The interport duties under the Customs Administration are also being 
simplified so that, wherever possible, one tax and one tax only will 
have to be paid on interport movements of goods. 

As far as provincial expenditures are concerned, the Central Gov- 
ernment is already handing out monthly allocations to the provincial 
Governments. The Central Government is also increasing the sub- 
sidies to the District Governments. 


(3) Control of money and credit 


(a) For the first time real and effective exchange control has been 
established, thanks largely to the work of the Stabilization Board of 
China and the cooperation of the United States and British Foreign 
Funds Control. * With the establishment of effective exchange control 
must be associated the stabilization of the external value of the yuan 
and a greater ability to regulate and supervise foreign trade. 

(b) Control over the four Government banks has been tightened. 

(c) Similarly supervision of the commercial banks has been in- 
creased. There had been too great an increase in the number of com- 
mercial banks which it became necessary to curb. 


(4) Collection of taxes 


The Ministry of Finance has instituted a system whereby inspectors 
from the Ministry travel up and down the country to ensure the regu- 
lar and efficient collection of taxes. Their work has already resulted 
in some improvement. Inefficient tax officials have been fired and 
venal officials arrested. The Ministry has also instituted schools for 
training new and raising the efficiency of old tax officials. But there 
is still considerable room for improvement in the sphere of tax collec- 
tion. 

(5) Limiting expenditures 

The chief economy achieved has been the reduction in the rate of 
interest charged by the four Government banks for advances to the 
Government from 7 percent to 5 percent. In this connection it may 
be worth while calling attention to the possibility of reducing the cost 
of Government borrowing still further by making the income tax on 
income from interest progressive. As the most important source of 
income from interest is the holding of Government securities, and as 
the four banks are the chief holders of such securities, the effect would 
be to increase the amount of income tax the four banks would have 
to pay and to achieve a further reduction in the net cost of financing 
the Government debt. China cannot now afford to curtail her mili- 
tary expenditures or her expenditures on reconstruction enterprises 
engaged in the production of essentials. Such economies would be 
the worst kind of false economy; the last thing China should do now 
is to curtail her military effort or to reduce her capacity to produce. 
The only cases in which economies may be feasible are those involving 
long-range enterprises which it may no longer be possible to carry 
through owing to military strategic developments and to the cutting 
off of supplies of essential materials. 
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(6) Imports from occupied China 

A most effective form of economic warfare has been conducted by 
the Smuggling Prevention Administration of the Ministry of Finance 
through the delicate machinery it has instituted and supervised for 
the continued importation of essential goods from occupied China. 
This clandestine trade is still continuing. Only recently 20,000 pieces 
of goods arrived in Chungking which were smuggled out of Shanghai 
via the enemies’ lines. 

(7) Expanding production 

Perhaps the most heartening sign in all the Chinese economic sceno 
is the indomitable will and initiative shown by private and Govern- 
ment-controlled enterprise in pushing industrial and mineral produc- 
tion both. In the face of all sorts of hardships, shortage, and difti- 
culties Free China has stimulated the production of goods which had 
either never been produced before or only on the very smallest scale. 
New industrial centers are arising which are turning out if only on a 
small scale by Western standards an increasing flow of goods vital 
to the needs of the war effort and of the civilian population. I my- 
self personally visited many factories in Kunming and Chungking 
and was particularly impressed by the Central Machine Works in 
Kunming and by two iron and steel mills and a paper mill in the vicin- 
ity of Chungking. 

The production of coal, iron, gasoline and petroleum production, 
electrical machinery, machine tools and some military equipment, and 
cotton yarn to name but a few products has shown substantial in- 
creases in 1941. The total output of China’s mines and factories may 
be small, but it is making a vital contribution not only to the war 
effort but also to China’s post-war construction. And it is increasing 
and continuing to increase. It would be a tragedy if the flow of goods 
were curtailed through lack of funds or misguided and ill-timed ef- 
forts at economy resulting from a deflationary movement recently 
instituted. 

(8) Price control 

It is in this sphere that most progress remains to be achieved. 
Where price control has been enforced by punishment of hoarders and 
speculators, the effects have usually been salutary, but unfortunately 
the mechanisms for supervision and enforcement of price control 
are still rudimentary. It is to be hoped that the recent establishment 
of the Price Stabilization Administration will result in a definite 
amelioration of the price situation. 


SECTION II 
LOAN TO CHINA 


Since early December there has been much discussion in Chungking 
of a loan to China, Sir Otto Niemeyer supported by the British Am- 
bassador taking the lead and finally approaching the American Am- 
bassador in the matter. Sir Otto Niemeyer offered to the Minister of 
Finance a loan of 10 million pounds sterling and gave assurances that 
an American loan would also be forthcoming. He suggested customs 
receipts as collateral for such a loan. This proposition was immedi- 
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ately turned down and has created much resentment in high official 
circles. Because of this unfortunate suggestion one often hears now 
in connection with a discussion of a loan that the “colonial attitude” 
will not be tolerated. Sir Otto Niemeyer and the British Ambassador, 
failing to make headway with the Minister of Finance, then solicited 
the support of the American Ambassador in taking up the question 
of a loan directly with the Generalissimo. When the American Am- 
bassador would not join in such a project, Sir Otto Niemeyer and Sir 
Archibald Kerr Clark Kerr themselves discussed the subject of a loan 
with the Generalissimo. They were told that the military, financial, 
and other requirements of China were such as to require a loan from 
Great Britain of 100 million pounds sterling and that not a pence less 
than this amount would do. The Generalissimo has indicated that 
Niemeyer immediately responded that the amount was entirely too 
large but that they would ba willing to make a loan of such a size as 
the Chinese could actually use. Soon thereafter the Generalissimo 
asked the American Ambassador to call and discussed the subject of 
an American loan of 500 million United States dollars. The American 
Ambassador is supposed to have expressed himself in favor of a large 
loan to China, not only of $500 million U.S. dollars but one even of 
600 million U.S. dollars, pointing out, however, the many difficulties 
which might arise in making such a large loan. Apparently, so unlike 
the Niemeyer—British Ambassador visit—a favorable impression was 
left by the Gauss visit. The Generalissimo and the Minister of Finance 
have since concentrated on an American loan of 500 million U.S. 
dollars stating that the negotiations of a British loan would be taken 
up after the American negotiations have been completed. They both 
insist too that the loan must be viewed as a military necessity and that 
the loan must not only be large but that the negotiations must be com- 
pleted at a very early date. The American Ambassador, skeptical 
about a Chinese loan at first, has since become completely reconciled 
to a large loan as a political necessity, insisting, however, that proper 
safeguards and restrictions must be imposed. It has become increas- 
ingly evident each week that it will be practically impossible to 1m- 
pose any restrictions and that, if the full psychological effect of a Joan 
1s to be had in China, the loan must not only be very large but of such 
a nature to show complete confidence in China. The latter is even 
more important than the former. 

There has been some talk of utilizing the unused funds of the 
Stabilization Board, some 55 million U.S. dollars and 2 million 
pounds sterling, for the general purposes proposed for the loan. ‘This 
suggestion is based on a misconception that China will be cut off from 
all foreign trade. It is a proposal that should not be taken too 
seriously. Rather than liquidating the Board, it would be desirable 
to show confidence in the Stabilization Board by increasing its assets 
and thus provide for the day when imports into China will increase 
and a vehicle will be needed for controlling China’s foreign trade and 
foreign exchange. By strengthening the Board an attractive feature 
could be provided for a bond issue or the issuance of savings certif- 
icates, for thus it would be made possible to have the bonds or 
certificates paid off in foreign exchange and to have it appear that 
issues have the backing of the Board. 
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Assuming that a loan to China will require Congressional approval 
and assuming that the amount be at least 500, and preferably 750, 
million U.S. dollars, 200 to 300 million U.S. dollars of this amount 
would be made available to China immediately upon approval of the 
loan measure by the Chief Executive of the United States. The re- 
mainder would be made subject to Executive approval following rec- 
ommendations by two standing committees of five members each. 
One committee is to be located in Washington, D.C., and to consist 
of three Americans and two Chinese; and the other in Chungking, 
China, to consist of three Chinese and two Americans. These com- 
mittees should be headed by the Secretary of the Treasury of the 
United States and the Minister of Finance. This suggested proce- 
dure would show confidence in China by making immediately avail- 
able a large sum, 200 to 300 million U.S, dollars, and at the same time 

. provide an effective medium for carefully examining proposals for the 
use of funds and for imposing necessary restrictions and safeguards. 
Such restrictions would be self-imposed in that the Committees, of 
which Chinese constitute one-half the membership, would impose 
the safeguards, if any. This would be much preferable to having the 
very same safeguards imposed by the United States as a prior condi- 
tion of the loan. The creation of the two suggested committees 
would provide a vehicle for scrutinizing the use of the initial funds of 
200 to 300 million U.S. dollars even if no check was imposed on the 
use of this sum. It would be tacitly understood that, if there were 
any questions raised with respect to the initial fund, the committees 
would be inclined to scrutinize more closely subsequent proposals. 
Furthermore, the existence of such committees and their opportunity 
for scrutinizing all proposals for the use of the funds would serve 
to instill general public confidence in the uses to which the funds were 
applied. The committees should be able to function smoothly and 
be flexible enough not to interfere with the legitimate uses to which 
the funds are to be put. 

The loan requested of the United States and Great Britain by the 
Chinese Government is to be used, according to the Generalissimo, 
as follows: 

(1) The largest portion (50%) of the proceeds to be used as a 
reserve against note issue. 
(2) Another portion (30%) as a sinking fund for an internal 
oan. 
(3) A portion (20%) as a guaranty fund for savings certif- 
icates; both (2) and (3) to be issued in foreign currencies. 

A large sum could in my opinion effectively be employed as small 
loans for increasing industrial and agricultural production. 

There has been much talk lately, especially from British sources, 
of insisting on the submission by the Chinese Government of a com- 
plete plan before a loan is made to China, This involves a mistaken 
notion that the loan is in the nature of a commercial loan and is apt 
to involve the United States, should it take a similar view, in political 
factions and controversies. It would appear to be wiser to assume 
that China is a worthwhile risk and deservant of a large political loan. 
The United States could then take the initiative and propose some such 
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plan as is here suggested. This plan would give China assurance of 
America’s confidence in her as a good risk while providing an op- 
portunity for indirectly checking the uses to which the funds are to a 
put while not antagonizing China because of its insistence that no 
restrictions are to be imposed on a loan. This would provide a 
better vehicle for protecting the funds and introducing the oppor- 
tunity for safeguards than would the best plan that China itself 
could introduce. 


SECTION II 
POSSIBLE USES OF A LOAN TO CHINA 


_ A rough sketch of the uses to which a loan could be put in China 
is of interest. The amounts to be devoted to the various purposes 
cannot obviously be determined with any degree of accuracy, but a 
general plan can be fairly well worked out. The uses for which a 
loan to China could be employed are as follows: 


(1) Reserve against note issue 


Currency regulations in China requiro the legal tender to have a 
backing of 100 percent, 60 percent in cash and 40 percent in se- 
curities. The cash reserve consists of gold, silver, foreign exchange, 
short-term commercial paper, commodity and warehouse receipts and 
investments in productive enterprises. The securities reserve con- 
sists of Government bonds or bonds guaranteed by the National Gov- 
ernment. At the end of December 1941 the note issue amounted to a 
little over 15 billion Chinese dollars, the cash reserve consisting of 
about 50 percent of the note issue. The deficit for 1942 is expected to 
amount to CN$8 to 12 billion. With the best of conditions prevail- 
ing the note issue at the end of 1942 will probably amount to CN$22 
to 24 billion. It is held in high financial circles in China that to 
maintain an adequate reserve of foreign exchange for this large note 
issue will require a fund of 300 to 350 million U.S. dollars. 


(2) Guaranteed loan and saving certificates to absorb fapi 

The Chinese Government could issue U.S. Dollar-backed bonds 
paying 5 percent interest per annum to be redeemed beginning with 
four or five years from now or immediately after the end of the war 
at the current official rate of exchange. If necessary, the bonds can 
be issued a little below par, say at 95.98. The bonds would have the 
guarantee of the U.S. Treasury and could be made redeemable through 
the Stabilization Board of China. 

How much fapi the bond will absorb is not definitely known. It 
ought not to be less than 114-2 billion in the first year and may well be 
more, and if the war continues for another year a similar sum can 
be expected in the second year. Subscriptions on this scale will have 
a two-fold beneficial effect on prices: 

(a) The Government will have to borrow less internally to finance 
its internal deficit. While the bond issue will affect the amount the 
Government has to borrow but not the amount to be spent, neverthe- 
less— 

1—Saving will be encouraged by the provision of an attractive 
saving medium and excess fapi in circulation will flow back to 
the Government. 
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2—Confidence will be less adversely affected and may even be 
Sea NAS by the reduction in the size of the internal budgetary 
eficit. 

(b) People now finding goods the most attractive hoarding medium 
will be encouraged to disgorge their hoards, thus increasing the sup- 
ply of goods on the market. 

If the subscriptions to the bond issue amount to CN$2 to 4 billion 
in one year, it will account for not less than three months’ deficit, 
and require the earmarking of U.S. $100-200 million in the first year. 
The same amounts can be anticipated in the second year. 

It is planned also to issue savings certificates. This should absorb 
from CN$1 to 2 billion of fapi in one year and require as a backing 
from U.S. $50 to 100 million. The amount should be even larger 
the second year. 


(3) Imports from India and the Northwest 

(a) India.—While the Burma Road is still a bottleneck, with the im- 
provement in traffic conditions from Lashio to Kunming, Chinese 
stocks in Rangoon will gradually be depleted, especially as British 
military authorities are calling on Chinese stocks now. Therefore 
steps should immediately be taken to ensure the flow of essentials 
from India; these essentials should consist of military supplies, gaso- 
line, cotton yarn, chemicals, and metal goods. It is no argument that 
such goods are needed in India and in countries in the Middle Eastern 
theatre of the war, for these countries should be able to replace ex- 
ports of essentials to China with imports of the same or similar essen- 
tials from the United States. And in the case of cotton yarn, India 
now cat off from its former Japanese market must have an export 
surplus. 

(b) The Northwest.—It is impossible to evaluate the amount or 
value of goods to be obtained from Russia as two unknowns exist, 
firstly, the extent of transportation facilities, and secondly the effect 
of the war on Russia’s ability tosupply goods. Butit is probable that 
Russia will be able to spare captured military goods and perhaps some 
cotton, gasoline, and sundries. The fact that her Far Eastern Army 
is not engaged should enable her to spare some military material from 
her existing Far Eastern stocks. 

(a) and (b) together should not account for much more than $50 
million. If thisestimate is too low, so much the better. 


(4) Loans to finance internal small-scale industrial production and also 
agricultural production. 

The need for both requires no stressing. The maintenance of agri- 
cultural production is vital to China’s war effort; everything that can 
be done to strengthen China’s self-sufficiency in food contributes im- 
mediately to China’s war effort. With respect to small-scale indus- 
trial production, the very fact that China is cut off to such an extent 
from her former supply bases makes it the more imperative to stimu- 
late internal production. As the resources for large-scale production 
are not available, such production must necessarily be small-scale. 
Such small-scale efforts, if successful, will make it easier for China 
to tide over the next period especially if they are concentrated on the 
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production of textiles, blankets and other simple essentials which do 
not require elaborate machinery. 

Such loans clearly involve internal Government financing but, if the 
Government in making such loans can indicate it has a 100-percent 
foreign-exchange backing, possibly unfavorable psychological reper- 
cussions might be avoided. Again, because of the Foreign Exchange 
backing for the loans, it would be desirable to introduce the Stabiliza- 
tion Board into the picture, but this might be a fairly ticklish matter. 
_ Probably U. S. $50 million could be profitably invested in such loans 
in the first year. j 

(5) A large sum from the United States, $50 to $100 million, could 
be effectively utilized for miscellaneous purposes, such as the readjust- 
ment of the land tenure. Steps have already been taken to improve 
conditions in the rural areas, and an adequate fund to help in effecting 
these improvements would prove extremely helpful. 

Thus (2), (3), (4) and (5) would absorb about U. S. $300 million, 
and not more than $450 million in the first year, while (1) would re- 
quire from 300 to 350 million U. S. dollars. The total amount of U. S. 
dollars required for the purposes outlined above is from 600 to 850 
million. 


(Book 497, p. 198) 
FEsroary 16, 1942. 
Memorandum for the Secretary’s files. 


CONFERENCB IN Mr. Wurre’s Orrice, Fesroary 16, 1942, 11:30 4.35. 


Present: 
Mr. White 
Dr. Soong 


Dr. Soong called at his own request. He reported that he had 
talked to Mr. Fox about the possible uses of the loan and that Mr. 
Fox had stated that aside from the general approach to the problem 
the matter had not yet been definitively discussed. 

Dr. Soong showed Mr. White copies of two messages he had re- 
ceived. One was from Chiang Kai-shek to the President, sent from 
Delhi, thanking the President for the loan, and the expedition with 
which it had been granted at his request. 

The second message was from Chiang Kai-shek to Wellington Koo, 
in which Wellington Koo was instructed to try to get the British 
not to set any conditions on their loan and was advised to keep in 
close touch with Dr. Soong on the matter. 

Dr. Soong seemed concerned about his position in this matter. 
He said he would like to have it understood that he was acting solely 
as an intermediary for transmitting messages from his Government 
to the Treasury or reverse; that he believed the Generalissimo would 
insist on no conditions for the loan, and yet he appreciated the fact 
that Secretary Morgenthau might wish to impose conditions and he 
would be caught between the upper and nether millstones: Mr. 
White said that was something he could probably clarify with the 
Secretary. 
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(Book 497, p. 342) 
Treasury DEPARTMENT Inver-Orricr COMMUNICATION 


Date: February 17, 1942 
To: Mr. White 
From: Mr. Friedman 
Subject: Digest of cable from Ambassador Gauss dated February 
14 regarding China loan 
1. Editorial reaction to loan said to be “more appreciative than 
enthusiastic.” 
2. There is general agreement that control of inflation with a view 
to reducing commodity prices should be the primary objective. 
3. The absorption of idle capital through internal loans secured on 
the credits is generally favored. 
4, Effective measures for price stabilization are demanded and an 
acceleration of production of essential commodities is advocated. 
5. Among the additional proposals being made for the use of the 
loans are: 
(a) Import of actual United States currency for circulation 
in Free China. 
b) Unfreezing and direct free sale of foreign exchange. 
c) Sale of American Government bonds in China. 
d) Use to encourage domestic production. 
e) Use as currency reserve. 
6. There is as yet no evidence that a definite plan for the utilization 
of the American Joan has been formulated. 


(Book 497, pp. 348, 344) 


Chungking via N. R. 

Dated February 14, 1942 

Ree’d 8:50 p.m. 

WM 

This telegram must be paraphrased before being communicated to any- 
one other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 

123, February 14, 9 p.m. 

Editorial reaction to (?) credits has been more appreciative than 
enthusiastic. One leading paper advises that China should demon- 
strate that she merits the credits by the use she makes of them in 
strengthening her position and effectiveness as a partner in the United 
front, adding that if the loans are used to expand the national budget 
or as reserves for issuing notes, then not only will there be no benefit 
but there will be harm. Another paper cannot forego the comment 
that the granting of such credits four years ago would have prevented 
the present serious situation in the Far East. There is general agree- 
ment that control of inflation with a view to reducing commodity 
prices should be the primary objective. Uniformity is lacking with 
regard to the precise means of accomplishing this end but the absorp- 
tion of idle capital through internal loans secured on the credits is 
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generally favored; effective measures for price stabilization are de- 
manded and an acceleration of production of essential commodities is 
advocated. Retrenchment to the point of deflation is urged by one 
paper but others warn against such a policy, suggesting that the idle 
capital absorbed should be used to encourage production. 

Numerous proposals are being made in official and unofficial circles 
for the use of the loans, including the following: (1) import of actual 
United States currency for circulation in Free China; (2) unfreezing 
and direct free sale of foreign exchange; (8) sale of American Gov- 
ernment bonds in China; (4) use for reconstruction projects as well as 
to encourage domestic production; (5) use as currency reserve. These 
are additional to the proposed sale of government bonds secured on 
foreign currency credits in order to recapture substantial sums of 
Chinese currency for government use. 

Our information also indicates that China is going forward with 
proposals for state monopolies of salt, tobacco, matches and sugar. 

There is as yet no evidence here that a definite plan for the utiliza- 
tion of the American loan has been formulated. 

Gauss. 
NK 


(Book 498, pp. 198-201) 


FEBRUARY 19, 1942. 
Memorandum for the Secretary's files : 


Merrine Herp ry Mr. Bews Orrice, Fesruary 19, 1942, 3:15 P.M. 


Present: 
For China: Dr. T. V. Soong 
For Treasury: 
Mr. Bel 
Mr. White 
Mr. Foley 
Dr. Viner 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
For State: 
Mr. Hornbeck 
Mr. Hamilton 
Mr. Livesey 
Mr. Hiss 
Mr. Currie 
Mr. Fox 


At discussion held with Treasury officials in Mr. Bell’s office between 
2:30 and 3:15 p.m. regarding the China loan agreement it was de- 
cided that all the Treasury was prepared to say at this time to Dr. 
Soong, who was expected at 3:15, was that the agreement would be in 
the spirit of Lend-Lease Act, the China Loan Act, the United Nations 
Declaration of January, 1942 and the exchange of communications 
between the President and the Generalissimo. Nothing would be said 
about terms and conditions and Dr. Soong would be promised a writ- 
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ten document in the form of a draft agreement by the following 
Saturday or Monday. 

Dr. Soong and members of the State Department arrived at about 
3:20. Mr. Bell informed Dr. Soong of the present attitude of the 
Treasury as outlined above and Dr. Soong expressed his approval. 
It was then agreed that Dr. Soong would come down to the Treasury 
for a meeting on Saturday morning to discuss the written document. 
Dr. Soong stressed the fact that he would like to consumate the 
matter by the middle of next week since he was going to Canada to 
look over some war materials for China. Dr. Soong then left after 
asking Mr. Fox to call upon him later in the day. 

Mr. Hornbeck commented to the effect that he had hoped that we 
would be able to anticipate the Chinese asking us to commence 
negotiations by having a document prepared in time to give Dr. 
Soong. It was explained to him by various members of the Treasury 
Department present that action was proceeding on the matter as 
quickly as possible and that Dr. Soong had called at the Treasury at 
the suggestion of Treasury officials. 

i „Mr. Hornbeck then outlined his own attitude, stressing that it was 
his own: 

(a) A loan of $150 to $200 million was to be made immediately, 
thus placing that amount of funds at the disposal of the Chinese. 
There would be a low rate or no rate of interest and amortization of 
the loan would begin at some period after the conclusion of the war. 
Amortization would take place over an extended period of time. 

(b) $200 to $250 million would be handled according to the ideas 
which had been put forth regarding uses of the loan, for example, as 
underpinning for a bond issue. In this matter he would defer to the 
experts inthe Treasury Department. 

(c) The remainder would be held back for further consideration 
pending future developments. Thus, the Chinese would not have all 
the loan nor would we be keeping all of it and this would be a desirable 
situation. 

The query was then made by a Treasury representative as to whether 
this would not have a very bad effect. Mr. Hamilton of the State 
Department seemed to agree that it would be desirable to go through 
the motions of making all of the money available. The point was 
then made by a representative of the Treasury Department that it 
could all be placed as a credit on the books of the Treasury and drawn 
upon by the Chinese. Another official of the Treasury made the point 
that what was of most immediate importance was the drafting of the 
document embodying the agreement. Dr. Viner’s suggestion of an 
overall agreement, very general and brief, to be followed by technical 
memorandum on actual operations was raised and Dr. Viner explained 
what he had in mind by his proposal. He added that in addition he 
would favor an exchange of letters. The point was made that what 
was important to decide at present was whether there would be any 
conditions in the agreement. The feeling was expressed that there 
should be no conditions on availability since this would have a very 
bad effect and moreover Foreign Funds Control could always be used 
to freeze the Chinese funds, in the case of developments in the future 
making such action desirable. The point was made that the agree- 
ment should add to the morale strengthening in China rather than to 


detract from it. 
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Mr. Fox stressed the desirability of having an agreement which the 
Generalissimo would be happy about. He stressed the unfortunate 
Wee made by dickering m connection with the last stabilization 

an. 

A Treasury official then said that, as in the case of Lend-Lease, 
terms and conditions of repayment could come later and the provisions 
of the British Lend-Lease Agreement were outlined. In this way 
the Chinese would be assured that the terms of the loan would be 
liberal. After making the loan we would then be able to work out 
the uses as technicians and not as conditions of the loan. 

Mr. Currie interposed to say that he liked this idea very much. 

Mr. Hornbeck said that in his opinion Lend-Lease was not anal- 
ogous. The point was then made that what was meant was the spirit 
of Lend-Lease, particularly in regard to repayment. Mr. Hornbeck 
went on to say that this loan did not concern materials as did Lend- 
Lease. The point was made that the similarities are not in use but 
rather in terms of repayment. For example, as in the case of Lend- 
Lease, repayment could be indirect and include other benefits re- 
ceived, etc. Thus, terms of repayment would be left open until the 
post-war period when we would havea much better idea of the Chinese 
ability to repay. In this way we could be generous twice, once in 
giving the Joan and once in making the terms of repayment. The 
advantage of flexibility was stressed. 

Mr. Currie expressed the feeling that he would like to make the 
terms of repayment as generous as possible but from the point of 
view of China the objective that should be kept in mind was getting 
maximum benefits to China from the loan. 

The feeling was then expressed that this could be accomplished by 
making the entire $500 million available and later working out condi- 
tions of repayment. Mr. Currie made the suggestion that an oppor- 
tunity might be given in connection with mechanism of transfer. 

Mr. Fox said that as he reviewed what had been said, what was 
really still undecided and was very crucial was how to introduce con- 
trol without imposing conditions. A Treasury official suggested that 
we would have to depend for control on (1) the objectives of the loan 
as stated in the agreement, and (2) the powers which the legal divi- 
sion has to control foreign funds. Mr. Hornbeck had some doubts 
regarding the matter but Mr. Hamilton supported Treasury’s position. 

Mr. Hamilton made the suggestion that perhaps a document could 
be obtained from China making suggestions as to uses. 

Mr. Currie then gave the gist of the cable which we received today 
from Chungking regarding the proposed loan and the flotation of a 
bond issue. A Treasury official then said that this was a good case 
in point regarding what would happen in case of disagreement be- 
tween China and the United States as to the uses of the loan. Mr. 
Currie interjected to say that, as he saw it, the postponement of the 
actual loan agreement would give our suggestions more weight. A 
member of the legal division expressed the opinion that the agree- 
ment as contemplated would have a statement to the effect that the 
loan would be used for the war effort, that there would be sufficient 
safeguards. 

Mr. Hamilton made the point that it was important that there 
should be no implication that we were encouraging the Chinese to 
continue fighting. 
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Mr. Livesey made the suggestion that we should speak of loan ad- 
justment instead of repayment. 

Mr. Fox made the point that the Chinese would prefer gold to 
dollars and he was assured that gold could be made available. 

Representatives of State Department then raised again the possi- 
bility of a statement from the Chinese stating purposes of the loan, 
saying that from the point of view of the Chinese 1t might be better 
for them to have such a statement as it would prevent raids on the 
loan. Treasury representatives then outlined possible uses and stated 
that nothing was to be gained by trying to get commitments in ad- 
vance. The point was made that the State Department’s anxiety 
regarding raids on the loan would be met by the fact that the loan 
would provide for consultation with the United States and the Chi- 
nese could always plead that any suggested use would have to be 
referred to the United States. Mr. Fox made the point that promise 
of consultation in the agreement would not carry us any closer to 
actual consultation than a voluntary offer of consultation by the 
Chinese. 

Mr. Currie again emphasized his support of leaving the agreement 
regarding repayment, etc. until a future date. 

The question of uses was again raised and the suggestion was made 
that it could be indicated that since an accounting had to be made 
by the Secretary to Congress we would have to know about the uses. 

Mr. Fox stressed the fact that Chungking favored the agreement 
being made in the United States, although when made, it should be 
given to the Chinese as a draft and not as a definitive document. 

It was agreed that a draft agreement would be drawn up by 
Treasury officials to be discussed at a meeting with State Department 
representatives the following afternoon. 


(Book 499, pp. 201-204) 


FEBRUARY 21, 1942. 
Memorandum for the Secretary’s files: 


Meretinc Hero IN Mr. BreLL’s Orrics Frsruary 20, 1942, 3:15 P.M. 


Present: 

For Treasury: 
Mr. White 
Mr. Foley 
Dr. Viner 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 

For State: 
Mr. Hornbeck 
Mr. Hamilton 
Mr. Livesey 
Mr. Hiss 
Mr. Fox 
Mr. Currie 


Meeting discussed draft agreement submitted by Treasury. Mr. 
Hornbeck said that he found it a very admirable document, and then 
went on to suggest some minor changes. 
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The two main points which were discussed were the provision for 
consultation between Secretary of the Treasury and China (Article 
11) and the question of repayment (Article IV). 

It seemed to be the sentiment of those present that it was desirable 
to provide for consultation although at the same time the request of 
the Onin for no strings on the loan as to uses had to be kept in 
mind. 

With regard to repayment it seemed to be generally felt that the 
benefits which the United States is receiving and shall receive from 
China’s activities in the war should offset at least in part our financial 
assistance to China. However, Treasury officials were particularly 
concerned with writing into the agreement some clause which would 
indicate that this financial aid is not a gift and that the Secretary has 
reason to expect that the United States would receive benefits in re- 
turn for the financial assistance. The point was also made that if it 
was clear that some form of repayment was requested, more bene- 
ficial results from the loan could be anticipated. 

The Treasury undertook to redraft the agreement in light of the 
above discussions. 

I. S. Frreparan. 


Wuereas, The Governments of the United States of America and 
of the Republic of China are engaged, together with other nations 
and peoples of like mind, in a cooperative undertaking against com- 
mon enemies, to the end of laying the bases of a just and enduring 
pee peace securing order under law to themselves and all nations, 
anc 

Whereas, The United States and China are signatories to the 
Declaration of United Nations of January 1, 1942, which declares 
that “each government pledges itself to employ its full resources, 
military or economic, against those members of the Tripartite Pact 
and its adherents with which such government is at war”; and 

Wueneas, the Congress of the United States, in unanimously pass- 
ing Public Law No. 442, approved February 7, 1942, has declared that 
financial and economic aid to China will increase China’s ability to 
oppose the forces of aggression and that the defense of China is of 
the greatest possible importance, and has authorized the Secretary 
of the Treasury of the United States, with the approval of the Presi- 
dent, to give financial aid to China, and e 

Wirrerras, such financial aid will enable China to strengthen greatly 
its war efforts against the common enemies by helping China to | 

(1) strengthen its currency, monetary, banking and economic 
system; y 7 

(2) finance and promote increased production, acquisition 
and distribution of necessary goods; A 

(3) retard the rise of prices, promote stability of economic 
relationships, and otherwise check inflation; 4 

(4) prevent hoarding of foods and other materials; 4 

(5) improve means of transportation and communication ;_ 

(6) effect further social and economic measures which will 
safeguard the unity of the Chinese people; and 
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(7) meet military needs and take other appropriate measures 
in its war effort. 

In order to achieve these purposes, the undersigned, being duly 
authorized by their respective Governments for that purpose, have 
agreed as follows: 

ARTICLE I. 


The Secretary of the Treasury of the United States agrees to estab- 
lish forthwith on the books of the United States Treasury a credit in 
the name of the Government of the Republic of China in the amount 
of 500,000,000 U.S. dollars. The Secretary of the Treasury shall 
make transfers from this credit, in such amounts and at such times 
as the Government of the Republic of China shall request, to an 
account or accounts in the Federal Reserve Bank of New York in 
the name of the Government of the Republic of China or any agencies 
designated by it. Such transfers may be requested by and such ac- 
counts at the Federal Reserve Bank of New York may be drawn upon 
by the Government of the Republic of China either directly or through 
such persons or agencies as it shall authorize. 


ARTICLE II. 


China desires to keep the Secretary of the Treasury of the United 
States informed as to the use of the funds herein provided and to 
consult with him from time to time as to such uses. The Secretary of 
the Treasury of the United States desires to make available to the 
Government of the Republic of China technical and other appropriate 
advice as to ways and means of effectively employing these funds to 
achieve the purposes herein described. Technical problems that may 
from time to time arise in effectuating the financial aid herein pro- 
vided will be subjects of discussion between the Secretary of the Treas- 
ury of the United States and the Government of the Republic of 
China. 

ARTICLE III. 


The final determination of the terms upon which this financial aid 
is given, including the benefits to be rendered the United States in 
return, is deferred until the progress of events makes clearer the final 
terms and benefits which will be in the mutual interest of the United 
States and China and will promote the establishment of lasting world 
peace and security. In determining the final terms and benefits no 
interest charges shall be made for the financial aid herein provided 
and full cognizance shall be given to the desirability of maintaining 
a healthy and stable economic and financial situation in China in the 
post-war period as well as during the war and to the desirability of 
promoting mutually advantageous economic and financial relations 
between the United States and China and the betterment of world- 
wide economic and financial relations. 
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ARTICLE IV. 


This Agreement shall take effect as from this day’s date. 

Signed and sealed at Washington, District of Columbia, in dupli- 
cate this---~---- day of , 1942. 

On behalf of the United States of America 


Secretary of the Treasury. 
On behalf of the Republic of China 


2/21/42 


(Book 499, pp. 420—423) 
Treasury DerartmenT Division or MonrrarY RESEARCH 


Date: March 2, 1942 
To: Miss Chauncey 


This is re-draft mentioned in the minutes of meeting in Mr. Bell's 
office February 20th. 
It was given to Dr. Soong on February 22nd and he probably cabled 
it to China shortly thereafter. 
The reply we got today was commenting on the cable which Dr. 
Soong sent. (4176, from Chungking, March 1.) 
L. SHANAHAN. 


Waenreas, The Governments of the United States of America and 
of the Republic of China are engaged, together with other nations and 
peoples of like mind, in a cooperative undertaking against common 
enemies, to the end of laying the bases of a just and enduring world 
peace securing order under law to themselves and all nations, and 

Wuenreas, The United States and China are signatories to the Dec- 
laration of United Nations of January 1, 1942, which declares that 
“each government pledges itself to employ its full resources, milita 
or economic, against those members of the Tripartite Pact and its ad- 
herents with which such government is at war”; and 

Wueneas, the Congress of the United States, in unanimously pass- 
ing Public Law No. 442, approved February 7, 1942, has declared that 
financial and economic aid to China will increase China’s ability to 
oppose the forces of aggression and that the defense of China is of 
Ae ereatest possible importance, and has authorized the Secretary of 
the Treasury of the United States, with the approval of the President, 
to give financial aid to China, and 

Wuereas, such financial aid will enable China to strengthen greatly 
its war efforts against the common enemies by helping China to 

(1) strengthen its currency, monetary, banking and economic 
system; ' 

(2) finance and promote increased production, acquisition and 
distribution of necessary goods; 

(3) retard the rise of prices, promote stability of economic rela- 
tionships, and otherwise check inflation; 

(4) prevent hoarding of foods and other materials; 
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(5) improve means of transportation and communication ; 

(6) effect further social and economic measures which will safe- 
guard the unity of the Chinese people; and i 

(7) meet military needs and take other appropriate measures 
in its war effort. 

In order to achieve these purposes, the undersigned, being duly au- 
thorized by their respective Governments for that purpose, have agreed 
as follows: 

ARTICLE I. 


The Secretary of the Treasury of the United States agrees to estab- 
lish forthwith on the books of the United States Treasury a credit 
in the name of the Government of the Republic of China in the amount 
of 500,000,000 U. S. Dollars. The Secretary of the Treasury shall 
make transfers from this credit, in such amounts and at such times as 
the Government of the Republic of China shall request, to an account 
or accounts in the Federal Reserve Bank of New York in the name 
of the Government of the Republic of China or any agencies desig- 
nated by it. Such transfers may be requested by and such accounts 
at the Federal Reserve Bank of New York may be drawn upon by the 
Government of the Republic of China either directly or through such 
persons or agencies as it shall authorize. 


ARTICLE II. 


China desires to keep the Secretary of the Treasury of the United 
States informed as to the use of the funds herein provided and to con- 
sult with him from time to time as to such uses. The Secretary of 
the Treasury of the United States desires to make available to the 
Government of the Republic of China technical and other appropriate 
advice as to ways and means of effectively employing these funds to 
achieve the purposes herein described. Technical problems that may 
from time to time arise in effectuating the financial aid herein pro- 
vided will be subjects of discussion between the Secretary of the Treas- 
ury of the United States and the Government of the Republic of 
China. 

ARTICLE III. 


The final determination of the terms upon which this financial aid 
is given, including the benefits to be rendered the United States in 
return, is deferred until the progress of events makes clearer the final 
terms and benefits which will be in the mutual interest of the United 
States and China and will promote the establishment of lasting world 
peace and security. In determining the final terms and benefits no 
interest charges shal] be made for the financial aid herein provided 
and full cognizance shall be given to the desirability of maintaining 
a healthy and stable economic and financial situation in China in the 
post-war period as well as during the war and to the desirability of 
promoting mutually advantageous economic and financial relations be- 
tween the United States and China and the betterment of world-wide 
economic and financial relations. 
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ARTICLE 1V. 


This Agreement shal] take effect as from this day’s date. 

Signed and sealed at Washington, District of Columbia, in duplicate 
this ____ day of , 1942. 

On behalf of the United States of America 
pao TAL wn} Cale iS ecretary of th e Treasur o 
On behalf of the Republic of China ml 4 


9/31/4091 LI aoin eee Y SD A 
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Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: February 24, 1942 
To: Miss Chauncey 


_ The Secretary may want to glance at this although it is not very 
important at present. 
H. D. W. 


Treasury DEPARTMENT INTER-OFFICE COMMUNICATION 


Date: February 21, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of dispatch from Ambassador Gauss dated January 
8 in regard to China’s request for an Anglo-American credit 


1. Much of what is contained in the Ambassador’s dispatch is now 
out of date and only of academic interest. The following attempts 
only to extract and digest those parts of the Ambassador's dispatch 
which might still be of interest and use. 

2. The following uses of a credit are suggested by the Ambassador: 

(a) A domestic bond issue ARE by foreign credits to be 
distributed among the investing public. 

(b) The encouragement of agricultural and small industrial pro- 
duction. 

(c) Promotion of imports from Russia. 

(d) To encourage implementation of the declared agrarian re- 
form program of the Kuomintang. 

3. The Ambassador favors earmarking portions of the credit for 
certain purposes. He suggests that this will have a beneficial psy- 
chological effect upon those of the Chinese people who support the 
above measures (in particular, measures for increased production 
and agrarian reform). 

4. The Ambassador urges, as in the past, that the United States op- 
pose the use of any portion of the financial aid for the financing of 
monopolies. 

5. The Ambassador encloses a memorandum of conversation be- 
tween himself and the Generalissimo. This memorandum contains 
essentially the same material as was received in Ambassador Gauss’ 
cable of December 30, 1941. 
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6. Ambassador Gauss encloses paraphrase of telegram sent by 
the British Ambassador to his Government on China’s request for 
financial assistance. On December 24, Chiang Kai-shek informed the 
British Ambassador that he desired a loan of £100 million from the 
United Kingdom. The Ambassador mentioned Sir Otto Niemeyer’s 
scheme to him. In reply, the Generalissimo said that he did not ex- 
clude the possibility of adopting Sir Otto’s scheme but that it was 
in itself not sufficient to produce the psychological effect to which he 
attached so much importance. 

7. Ambassador Gauss also encloses with his dispatch copy of 
memorandum of Mr. Vincent’s conversation with Hall-Patch. Hall- 
Patch said that he had told the Chinese Vice-Ministers of Finance 
that he sympathized with their desire for reconstruction in China but 
that at the close of the war there would be a tremendous demand for 
money for reconstruction, not only in China but in England and 
throughout Europe, and that he felt that it was unreasonable for the 
Chinese to expect to obtain credits from England and America to 
carry on reconstruction at this time—particularly reconstruction that 
would have no bearing on the successful prosecution of the war. 

8. The final enclosure contained with the Ambassador’s dispatch is 
a copy of a memorandum prepared by the Minister of Communica- 
tions for the Generalissimo and Dr. Kung in regard to the financial 
situation in China, This memorandum suggests the issuing of 
Treasury bonds and saving bonds to be sold by a group of the “Ap- 
pointed Banks” and to have the assurance of the Stabilization Board 
that foreign exchange required for the payment of these bonds would 
be supplied by the Board. 

(Copy) 


DEPARTMENT or STATE, 
Washington, February 19, 1942. 
In reply refer to FD 893.51/7406 
- The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and encloses a copy of despatch no. 266, 
dated January 8, 1942, from the American Embassy, Chungking, 
China, in regard to a Chinese request for an Anglo-American credit. 


Enclosure: From Embassy, Chungking, no. 266, January 8, 1942. 
Copy: ec: 2-19-42 
(Copy) 


CHUNGKING, January 8, 1942. 
No. 266 
Subject: Chinese Request for an Anglo-American Credit 
Air Mail 
The Honorable the SECRETARY or STATE, 
Washington, D.C. 

Sir: I have the honor to refer to my despatch no. 261 of December 
31, 1941, on the subject of finance-economic conditions in China and 
to my telegrams nos. 548 and 549 of December 30 and 31, 1941, in re- 
gard to the Chinese Government’s request for an American credit of 
half a billion dollars and a British credit for one hundred million 
pounds, and to enclose for the Department’s information (1) a memo- 
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randum of my conversation with General Chiang on December 30 
when he asked me to place his request for a loan before the American 
Government, (2) paraphrase of a telegram sent by the British Am- 
bassador to his government on the reference subject, (3) copy of a 
memorandum of Mr. Vincent’s conversation with Mr. Hall-Patch, 
financial attache of the British Embassy, and (4) copy of a confiden- 
tial memorandum prepared by Mr. Chang Kiangau, Minister of 
Communications, for General Chiang and Dr. Kung in regard to the 
financial situation in China. 

I suggested in my telegram no. 549 of December 31, 5 p.m., that the 
Congress might be asked to authorize a credit to China up to a spec- 
ified amount for utilization under agreements or arrangements to be 
made by the executive branch of the Government after the presenta- 
tion and consideration of definite proposals to be put forward by the 
Chinese Government. 

I am convinced that credits of the magnitude requested by General 
Chiang (a total of about one billion U.S. dollars) are out of all pro- 
portion to the needs of the situation viewed from the political- 
psychological or the finance-economic standpoint—or both. While, 
in the absence of any definite proposals supported by factual data, 
only a rough estimate can be made, I feel that credits (American and 
British) of at most no more than a half billion dollars would gener- 
ously satisfy all the requirements of the situation, psychological and 
financial, and that credits in excess of such an amount would be mis- 
leading and invite attempts at misuse. They would be misleading in 
that they might lead to popular expectation of practical results com- 
mensurate with the size of the credits, which would not be the case, 
because in present circumstances there is no practicable way in which 
such large credits could be effectively and legitimately utilized. They 
would invite attempts at misuse on the part of self-seeking banking 
and government elements who would find it difficult to resist the 
temptation to draw on such excessive credits for their own gain. 

Aside from the broad idea of supporting government credit and 
retarding currency inflation, I am not informed with regard to any 
program for using the credits requested. Conversations with Dr. 
Fox and with Sir Otto Niemeyer lead me to believe that the Chinese 
Government has not formulated plans for coping with the serious in- 
ternal situation and is therefore hardly in a position to indicate with 
any exactness the use it expects to make of desired foreign credits. 
Mr. Chang Kia-ngau sets forth in very general terms the need and 
usefulness of an internal bond issue supported by foreign credits (en- 
closure no. 4) and the Vice Ministers of Finance speak of “reconstruc- 
tion” even more vaguely, and unconvincingly in so far as immediate 
needs are concerned (enclosure no. 3). These, I fear, are examples il- 
lustrative of the government approach to the problem. The attitude 
and ideas of the Minister of Finance and the Minister of Economics 
are no more encouraging. i aoe Vd 

In the absence of technical studies on the subject, it is difficult for 
the Embassy to arrive at even a relatively precise idea of the reason- 
ably constructive uses to which the credit might be put. However, 
it may serve some purpose to indicate in purely suggestive terms the 
Embassy’s thoughts in the matter based on general observation. 
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A domestic bond issue, supported by foreign credits, would seem to 
be theoretically sound and advisable. No approximately definite fig- 
ures as to the amount of such bonds that might be marketed are 
obtainable. The figure of two billion Chinese dollars is the one 
most often mentioned and under favorable conditions the amount 
might increase to four billions. Distribution primarily among the 
investing public would seem to be essential to accomplish the ends de- 
sired; that is, the withdrawal of currency from circulation and the 
release of goods now being hoarded. Obviously no public benefit 
would result from the government banks’ exchanging currency in 
their vaults and newly issued currency for bonds backed by foreign 
currency at a fixed rate. 

Encouragement of agricultural and small industrial production is 
wanting and badly needed. If it is feasible to do so, a portion of the 
credit might be used to support loans or grants to agricultural interests 
for the reclamation and improvement of farm land and to home and 
community industrial enterprises. The Chinese Government, not- 
withstanding the obvious advantages of such action, has been slow and 
reluctant to give assistance but it might be induced to do so if credits 
were set aside available only to support loans or grants of the kind. 
Only a very rough guess can be made as to the amount that might be 
earmarked for this purpose. Although there is slight likelihood that 
it would all be used, one hundred million dollars might be designated 
for the purpose of supporting grants or loans up to a billion Chinese 
dollars for small scale production and a like amount for agricultural 
improvement. 

In the Embassy’s telegram no. 11 of January 3, 9 a.m. Dr. Fox sug- 
gests, inter alia, (to the Secretary of the Treasury) use of a portion of 
the credit to promote imports from Russia into China. (He makes a 
similar suggestion with regard to imports from India). Iam not ina 
position to evaluate the practical features of such a plan but I know 
that any opportunity to encourage the inflow of goods into China at 
this time should not be overlooked. One hundred million dollars of 
the credit might be set aside for this purpose in the hope that some 
portion could be used to accomplish the desired results. 

The Central Executive Committee of the Kuomintang, at its meet- 
ing in December last, passed a resolution calling for “The execution of 
a land policy and the institution of government machinery to deal 
exclusively with land registration and the equalization of land owner- 
ship * * *” Various Kuomintang organs and committees have in 
the past passed similar resolutions, the effect of which has been incon- 
sequential. To encourage implementation of the resolution quoted 
above, a practical step would seem to be the earmarking of a portion of 
the credit (one hundred million dollars is suggested as a generous esti- 
mate) for the support of the necessary financing of the agrarian re- 
form contemplated. 

The Generalissimo stresses the psychologically beneficial effect of a 
large political loan or credit at this time but he offers no program for 
its use, stating that a program will be forthcoming after the credit is 

iven. I concur in his statements as to the need and the effect of a 
credit (while differing with regard to the amount) but I am convinced 
of the advisability, from the Chinese point of view as well as our own, 
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of earmarking portions of the credit for certain purposes. Designa- 
tion of portions of the credit for support of measures suggested above 
may be 1ll-received in banking and some governmental quarters but I 
believe that, viewing the situation as a whole from the standpoint of 
general public welfare and from the standpoint of strengthening the 
country’s economic structure for continued resistance to Japan, it will 
produce more constructive results than the granting of a large, lump 
credit or loan without designation as to use. It is well not to overlook 
the beneficial psychological effect upon the Chinese people of support 
for measures mentioned above (in particular measures for increased 
production and agrarian reform); and the practical effects of even 
partial application and implementation of such measures would fully 
justify our support. Probably no more than half the amounts sug- 
gested would be effectively used for the purposes mentioned and no 
doubt there would be administrative difficulties and inefliciencies, but 
even so, urgent requirements would at least be partially met—produc- 
tion of commodities would be increased (thereby removing some of the 
curse from currency inflation) and a start toward long overdue 
agrarian reform would be made. And those elements in China which 
have been urging such measures and the infinitely greater number that 
would benefit therefrom would be encouraged and strengthened in 
their resolve to support active prosecution of the war against Japan, 
having received a practical demonstration that they are fighting for 
something. The alternative is purchase of the support of the retro- 
gressive, self-seeking, and, I fear, fickle elements in and intimately 
associated with the government through the granting of a “free” credit, 
for I am convinced that a substantial credit should be granted. 

With reference to my telegrams nos. 34 and 35 of January 12th, 1 
cannot too strongly emphasize my feeling that we should clearly and 
forcefully make known to the Chinese Government, in connection with 
financial aid that we may extend to China, our opposition to the use 
of any portion of such aid, directly or indirectly, for the financing of 
expensive and harmful monopolies. This is a matter which calls for 
no clarification on my part inasmuch as I am sure that the Depart- 
ment is fully aware of the dangers of the situation. 

Respectfully yours, 
C. E. Gauss. 


Enclosures: (1) Memorandum of conversation with General Chiang; 
(2) paraphrase of telegram sent by British Ambassador; (3) copy of 
memorandum of conversation with Mr. Hall-Patch; (4) copy of 
confidential memorandum prepared by Mr. Chang Kia-ngau. 
Original and two copies by air to the Department 

Three copies to the Department by pouch 


JCV/gs 


True copy of signed original 


gs 
Copy : ec: 2-19-42 
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(Enclosure No. 1 to despatch no. 266 dated January 8, 1942, from 
the Embassy at Chungking) 


ADIERICAN EMBASSY, 
Chungking, December 30, 1941. 


MEMORANDUM OF CONVERSATION 


Subject : China’s request for Anglo-American credit. 
Present: 

General Chiang Kai-shek; 

The American Ambassador; 

Mr. Vincent; 

Dr. Hollington Tong, interpreting. 

General Chiang requested the Ambassador to call on him at his 
residence late this morning. He opened the conversation by stating 
that he had desired to see the Ambassador for some time in order to 
discuss matters with him. Te said that much had happened since the 
outbreak of the Pacific war and that he wished to give the Ambassador 
a brief review of events insofar as he was concerned with them. He 
said that he had received favorable replies from President Roosevelt 
and Premier Churchill in response to his message of December 8th 
(Embassy’s telegram 481, December 8, 6 p.m. and despatch 240, De- 
cember 16, 1941), and that Mr. Stalin had also replied. Te said that 
Russia was apparently not yet prepared to join the anti-aggression 
front (presumably in the Far Kast!), but that he was certain that 
Russia could not avoid war with Japan. 

General Chiang referred to the recent military councils in Chung- 
king which General Wavell and General Brett had attended and said 
that this was further evidence of determination of ABCD powers to 
cooperate fully in fighting Japanese aggression. General Chiang said 
that China had a vast man power which it could offer to help in the 
fight against Japan and that he had already authorized the despatch 
of Chinese troops to aid in the defense of Burma. He remarked that 
China was in a position to nid the other military powers in a military 
way by man power, but that China must look to America and England 
for aid to enable her to meet the economic and financial difficulties 
with which it is beset. He admitted that the financial situation in 
China is serious and that the extension of the war in the Far East will 
be likely to result in its further deterioration, and that this is a 
situation which has aroused a very real concern in many quarters. 

General Chiang said that the Japanese were utilizing their initial 
successes to great advantage in the field of propaganda; that intelli- 
gent people did not lack confidence in the ultimate success of the 
ABCD powers; but that the masses, the doubters, and those connected 
with the traitors in Nanking were effected by Japanese propaganda. 
He referred specifically to a recent radio broadcast message addressed 
to him by the Premier of Siam, in which the Premier had called upon 

General Chiang to join with other Far Eastern nations for Far East- 
ern solidarity against the Western nations—or “Asia for the Asiatics”. 
(General Chiang mentioned this appeal of the Siamese Premier sev- 
eral times during his conversation.) He said that if England and 
America would show their confidence in China and in the ultimate 
victory of the democracies by granting China a substantial political 
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loan, the doubters, the dissenters and the ignorant would be silenced 
and morale in China would be greatly improved. 

General Chiang stated that he had asked the British Ambassador 
to transmit a request to his Government that it grant China a credit 
of 100 million pounds sterling, and that he wanted the American 
Ambassador to transmit a request to the American Government that 
if. grant China a credit of about 500 million dollars. 

_ General Chiang stated that at present China’s note issue in circula- 
tion amounted to something over thirteen billion dollars national cur- 
rency; that the anticipated deficit for the year 1942 would amount to 
nine billion dollars. He said that the credit he requested would be 
used partly to withdraw currency in circulation through the issuance 
of bonds supported by the credit, and to serve other purposes in regard 
to which plans were being formulated. He said that he wanted the 
credit advanced first and that the plans for utilization would be forth- 
coming afterwards. He expressed the desire that the credit be granted 
as soon as possible in order to improve morale. He referred to the fact 
that Chinese New Year was coming soon (early in February) and 
said that he hoped the credit would be granted before then. He asked 
the Ambassador to transmit his request and comnients to the American 
Government. 

The Ambassador said that he would of course report immediately 
and faithfully to the American Government the request and observa- 
tions made by General Chiang, adding that he felt confident that the 
American Government would be disposed to give sympathetic consid- 
eration to any reasonable proposals for aid to China in her resistance 
to Japan. He stated that he believed, however, that he could be of 
assistance to General Chiang as well as to his own Government if he 
were to sugeest that the request made by China should be accompanied 
by a careful presentation of the needs of the situation in this country 
and a careful outline of the measures to be taken to meet the situa- 
tion—the measures China proposes to take to help herself and the 
measures to be undertaken with any American loan or credit. These 
were matters in which the considered opinions and studies of the 
financial experts and advisers of the Chinese Government would be 
most helpful. He pointed out that the American Congress has control 
of the national funds in the United States, and when the executive 
branch of the American Government has need of funds a careful state- 
ment of the needs must be prepared and submited to the Congress and 
it must be shown how the funds, if appropriated, are to be applied. 
The same fundamentals would seem to apply in the case of a request 
for a loan to a foreign Power; the American Government should have 
before it a careful statement of the needs and of the measures to be 
undertaken with the funds from the loan; this would seem to be de- 
sirable in a study of the matter by the executive branch of the Gov- 
ernment. as well as in presentation of any request to the Congress for 
an appropriation or for an authorization to grant to loan. Mr. Gauss 
continued that he did not wish to appear to be quibbling; he was not 
suggesting that the Generalissimo formulate proposals as to the terms 
and conditions of the loan he seeks; but he did suggest the need for 
a more detailed and precise statement of the needs of the situation 
and of the measures to be undertaken with the funds sought by way 
of a loan or credit. Mr. Gauss pointed out that America had already 
extended substantial financial aid to China—by way of Import-Export 
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Bank credits, a stabilization fund loan, and appropriation of large 
sums for lend-lease supplies which were being moved as rapidly as 
possible to China. He felt that the American Government would be 
disposed to give sympathetic consideration to China’s needs, but sug- 
gested that those needs be stated more precisely along with the pro- 
posals as to the purposes and manner in which any loan would be 
applied. 

General Chiang replied that the plans for the use of the proposed 
credit or loan were now being drawn up by the financial experts and 
advisers of the Government; when the loan is assured, these proposals 
can be put forward; meanwhile he requested that the Ambassador put 
forward to the American Government the request for a loan. 

Mr. Gauss inquired whether the Generalissimo could tell him for 
example, whether the proposed loan and the measures to which it was 
to be applied, had been suggested, recommended, or approved by Sir 
Otto Niemeyer, the head of the British Economic Mission to China. 
General Chiang said that Sir Otto was informed of the request and 
it had been put forward to the British Government. (He carefully 
avoided saying whether Niemeyer had supported the proposal.) 

The Ambassador continued, in a fully sympathetic manner, to im- 
press upon General Chiang the importance of a more complete presen- 
tation of the proposals. He acknowledged the Generalissimo’s state- 
ment that the loan sought is more in the nature of a political loan than 
an economic loan, but pointed out that it would seem most desirable 
to submit a more complete presentation of the situation to the Amer- 
ican Government, but General Chiang’s replies were evasive and 
confined to reiteration of the request that the proposal for the loan 
be communicated to the American Government; information on the 
measures and manner in which the loan would be applied could be 
forthcoming later when the financial experts and advisers had com- 
pleted their studies. 

The Ambassador stated that he would return to the Embassy and 
report the Generalissimo’s request and observations fully and sympa- 
thetically to the American Government. 

T CIV 


Apnroved:C. E.G. 
JCV/CEG/cwe 
Copy: VW :2—-79-42 
(Copy) 


(Enclosure no. 2 to Despatch no. 266, dated January 8, 1942, from the 
Embassy at Chungking) 


(Paraphrase of Telegram sent by British Ambassador) 


On the 24th December Chiang Kai-shek sent for me and told me 
that he thought it urgently necessary to follow up the military coop- 
eration set on foot by General Wavell’s visit by the closest economic 
cooperation. By this he meant that he must ask for China early 
financial assistance on a scale that would make a deep impression upon 
the public mind, check growing despondency and stave off ultimate 
economic collapse. , $-a i 

He felt that now that we were allies—now that China was “a member 
of the family”, her economic condition was a matter of the highest 
importance to ourselves and that she was justified in the belief that 


MORGENTHAU DIARY 757 


she would not appeal to us in vain for the help she needed. He was 
at pains to insist that a large measure of the power to sustain her 
resistance depended now more than ever upon what her people thought 
of her economic position. What was wanted was a sum, in the form of 
a loan, large enough to give a very potent psychological stimulus to 
the people and to restore their faith in their own currency. He put 
this sum at one hundred million pounds from the United Kingdom. 
2. T explained that in present circumstances China could not make any 
good use of foreign exchange and that this would at once be apparent 
to all those acquainted with finance. He said that this did not matter. 
Those upon whom it was essential to produce an immediate effect were 
95 per cent of the population of China, i.e., the people and the armies. 
It was urgently necessary that he should be able to show them that 
His Majesty’s Government had faith enough in victory to give China 
the quickest and amplest help. I said that it seemed to me that what 
he wanted was something like a picture on the wall which he could 
display to his people and that he did not much care whether he could 
use it or not. He replied this was so. 3. I then mentioned Sir 
Otto Niemeyer’s scheme of which he was aware, and yesterday by 
arrangement we three met. Meanwhile Sir Otto had been impress- 
ing upon him the need for speedy action of some kind in view of 
the threatening price situation and the continued illness of the Min- 
ister of Finance who has been absent from duty for about a month. 
4. Chiang Kai-shek went over the same ground and asked us to 
put his proposal to His Majesty’s Government. He did not exclude 
the possibility of adopting Sir O. Niemeyev’s scheme, but he said that 
this was in itself insufficient to produce the psychological effect to 
which he attached so much importance. It could in due course be 
made a part of his present proposal which he wished to be able to 
announce without delay. He pressed for a reply from His Majesty’s 
Government before making a similar approach to Washington, but 
when we explained the unwisdom of this he said that he would at 
once take up the matter with the United States Government, his 
intention being to ask for five hundred million dollars. 


A true copy of the signed original (Init.) GS 
Copy: le: 2/19/42 
(Copy) 


(Enclosure no. 8 to despatch no. 266, dated January 8, 1942, from the 
Embassy at Chungking) 
JANUARY 2, 1942. 


Memorandum for the Ambassador 
Subject: Credit to China 


Mr, Hall-Patch called again? this afternoon in regard to General 
Chiang Kai-shek’s request for an Anglo-American credit amounting 
to one billion U.S. dollars. He wished to know whether we had had 


1 Mr. Hall-Patch bad called on me on December 29 at which time he left with me a para- 
phrase of the British Ambassador’s telegram to London in regard to the requested credit 
(copy enclosed). The burden of his conversation on that occasion was objection to the size 
of the credit requested on grounds that Chinese could not use, and the British Government 
could not afford to grant so large an amount. He said that ten million pounds and fifty 
million dollars was all he thought the Chinese could effectively employ but, if they could 
show a program warranting larger sums, the amounts he had mentioned might be doubled. 
I told him that the sums the Chinese were requesting struck me as being too large but that 
I felt the American Government would be disposed to consider sympathetically requests 
which could be reasonably supported as serying constructive political and economic ends, 
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any reaction from Washington in regard to the matter. I told him 
that, in as much as we had only telegraphed to Washington on Decem- 
ber 30, it was too early to expect any indication of the Government’s 
reaction. I showed him a copy of the paraphrase of our message to 
Washington of December 30 (no. 548, December 30, 6 p.m.) which you 
had sent to the British Ambassador. 

Mr. Hall-Patch said that the Chinese with whom he had been in con- 
tact were exhibiting considerable interest with regard to the British 
Government’s attitude and had approached him in regard to the 
matter. He said that within the last few days he had had a conversa- 
tion with the two Vice-Ministers of Finance (O. K. Yui and Y. C. 
Koo). They had put forward China’s urgent need for funds with 
which to carry out reconstruction. They said that reconstruction was 
essential at this time in order that, at the end of the war, China would 
be in a strong and healthy position to discharge its duties in the Far 
East. Mr. Hall-Patch told the Vice-Ministers that he sympathized 
with their desires for reconstruction in China, but pointed out that at 
the close of the war there would be a tremendous demand for money 
for reconstruction, not only in China but in England and throughout 
Europe, and that he felt it was unreasonable for the Chinese to ex- 
pect to obtain credits from England and America to carry on recon- 
struction at this time—particularly reconstruction that would have 
no bearing on the successful prosecution of the war. 

Mr. Hall-Patch said that he had recently seen a memorandum pre- 
pared by Chang Kia-ngau, Minister of Communications, in regard 
to Chinese financial difficulties. He said that the memorandum had 
been read by the Generalissimo and that he felt that it had been the 
basis for the Generalissimo’s request for a credit of one billion U.S. 
dollars. He said that Mr. Chang’s analysis of Chinese financial dif- 
ficulties and causes thereof was quite good, but that he had “dodged 
the issue” in regard to remedies by simply showing in very general 
terms how a credit of 263,000,000 pounds sterling could be used to 
overcome those difficulties. 

Mr. Hall-Patch said that he would keep me informed in regard to 
any information he might receive regarding the requested credit and 
I told him that we would undertake to reciprocate. He said that he 
expected to have a discussion of the matter with Mr. Fox within a 


few days. 


JCV/gs a 
True copy of signed original. GS. 
Copy : vw: 2-19-42 


JOIN CARTER VINCENT. 


(Copy) 


(Enclosure no. 4 to despatch no. 266, dated January 8, 1942, from 
the Embassy at Chungking) 
Confidential. 


Copy handed to Mr. Vincent by Mr. Fox 


Lerrer rromM Vice Ministers H. Y. Yu anp Y. C. Koo 
Darep DECEMBER 23, 1941, 


To Mr. K. P. CHEN, Cuamman or STABILIZATION BOARD 


he Ministry of Finance has received from the generalissimo’s 
Dede ators 4 memorandum submitted by Minister K. N. Chang 
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suggesting the issuing of NC$20,000,000,000 treasury bond and sav- 
ings bond for the future of maintaining military and administrative 
expenditures of the Government, so that the use of bank notes could 
be economized and prices may be stabilized. Supplementing this 
memorandum there is also another memorandum explaining the sug- 
gestion in detail. 

According to the opinion of the Bond Department of this Ministry 
the remaining portion of the Stabilization fund should be used as 
guaranty fund for the issuance of bonds in pounds sterling or U.S. 
dollars. We are therefore forwarding you two copies of Minister 
Chang’s memorandum and one copy of the Bond Department’s 
memorandum for your examination. 

We hope they will be carefully studied by the Board and should 
like to hear from you the result of your findings. 

(Signed) H. C. Yu. 
Y. C. Koo. 

Confidential. 

MEMORANDUM SUBMITTED TO THEIR EXCELLENCIES GENERALISSIMO 
Crane AND Dr. I. H. lluna BY MINISTER ÓHANG KIA-NGAU ON THE 
Prorosen Issue or $20,000,000,000 Nationa Currency WORTH or 
Treasury AND Savinc Bonps Ix U.S. DoLLars AND/OR Pounps 
STERLING 


The rapid unceasing rise of prices in the recent year has an alarming 
adverse effect on the livelihood of the masses, and also on the political, 
military and social situation. If this condition were allowed to con- 
tinue, all plans for reconstruction as well as the next year national 
budget would be impeded from being carried out. 

As Your Excellencies are well aware, the main cause of the rise of 
prices and labour is the loss of confidence of the people in fapi as a 
result of the steady increase in the note-issue. The immediate and 
most urgent step is how to check and contract its further increase. 

Supposing the national budget for the next year be limited to a 
total of $13,000,000,000, which will be increased to a grand total of 
$15,000,000,000 by the supplementary budget of $2,000,000,000, 
whereas National income from taxes amounts to $3,000,000,000 ; 
proceeds from Government bonds and saving deposits in banks 
$2,000,000,000, making a total of $5,000,000,000. With this income 
there will still be a deficit of $10,000,000,000. Ifthe war were to con- 
tinue for another two years the deficit could only be met by increase 
in note-issue. ‘ y s 

In order to prevent this excessive increase in currency with a view 
to restore and maintain public confidence, the following proposal is 
submitted for consideration. 

The National Treasury shall be authorized to issue two kinds of 
bonds in U.S. dollars and or pounds sterling, namely; Treasury Bonds 
and Savings Bonds. 

The amount of issue shall be $20,000,000,000 National currency, 
equivalent to U.S. $1,056,000,000 or £263,019,000, These bonds shall 
be issued in two years according to the following terms: Treasury 
Bonds be issued at 98 bearing interest at 5%. During the first three 
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years only interest will be paid. Principal be paid beginning from 
the fourth year. Amortization of both principal and ‘interest will be 
made in equal installments every six months until the entire amount 
of the issue be fully repaid at the end of the tenth year. The Sav- 
ings bonds shall be issued at par value of 100 bearing interest of 3%. 
During the first year only interest shall be paid and principal be paid 
beginning from the second year until the end of the fifth year. Both 
principal and interest be redeemed by installments every six months. 
These two kinds of bonds may be bought by any person with national 
currency at the fixed rate of the Central Bank. They shall be under- 
written and sold by a group of the 22 “Appointed Banks” under the 
freezing order of U.S.A. and Great Britain who shall form a sort 
of consortium. With a view to maintaining the confidence of the peo- 
ple, these bonds be issued under the following conditions: 

1. The Stabilization Board of China shall assure the “Ap- 
pointed Banks” that foreign exchange required for the payment 
of these bonds in regard to both principal and interest will be 
supplied by the Board. 

2. Should there be insufficient fund at the Board's disposal to 
effect the payment as stated in the preceding paragraph, the 
American or British Governments will appropriate further fund 
to meet this insufficiency. 

3. In consideration of the assistance to be given by the Amer- 
ican and British Governments, the Chinese Government shall put 
up as security all frozen foreign credits of the Chinese people; 
the foreign exchange sold and surrendered to the Central Bank 
of China and the portion remained over of wood oil and mineral 
products which have been used as security for repayment of the 
American and British loans and credits. 

4, All National currency received from the sale of these Bonds 
shall be handed over to the Central Bank of China for account of 
the National Treasury to meet Government expenditure thus 
avoiding further borrowing from the banks. Since these bonds 
unlike previously suggested issues of gold bonds and gold cer- 
tificate have the features of the guaranty of the Stabilization 
Board and the support of the American and British Government. 
Therefore the people would favourably (be) inclined to buy these 
bonds. By contracting the note-issue by the issue of these bonds, 
the value of the Chinese dollars will gradually be stabilized. 

The primary question in connection with this proposition is to ob- 
tain the support of the two friendly Governments and the Board. 
Fortunately the redemption of these bonds in respect of the payment of 
interest and principal are all by installments which amount to not a 
large sum for each year. For instance in the first year it will only 
require U.S. $20,000,000; the second year U.S. $10,000,000, the third 
year about U.S. $160,000,000; the fourth and fifth year U.S. $200,- 
000,000; the sixth year to tenth year, less a million each year. The 
grand total is about U.S. $1,200,000,000. If we use all the securities 
as suggested in (3) we feel there should be no great difficulty in ob- 
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taining agreement for assistance and support from the American and 
British Governments. 
I beg to append herewith an amortization table. 


(Signed) Crane Kta-ncau. 
Dated 2nd December, 1941. 


Copy : le: 2/19/42 
(Copy) 


A PROPOSAL ror THE Issue at INTERVALS or Treasury BILLS AND 
Savinc Bonns Toratinc NC$20,000,000,000 


1. Knowing that the Government’s only way of meeting deficits is 
to print more fapi the people begin to lose confidence in the money and 
try to hoard whatever goods they can get, thus causing speculation 
and rising of prices. Unless some important step is taken and the fear 
of the people for inflation is eliminated there will be no great im- 
provement in our present economic difficulties. 

2. At the present the value of fapi has little relation with foreign 
exchange. What (we) need to do is to increase and improve its 
internal purchasing power. With regard to this several suggestions 
have been made: 1) To seek a loan of about US$200,000,000 from 
the U.S. Government for the enlargement and strengthening of the 
stabilization fund; 2) To seek a loan of about the same amount from 
the U.S. Government for enabling the Stabilization Board to increase 
its amount of supply of foreign exchange; and 3) To seek a loan from 
the U.S. Government and use it as security fund for the issue of a kind 
of gold paper money. The above suggestions may alleviate some of 
the ills but cannot solve the question. The issue of Treasury bills and 
saving bonds will supply the amount of money necessary for the 
prosecution of war for the next two years. Because of their rate of 
interest and possibility of free sales in the stock exchange the people 
will be inclined to buy them. 

3. The people will have confidence in the treasury bills and saving 
bonds if some organization in which the people have trust can be 
persuaded to back them up. Tariff has been made the security for 
several issues of bonds and proved to (be) very successful. The 
Stabilization Board with its American and British participation is 
just such an organization and its fund if used as a security for the 
issue of the treasury bills and saving bonds will prove to be an incen- 
tive of buying for the people. There will, of course, be technical dif- 
ficulties but these can be discussed with the American and British 
members and can be overcome. 

4. To carry this plan out we must at first have the consent of the 
U.S. and British Governments. Since the beginning of the war in the 
Pacific two questions have become vitally important to us, namely the 
closing up of the Yunnan-Burma Road and the inflation of our cur- 
rency. If war is going to be successfully carried out each of the ques- 
tions must be immediately tackled. The U.S. and British Government 
should at once be approached and impressed (with) the seriousness of 
our present situation. With their consent to the issue of the treasury 
bills and saving bonds our economic difficulties may be satisfactorily 
solved. 
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(Copy) 
ATTACHMENT 3 


After having been instructed by the Minister to study the question 
of how to increase the people’s confidence in the fapi by using the 
stabilization fund for foreign exchange we propose the issue of a 
gold bond, using the remainder of the fund as a security. Here are 
our reason and procedure: 

1. Reason for the issue of the gold bond: After the war in the Pa- 
cific started the remainder of the stabilization fund can no more be used 
for its original purpose. The fund was founded with the idea of 
stabilizing foreign exchange and strengthening the value of fapi. 
The best way at present is to use its remainder as a security fund for 
the issue of a gold bond. This will not only stabilize prices but also 
lessen the difficulty of printing more fapi. If a part from the loan 
under Lend and Lease Act could be used for the purpose of absorbing 
idle capital it would be still better. 

The reserve for the present fapi or its excess over the amount of 
issue should not be used for the issue of more fapi or the strengthen- 
ing the value of fapi already in circulation because such steps will not 
help the situation. The effective way is to lessen the issues of more 
fapi and the amount in circulation. By issuing a gold bond such 
object can be obtained. 

i IT. Procedure of issue: The procedure of issue is somewhat as fol- 
ows: 

1) The bond shall be of two kinds, one of U.S. dollars and the other 
of British pound sterling. It can be bought either with fapi accord- 
ing to the exchange rate of the Central Bank or with U.S. dollars or 
British pound sterling. 

2) The fund for the issue of the bond shall be independent and 
under the control of a board consisting of American, British and Chi- 
nese members. 

3) The total amount of the bond shall not be over $3,600,000,000 in 
Chinese currency. (The Ministry of Finance has a plan to issue a 
military and a construction bond of $1,800,000,000 each in 1942). 

4) The rate of interest for the bond shall be 5%. (This is the same 
as that of the two bonds issued in 1938 and 1940). 

5) The value of the bond shall be 98% of the face value. (Same as 
that of the bond of 1940, but for the military and construction bonds 
to be issued in 1942 there will be discount.) 

6) The total amount of the bond shall be redeemed in fifteen years. 
Parts shall be redeemed twice every year. 

7) The military and construction bonds are now in the process of 
printing and will be issued at face value. If the gold bond is put in 
the market at the same time the sale of the former will probably be 
affected. It is, therefore, suggested that the three bonds shall be sold 
together and no one is allowed to buy only the one and leave the other 


alone. 
True copy of signed original. gs. 
Copy : ec : 2-19-42 
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(Book 503, pp. 5-6) 
(Paraphrase of telegram received) 


From: American Embassy, Chungking, China. 
Date: March 1, 1942, noon. 
No. 176. 

Strictly confidential information has reached the Embassy that a 
draft Sino-American loan agreement has been received from Washing- 
ton by the Ministry of Finance and has been discussed. It is said that 
the Ministry resents on the ground that a measure of control is con- 
templated—the provision for consultation by the Government of 
China with the Treasury Department concerning expenditures under 
the loan. The Ministry has been disappointed to find that the loan is 
not granted, as the Press has stated, as an absolute gift in recognition 
of China's contribution to the war effort in general. 

I am not prepared to express an opinion on the question of policy 
whether or not we should provide for some means of repayment. I 
have been privately told by a prominent and intelligent Chinese 
banker that the obtainment of the loan was too easy for the loan to be 
appreciated or for provision for its effective use to be insured. There 
is a perceptible assumption on the part of Chungking officials and 
bankers that it is a compensation which was due to China for its past 
and present resistance to Japan and for what the Chinese regard as 
our past and present shortcomings. 

It is my conviction that for the purpose of having some measure of 
control over the matter [manner ?] in which so large a loan is expended 
we should firmly insist on retaining the provision for consultation. It 
is my opinion as I have indicated in previous telegrams and in des- 
patch No. 266 of January 8 that the best interests of China and our 
own best interests as well would be served by controls and allocation 
of parts of the loan for specific purposes. 
GAUSS. 


(Book 503, pp. 181, 182) 
' Marc 3, 1942. 


Memorandum for the Secretary's files 
CONFERENCE IN Mr. Wnrre's Orrice March 3, 1942, 4:00 p.at. 


Present: 

Mr. White 

Mr. Bewley 

Mr. Bewley called at his own request. He stated he had received a 

communication from the British Treasury thanking us for the copy 
of our proposed agreement with China. Mr. Bewley asked whether 
it was our intent to permit the Chinese to utilize after the war any of 
the funds we are placing at their disposal. Mr. White replied that 
definite terms had not yet been set but that he didn’t think that the use 
of the funds after the war was over would be excluded. Mr. Bewley 
then asked whether any definite decisions had as yet been made with 
respect to the possible use of funds. Mr. White said that there had 
been no change in the situation since we submitted a draft of our 
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agreement to the Chinese and to him (Mr. Bewley). Mr. White 
stated that we had not yet received the reaction of the Chinese Gov- 
ernment to the draft. 

Mr. Bewley said that the British were thinking of restricting the 
use of their sterling loan to purchases in the sterling area but he said 
the final terms had not been made and they would Tike in general to 
shape the loan along lines somewhat like ours if they felt they pos- 
sibly could. He said there was also feeling in the British Treasury 
that if there was any loan to be guaranteed it probably should be 
guaranteed by the dollar rather than the sterling. Mr. White sug- 
gested that the problem was rather complicated. If the Chinese 
were offered a guarantee in terms of dollars or gold as against a 
guarantee in terms of sterling, they would, under present circum- 
stances, probably prefer the dollars or gold; whereas, if certain bonds 
had a sterling guarantee and others a dollar guarantee and if the 
Chinese investor had his choice, he probably would elect to take the 
bonds with the dollar guarantee. Mr. Bewley agreed. 

Mr. Bewley wished to know whether we were going to make the 
recommendations or whether the Chinese were going to offer the 
suggestions. Mr. White stated the Chinese had informally made 
numerous suggestions but that the thinking along that direction had 
not got very far inasmuch as we were awaiting a settlement of the 
agreement. 

Mr. White told Mr. Bewley we would let him know as soon as any- 
thing definite had been determined and that we would be glad to 
ea of any definite development in London with respect to their 

oan. 


(Book 503, pp. 614-617) 


MINISTER ror FOREIGN AFFAIRS, 
REPUBLIC or CHINA, 
March 3, 1942. 

Dear Mr. Beri: I am in receipt of a reply on the draft of the Loan 
Agreement from the Generalissimo dated February 25th, which I 
delayed presenting to you owing to a visit to Canada. 

The Generalissimo is very appreciative of the generous spirit that 
characterized the draft Agreement and desires me to convey his grate- 
ful appreciation to the Secretary. 

As to details he suggested the following points: 

1. Reactions in Chungking as to Article II appear to be that the 
U.S. Government will in some way pass judgment on the uses to which 
the Loan may be put, and thereby limits in some degree the freedom 
of making disbursement. 

As China in any case would like to keep the Secretary informed, 
and as the Secretary has in the past without any agreement always 
exerted himself on every occasion to help China, he suggests that 
Article 11 is unnecessary, since it makes of such voluntary acts man- 
datory. He therefore hopes that Article II may be dropped. 

2 (a) As the whole energy of the people is concentrated on winning 
the war, he hopes that the final determination of the terms upon which 
the financial aid is given should be left until after the war. He sug- 
gests that the phrase “after the war” should appear in Article I, 
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coming after the phrase “deferred until the progress of events” in 
the opening sentence. E 

. 2 (b) Although greatly appreciative of the United States waiving 
interest, he believes that the lofty plane of cooperation between the 
United States and China would be aided by dropping all reference 
to interest through deleting the clause “no interest charges shall be 
made for the financial aid herein provided”. 

2 (c) For the purpose of clarification that the final determination 
of the terms upon which the financial aid is given should be a bilateral 
and not a unilateral measure, he would suggest that in the final sen- 
tence of Article III the words the “United States and China shall 
take full cognizance of” should come after the words “In determining 
the final terms and benefits”. 

In order to make the suggestions clearer I am enclosing the draft 
Agreement with such alterations as are suggested in the telegram. 

The Generalissimo again bids me to say that such textual changes as 
he suggested are only to heighten the impression of the Chinese people 
at this unprecedentedly generous act of the American Government 
and people. 

Would you be good enough to pass on the suggestions to your 
colleagues for their kind consideration. 


Yours sincerely 
; (Signed) T. V. Soong, 
(Typed) T. V. Soona. 


Enclosure 


Mr. D. W. BELL, 
Under Secretary of the Treasury, 
Treasury Department, 
Washington, D.C. 
Succrsrep Drarr CHANGES 


Wherras the Governments of the United States of America and of 
the Republic of China are engaged together with other nations and 
peoples of like mind, in a cooperative undertaking against common 
enemies, to the end of laying the bases of a just and enduring world 
peace securing order under law to themselves and all nations and 

Wuereas the United States and China are signatories to the Decla- 
ration of United Nations of January 1st 1942 which declares that 
“each government pledges itself to employ its full resources, military 
or economic, against those members of the Tripartite Pact and its 
adherents with which such government is at war”; and 

Wuenrtas the Congress of the United States, in unaminously pass- 
ing Public Law No. 442 approved February 7, 1942 has declared that 
financial and economic aid to China will increase China’s ability to 
oppose the forces of aggression and that the defense of China is of the 
greatest possible importance, and has authorized the Secretary of the 
Treasury of the United States with the approval of the President, to 
give financial aid to China and | i 

Wuenraas, such financial aid will enable China to strengthen greatly 
its war efforts against the common enemies by helping China to ; 

(1) Strengthen its currency, monetary, banking and economic 
system ; 
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(2) Finance and promote increased production, acquisition and 
distribution of necessary goods; 

(3) Retard the rise of prices, promote stability of economic 
relationships and otherwise check inflation; 

(4) Prevent hoarding of foods and other materials; 

(5) Improve means of transportation and communication ; 

(6) Effect further social and economic measures which will 
safeguard the unity of the Chinese people; and 
(7) Meet military needs and take other appropriate measures 
in its war effort. 

In order to achieve these purposes, the undersigned being duly 
authorized by their respective Governments for that purpose, have 
agreed as follows: 

ARTICLE I 


The Secretary of the Treasury of the United States agrees to 
establish forthwith on the books of the United States Treasury a 
credit in the name of the Government of the Republic of China in the 
amount of 500,000,000 U.S. Dollars. The Secretary of the Treasury 
shall make transfers from this credit, in such amounts and at such 
times as the Government of the Republic of China shall request, to 
an account or accounts in the Federal Reserve Bank of New York in 
the name of the Government of the Republic of China or any agencies 
designated by it. Such transfers may be requested by and such 
accounts at the Federal Reserve Bank of New York may be drawn 
upon by the Government of the Republic of China either directly or 
through such persons or agencies as it shall authorize. 


ARTICLE I 
(Originally Article III) 


The final determination of the terms upon which this financial aid 
is given, including the benefits to be rendered the United States in 
return, iS deferred until the progress of events after the war makes 
clearer the final terms and benefits which will be in the mutual interest 
of the United States and China and will promote the establishment of 
lasting world peace and security. In determining the final terms and 
benefits the United States and China shall take full cognizance of the 
desirability of maintaining a healthy and stable economic and finan- 
cial situation in China in the post-war period as well as during the 
war and to the desirability of promoting mutually advantageous 
economic and financial relations between the United States and China 
and the betterment of world-wide economic and financial relations. 


ARTICLE IV 


This agreement shall take effect as from this day’s date. 
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(Book 504, p. 84) 
Marcu 5, 1942, 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. Wurre's Orrice, Marcu 5, 1952, 10:00 a.m. 


Present: 

Mr. White 

Mr. Foley 

Dr. Viner 

Mr. B. Bernstein 

Mr. Southard 

Mr. Friedman 

Mr. Currie 

The Chinese reply on the draft of the loan agreement was discussed 
and it was agreed that pending a conference with the State Depart- 
ment any conclusions reached were necessarily tentative. On this 
basis, 1t was concluded that (1) the Chinese suggestions should be 
accepted, (2) that the letter from Dr. Soong could be taken as a 
voluntary commitment to keep us informed, and (3) that the sending 
of a letter from the Secretary, informing the Chinese that because of 
the considerations outlined in their letter we are accepting their sug- 
gestions, would constitute a confirmation of their commitment to keep 
us informed. 
It was also agreed that the phrase “in the post-war period as well as 

during the war” should be deleted from the new Article II. 


(Book 505, p. 90) 
i Marcu 6, 1942. 


Memorandum for the Secretary’s files 
CONFERENCE IN Mr. BeLL's Orrice, Marcu 6, 1942, £:00 p.xr. 


Present: 
Mr. D. W. Bell, 
Mr. White, 
Dr. Viner, 
Mr. B. Bernstein, 
Mr. Southard, 
Mr. Friedman. 

A meeting was held in Mr. Bell’s office to discuss the reply received 
from Dr. Soong on our draft Agreement. It was agreed that the 
Chinese suggestions should be accepted and that the sending of a letter 
from the Secretary, acknowledging the receipt of the letter from Dr. 
Soong, would constitute a confirmation of the commitment contained 
in the letter from Dr. Soong to keep the Secretary informed. 

The implications of accepting the Chinese modifications were ex- 
plored. It was agreed that (1) the Chinese could ask for the transfer 
to their account of the entire amount at one time or in any fractions; 
(2) that the Chinese would not have to consult with the Treasury 
with regard to uses; (3) that there would be only a weak basis for 
making any objections or criticisms, and (4) that there was some pos- 
sibility that much or all of the $500 million might be lost by a sudden 
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change in the political situation in China. The opinion of Mr. Latti- 
more regarding the possibility of the overthrow of the Generalissimo 
in case of Japanese capture of Assam was given. 

The question of how far the British would be prepared to give 
similar terms to the Chinese was discussed. The point was made that 
the British, through Mr. Bewley, have said that they wished to draft 
a document which would approach as much as possible the American 
document. 

It was felt that the opinion of the State Department was necessary 
on the matter and it was decided to have a meeting with the State 
Department at 10:15 the following morning. 


(Book 505, pp. 242, 243) 


Marcu 7, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. BreLL's Orrice Marcu 7, 1942, 10:15 a.ar. 


Present: 

For Treasury : 
Mr. Bell 
Mr. Viner 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 

For State: 
Mr. Hamilton 
Mr. Luthringer 
Mr. Hiss 
Mr. A. M. Fox 

The Chinese reply on our draft Agreement was discussed. The 
State Department said that they were concerned about having to re- 
port to Congress in the future and by the precedent which might be 
established. Representatives of the Treasury pointed out that this 
loan would not necessarily become a precedent and that the attitude 
shown by members of the Congressional Committees indicated that 
detailed reports to Congress would not be necessary. It would be 
sufficient to have a statement on the Joan in the Secretary’s Annual 
Report. 

It was agreed that there would be many opportunities in the future 
for the United States to make suggestions relating to the Chinese war 
effort. All agreed that political and military, rather than financial, 
considerations were of paramount importance. ] 

Mr. Hornbeck telephoned and spoke to Mr. Hamilton, Mr. Hamil- 
ton said that Mr. Hornbeck had expressed the desire to have a chance 
to report on the matter to Mr. Welles and had suggested the pos- 
sibility of an exchange of Jetters. It was pointed out that neither 
Mr. Welles nor Mr. Berle had seen the Chinese reply to our draft 
Agreement. Mr. Welles had seen our draft Agreement and had com- 
mented favorably on it. 

It was agreed that the best method would be for the Secretary to 
acknowledge by letter Dr. Soong’s letter. Treasury representatives 
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undertook to have a draft letter ready for transmittal to State by 
2:00 o’clock the same day. On the following Monday the letter would 
be gone over by the Secretary and by the State Department; on Mon- 
day afternoon, Dr. Soong could be called in and informed of the 
latest developments; and by Tuesday, perhaps, the Agreement could 
be ready for signature. It was pointed out that the coming Thurs- 
day is the anniversary of Sun Yat-sen and that it would be desirable 
to have everything ready for public announcement by that day. 


(Book 506, pp. 138-140) 


DEPARTMENT OF STATE, 
Washington, March 9, 1942. 
Strictly Confidential 

My Drar Mr. Secretary: I refer to your request for my comment 
in regard to the proposed agreement to extend financial aid to China 
pursuant to Public Law 442, approved February 7, 1942, and Public 
Law 452, approved February 12, 1942. 

The matter is, of course, one with regard to which responsibility 
lies primarily with you and the President. In my opinion, retention 
of Article II of the draft originally presented to Dr. Soong or an 
exchange of letters along the lines thereof would serve useful pur- 
poses both for the Chinese Government and for this Government. I 
believe that such a provision would be reflective of the cooperative 
spirit which underlies the common war effort of the two countries 
and might be of some assistance to the Chinese Government in re- 
sisting pressure from any group in China which might advocate an 
unwise use of any part of the funds made available. 

Realizing that you have considered both the economic and the 
political angles of the problem, I am prepared, in view of the opinion 
which you have expressed orally that the adoption of the Chinese 
Government’s suggestions would be satisfactory, to concur in the 
conclusions at which you arrive and the course which you propose. 

Sincerely yours, 
SUMNER WELLES, 
Acting Secretary. 
The Honorable Henry MorGENTHADU, Jr., 
Secretary of the Treasury. 


Tur UNDER SECRETARY OF THE Treasury, 
Washington, March 9, 1942. 
Memorandum for the Secretary: 


Attached is a photostat copy of a letter we received today from 
Under Secretary Welles on the question of eliminating Article 11 from 
the draft of agreoment we originally presented to Dr. Soong. In 
Dr. Soong's letter of March 3, 1942, he stated that the Generalissimo 
had raised the following point with respect to Article 11: 

“Reactions in Chungking as to Article II appear to be that the U.S. 
Government will in some way pass judgment on the uses to which the 
Loan may be put, and EE limits in some degree the freedom of 
making disbursement. 
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“As China in any case would like to keep the Secretary informed, 
and as the Secretary has in the past without any agreement always 
exerted himself on every occasion to help China, he suggests that 
Article II is unnecessary, since it makes of such voluntary acts manda- 
tory. He therefore hopes that Article II may be dropped.” 

In line with our conversation a few days ago we agreed among our- 
selves to drop out Article JJ. Representatives of the State Depart- 
ment were present and while they thought that Article II was desir- 
able, they indicated their general approval or at least we thought they 
did. We do not feel that we can let the letter of Under Secretary 
Welles’ stand on the record so we have drafted a reply which is also 
attached. 

In view of the urgency of this matter, I am sending this to your 


house. 
DWB 


(Book 506, pp. 211-218) 


Marcu 10, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. BeLL's Orrice Marci 10, 1942, 2 par. 


Present: 
Mr. Bell 
Mr. White 
Dr. Viner 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
Meeting was called to draft a letter in reply to letter received from 
Undersecretary Welles. Dr. Viner and Mr. White submitted draft 
letters and on the basis of these a letter was drawn up. 
It was agreed at the meeting that a history of the loan should be 
written. 
Letter received from Dr. Soong containing changes in the Agree- 
ment suggested by Dr. Kung was distributed. 
March 10, 1942. 


My Drar Mr. Wertes: I have your letter of March 9, 1942, in 
which you question the desirability of eliminating Article II from 
the draft of the Agreement presented to Dr. T. V. Soong. 

I would welcome any provisions in the financial arrangement with 
China which would protect the financial interests of the United States, 
as well as promote the most effective economic use of the funds by the 
Chinese. If there were not overbalancing political and military 
considerations, I would insist upon the retention of Article II of the 
original draft, and even inclusion of stronger provisions. But it has 
always been agreed at meetings between State and Treasury Depart- 
ments that the purposes of the financial aid were predominantly politi- 
eal, diplomatic, and military. These considerations therefore have 
determined the formulation of the terms of the Agreement which was 

itted to the Chinese. 
nt know, the first draft handed. to the Chinese Government 
included Article II calling for consultation and exchange of informa- 
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tion. However, in view of Generalissimo Chiang Kai-shek’s reactions 
to Article TI, and of his request that it be omitted, communicated to us 
in the letter from Dr. T. V. Soong to this Department, the Treasury 
was unwilling to risk jeopardizing the important political and mili- 
tary value of this financial aid by insisting upon the retention of 
Article II in the Agreement and therefore raised that question with 
the State Department. 

In light of the fact that the determination of the inclusion or the 
exclusion of Article II turns almost wholly on questions of political 
character, and in view of our telephone conversation of today, I should 
like to have you advise me as to what our next step should be in 
replying to the Generalissimo. 

Since 1 feel that time is of the essence and that we should consum- 
mate this Agreement without delay, I would appreciate an answer 
from you on this matter as soon as possible. 


Sincerely yours, 


? 
Secretary of the Treasury. 
Honorable Sturner WELLES, 
Under Secretary of State. 
(Handwritten notation: “Sent at 6 p.m. to Sec’y’s house for signa- 
ture and then to State Dept. by S.S. Agt. Montgomery 3/10/42.”) 
(Copy) 


MINISTER FOR FOREIGN Arras, 
REPUBLIC OF CHINA, 
March 10, 1942. 
Mr. D. W. BELL, 
Under Secretary of the Treasury, 
Treasury Department, 
Washington, D.C. 


Confidential 

Dear Mr. Beru: Following my letter of March 3rd containing the 
observations of Generalissimo Chiang Kai-shek on the draft loan 
agreement, I have now received a mesage from Dr. H. H. Kung sug- 
gesting some further changes. These final suggestions however, as 
you will see, are principally changes in draftsmanship: 

(a) Preamble (6) Instead of the words “will safeguard the 
unity”, substitute the words “will promote the welfare”. 4 

(b) Preamble (7) Include the phrase “other than those supplied 
under the Lend-Lease Act” after the words “Meet military needs”. 

(c) Article J. It is desired to name the Minister of Finance as the 
channel of the Chinese Government to implement the terms of 
Article I. A f , 

(d) Article 17. The second sentence is retained in the form of the 
original draft. Instead the words “by the two contracting parties 
are added to the first sentence of Article II, after the words “is 
deferred.” l À 

I am enclosing several copies of the draft with the suggested 
changes. I hope you and your colleagues will be good enough to 
give your kind consideration to the above points. 


Yours sincerely, A 
(Signed) T. V. Soong, 
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SUGGESTED DRAFT CHANGES 


Wueneas the Governments of the United States of America and of 
the Republic of China are engaged together with other nations and 
peoples of like mind, in a ad undertaking against common 
enemies, to the end of laying the bases of a just and enduring world 
peace securing order under law to themselves and all nations and 

Wnereas the United States and China are signatories to the Decla- 
ration of United Nations of January Ist 1942 which declares that 
“each government pledges itself to employ its full resources, military 
or economic, against those members of the Tripartite Pact and its 
adherents with which such government is at war”; and 

Wuereas the Congress of the United States, in unanimously pass- 
ing Public Law No, 442 approved February 7, 1942 has declared that 
financial and economic aid to China will increase China’s ability to 
oppose the forces of aggression and that the defense of China is of 
the greatest possible importance, and has authorized the Secretary of 
the Treasury of the United States with the approval of the President, 
to give financial aid to China and 

Wuenreas such financial aid will enable China to strengthen greatly 
its war efforts against the common enemies by helping China to 

(1) Strengthen its currency, monetary, banking and economic 
system; 

(2) Finance and promote increased production, acquisition and 
distribution of necessary goods; 

(3) Retard the rise of prices, promote stability of economic rela- 
tionships and otherwise check inflation; 

(4) Prevent hoarding of foods and other materials; 

(5) Improve means of transportation and communication; 

(6) Effect further social and economic measures which promote 
the welfare of the Chinese people; and 

(T) Meet military needs other than those supplied under the Lend- 
Lease Act, and take other appropriate measures in its war effort. 

In order to achieve these purposes, the undersigned being duly au- 


thorized by their respective Governments for that purpose, have agreed 
as follows: 
Article I 


The Secretary of the Treasury of the United States agrees to estab- 
lish forthwith on the books of the United States Treasury a credit in 
the name of the Government of the Republic of China in the amount 
of 500,000,000 U.S. Dollars. The Secretary of the Treasury shall 
malke transfers from this credit, in such amounts and at such times 
as the Government of the Republic of China shall request through 
the Minister of Finance to an account or accounts in the Federal Re- 
serve Bank of New York in the name of the Government of the Re- 
public of China or any agencies designated by the Minister of Finance. 
Such transfers may be requested by and such accounts at the Federal 
Reserve Bank of New York may be drawn upon by the Government 
of the Republic of China either directly or through such persons or 
agencies as the Minister of Finance shall authorize. 
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Article II 


_ The final determination of the terms upon which this financial aid 
is given, including the benefits to be rendered the United States in 
return, is deferred by the two contracting parties until the progress 
of events after the war makes clearer the final terms and benefits which 
will be in the mutual interest of the United States and China and will 
promote the establishment of lasting world peace and security. In 
determining the final terms and benefits full cognizance shall be given 
to the desirability of maintaining a healthy and stable economic and 
financial situation in China in the post-war period as well as during 
the war and to the desirability of promoting mutually advantageous 
economic and financia] relations between the United States and China 
and the betterment of world-wide economic and financial relations. 


Article III 


This agreement shall take effect as from this day’s date. 


Marcu 10, 1942. 
AID TO CHINA 
Marcu 10, 1942. 
2:40 p.m. 
Present: 
Mr. Bell 
Mr. White 
Mr. Viner 
Mr. Bernstein 

H.M. Jr: Is it different? Where does it begin to get different? 

Mr. Bell: The whole letter is different. 

Mr. White: Right after “My dear Mr. Welles.” (Laughter.) 

H.M. Jr: Where you say “I would insist,” make it, “I would have 
insisted.” 

Mr. Bernstein: 1 think that phraseology has been changed a little 
bit, Mr. Secretary, to meet this last suggestion. 

H.M. Jr: Yes. “I would have,” don’t you think? 

Mr. Bernstein: Where it says “continue to insist”? 

H.M. Jr: No, I said, “If there were not overbalancing political and 
military considerations, 1 would insist upon,” and so forth. Make it, 
“I would have insisted.” 

Mr. White: I don’t think you should be the judge of that, Mr. 
Secretary. That is what you are asking them to judge, because you 
still can insist if they say so. 

H.M. Jr: Oh, I see. Well, I say, “In all my participation and in 
my testimony before the House and Senate.” 

Mr. Viner: Well, that is changed. 

Mr. White: We have changed that, and I think it is better. 

Mr. Bell: We have said, “in our conferences between the two 
Departments.” 

H.M. Jr: Well, I would certainly say something about my testi- 
mony before the House and Senate. 

Mr. Viner: But here your—they are supposed to know what the 
purposes are, too. You are throwing it back on them. 
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H.M. Jr: All right. Itisall right. 

Mr. Bell: Well, we have changed it a little. 

H.M. Jr: Well, when it is ready somebody—— 

Mr. Bell: It will be ready in five minutes. 

H.M. Jr: When it is ready if somebody can walk it in to me. 
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HM Jr: When am I going to answer that letter from Sumner 
Welles? 

Daniel Bell: Well, we had a little meeting before 1 went to the 
Federal, and 1 was just calling Harry and Bernie now. They were 
going to work on a couple alternatives, and 1 think we're prepared to 
discuss it now and then they can work on it while we're having the 
meeting with Marriner. 

HM Jr: Well 

B: He's coming over at three o’clock, you know. 

HM Jr: Well, couldn’t you come in about ten minutes of three with 
the men ? 

B: Yeah. Will that give you enough time? 

HM Jr: What, on China? 

B: Yeah. 

HM Jr: Quarter of three. 

B: All right. 

HM Jr: Quarter of three. 

B: Well, I see you had a conversation with Burgess. 

HM Jr: Yeah. 

B: (Laughs). 

HM Jr: Did you read it? 

B: I haven’t read it all yet. I’ve just read about half of it. I’ve 
got something else to tell you on that. 

HM Jr: On that? 

B: Not on this, but tied in with it with Marriner. I take it that’s 
what he called you about. 

HM Jr: Well, 1 tell you what you do. Let’s—I’ll see you at a 
quarter of three with these men on China. 

B: Yeah. 

HM Jr: And then you and I have a few minutes before Marriner 
comes. 

B: All right. 

HM Jr: How’sthat? 

B: Swell. 

HM Jr: Allright. 

B: Thanks. 
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Alo To CHINA 
Marcu 12, 1942. 
2:50 p.m. 
Present: 
Mr. Fox 
Mr. White 
Mr. Foley 
Mr. Viner 
Mr. Southard 
Mr. Friedman 
Mr. Bernstein 

H.M. Jr: Well, I read this letter, and I see I can either have a new 
Article Two or give them an alternative. I can either say I want a 
new Article Two or give them their choice. 

Mr. Bernstein: Or an exchange of letters. You can either put in a 
new Article Two or an exchange of letters, doing the same thing. 

H.M. Jr.: Well, I didn’t read that. “Another possible line of 
procedure which might be considered to be identical——” 

Mr. Bell: That means the letters. 

H.M. Jr: Oh. 

Mr. Bell: Like we did in the first Chinese thing. 

H.M. Jr: One way is to do it by letters, and the other way is to do 
it by hand? 

Mr. Bell: No, one way is to do it by letters, and the other is to do 
it by the agreement. 

Mr. Fox: There is a third alternative, Mr. Secretary, and that is 
to put the thing in your hands and decide to make the decision. 

H.M. Jr: Well, these fellows have been in Washington so long, 
they are not like you and me. They have got me kind of playing inter- 
office politics. 

Mr. Fox: It looks as if the State Department would try and do 
that. 

H.M. Jr: I told Mr. Welles he was trying to make a written record 
on this thing, and I was more interested in what happened to China 
than I was in the written record, and he didn’t like it. 

Mr. Bell: Well now, we wonder whether you want us to go ahead 
and take it up with Soong on this basis or— 

H.M. Jr: Or do it in writing? 

Mr. Bell: Well, either way, or whether it ought to be discussed 
with the President. Is it important enough to get a decision out of 
the President as to whether this is going to have a bad effect in China. 

H.M. Jr: Oh no, 1 don’t want to bother the President. I would— 
they give us the alternative of sending for Mr. Soong and showing 
him this or doing it in the form of a letter with Soong. Well, I am 
against a letter. That doesn't give me a chance to crawl out. If you 
give this to Soong and he cables it over and Chiang Kai-shek says, 
“I will have nothing to do with it,” then that is enough. Three strikes 
are out, and I am not going to strike out. 

Mr. White: How would Soong communicate it back to his Govern- 
ment unless he had something in writing? 

H.M. Jr: Well, just give him this. 
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Mr. Bell: Give him a new draft of the agreement, with Number 
Two modified as the Secretary suggests, with the other changes which 
we have suggested. 

Mr. Southard: Supposing you fly out with the second strike, Mr. 
Secretary, and China comes back with a very bad reaction to it, and 
then the President wants to know what happened ? 

H.M. Jr: Well, I did what Mr. Welles told me to. 

Mr. Fox: Asa matter of fact, Mr. Secretary, it is all right to have a 
draft of the provision. Thatis merely eye wash, a lot of words. You 
have no more consulting possibility under this wording than if you 
had none at all, and had good will, but they might accept it and 
realize it is just eye wash. I don’t think there would be a bad reac- 
tion. I hope there won’t be, because we can’t afford it now in China. 

Mr. White: Doesn’t the President have to approve it anyway? At 
what point would you bring it to him, I don’t mean this point, but I 
mean the draft? 

H.M. Jr: After the Chinese agree to it. 

Mr. White: After the Chinese agree to it? You are setting the 
terms and conditions with the approval of the President. It may be 
that this document was drawn up in such a way that you are at the 
same time getting the President’s approval of the draft, of the terms 
and the conditions, so that he could settle both issues at once if 
you like. 

H.M. Jr: Look, what you can do, Dan, is this. You can say, “Now 
look, Dr. Soong, here is this thing, but the State Department has asked 
us to make this modification.” (Laughter.) This is tip enough to 
him. (Laughter.) Why not? 

Mr. Bell: Oh, I don’t think so. 

H.M. Jr: Oh, sure. 

Mr. White: It is all right with me. I suggested it, but I was 
voted down. 

Mr. Fox: Mr. Secretary, I don’t think you need to give him the tip- 
off. They will send something. 

H.M. Jr: Well, let him read Welles’ letter. (Laughter.) That is 
what I would do. 

Mr. Fox: I don’t think you need to go that far. 

Mr. Bell: Send him a copy of the letter and say, “Be guided accord- 
ingly. We don’t agree with it, but go ahead.” 

Mr. White: Well, I think it had better be handled orally, rather 
than written. The only thought I had in mind, it is not important, 
but the State Department said you fixed it in handing it to him, the 
way you handed it to him. 

H.M. Jr: I would not write any letter. I don’t want any letter 
going out of the Treasury on this because I am ashamed of it, so I 

just would say here, “You have been looking for this thing, and infor- 
mally we are giving you a copy of the State Department’s alternative 
suggestion.” I would tell him that. s 

Mr. Fox: I don’t think—you can just say, “An alternative has been 
made.” You won't need to give him three guesses. Two will be 
enough. : 

Mr. Foley: Well, you could take care of that anyway, couldn't you, 
if there was any doubt about it? ó 2 

Mr. Bell: He doesn’t want to, because it hasn’t been taken care OI 


already. 
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Mr. Fox: You are a mind-reader. (Laughter.) 

H.M. Jr: Well, if in all this room there can’t be an oflicial leak, 
I am sorry. 

Mr. Bell: Well, you are willing to take a chance on going back to 
Soong with the alternate suggestion ? 

H.M. Jr: Yes, and then 1f to my great surprise he comes back and 
says, “No,” we will stop fussing around and sign up, and give it to 
him on an aluminum platter. That is about as rare a metal as there 
is around here just now, 

Mr. White: Soong said he was going away. 

Mr. Fox : Today. e i 

Mr. Bell : He said he was going to a doctor. 

Mr. Foley : Get it to him right away. 

Mr. White: Before he dies. 

Mr. Foley: Sure. Ask him to come down. 

H.M. Jr: I would do it today. 

Mr. Bell: He has gone to New York to a doctor. 

H.M. Jr: Has he gone already? 

Mr. Bell: Yes. 

H.M. Jr: He is gone already? 

Mr. Bell: Yes. He had this appointment in New York with a 
doctor, and he had to go up this afternoon and be there tomorrow. 
Maybe I can get him Saturday. 

Mr. Foley : Shall we go up to New York and show it to him? 

H.M. Jr: Well, you had better send somebody up to New York. 

Mr. Fox: Ihave made an appointment in New York tomorrow. 

H.M. Jr: There you are. Goon, let him take it up. 

Mr. Bell: All right. 

H.M. Jr: Well, that is settled. 

Mr. White : Not to lose time. 

H.M. Jr: That is very convenient, that you are going up to New 
York. 

Mr. White: He was going. 

Mr. Bell: He can study it on the train coming back. 

Mr. Fox: There is where I spoke out of turn. By the way, Mr. 
Secretary, there is no question in the last two months there has been 
sort of a change in the situation, a stiffening in attitude. 

Mr. Bell: You mean against us or against the enemy ? 

Mr. Fox: Oh no, generally. They are a little cockier than they 
were. They have read about Singapore and so forth. 

H.M. Jr: Well, do you blame them ? 

Mr. Fox: Oh, no, I am just stating a fact. I mentioned that in 
connection with this. 

H.M. Jr: Well, we have asked Sumner Welles to advise us how to 
proceed, and he has advised us. I can’t 

Mr. Bell: This is one thing that worried us when we were talking 
about it, that we had asked for this advice, and he had given us the 
advice, and now we are running to the President about it. 

H.M. Jr: I wouldn’t run to the President. 

Mr. Bell: I was wondering if you and Welles both shouldn’t see 
the President and tell him the story. 

H.M. Jr: No, this is all right, but I would get this to Welles just 
as soon as possible, and I would let him know where this suggestion 
comes from. I mean Soong. 
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Mr. Fox: I think you had better do it, Dan. 
Mr. Bell: Well, I can’t go to New York. 
H.M. Jr: Well anyway, 
Mr. Bell: I will trust you, if you want to take it up. 
H.M. Jr: Yes. Those aren't instructions. 

Mr. Fox: I understand. 
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Treasury DEPARTMENT DivisioN or MONETARY RESEARCH 


Date: March 19, 1942 

To: Miss Chauncey 

From: H. D. White 

I think the Secretary will be interested in seeing this. 


Treasury Drerarrment Inter-Orrice COMMUNICATION 


Date: March 13, 1942 

To: Mr. White 

From: Mr. Friedman 

Subject: Digest of cable for Fox from Mr. Adler 


1. Meeting of Chinese members of Stabilization Board and banking 
and financial experts called by Dr. Kung. 
2. Dr. Kung stated that on the advice of New York bankers T. V. 
Soong had recommended : 
(a) That the exchange rate be lowered to four cents; 
(b) That loan be used as a guarantee to encourage new savings 
deposits in Chinese banks; 
(c) That savings deposits be redeemable in foreign exchange 
after period of years; 
$ K That Stabilization Board might be used to carry out (b) 
and (c). 
3. Dr. Kung favored rate of five cents. 
4. Dr. Kung said that the Generalissimo desired to have a stock 
market in Chinese Government securities opened in Chungking. 
R 5. Dr. Kung opposed the unfreezing of Chinese assets in the United 
tates. 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China. 
Date: March 11, 1942, 10 a.m. 
No. 215. 


This is message TF-20 and is strictly confidential for Mr. Fox, 
care of the Secretary of the Treasury, from Mr. Adler. 

1. It has been informally reported by Chinese members of the Board 
that a meeting of Chinese Board members and banking and financial 
experts was called by Dr. Kung on the 9th of March. 

Dr. Kung stated that on the advice of New York bankers Mr. T. V. 
Soong had made the following recommendations: 

a. That the exchange rate be lowered to four cents; 

b. That the loan be used as a guarantee to encourage new savings 


deposits in Chinese banks; | l , 
c. That such savings deposits be redeemable for about one, two, and 


three years in foreign exchange; and 
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d. That the Stabilization Board be used possibly as an instrumen- 
tality to carry out (b) and (c). 

Dr. Kung regarded the reduction suggested in (a) as too precipitous 
and he was inclined to regard with favor a rate of five cents. Also, 
in connection with proposed dollar backed issues, there is inclination 
on his part towards using differential exchange rates. Nothing def- 
inite emerged from the meeting, the whole discussion being tentative. 

2. Participants of the meeting were told by Dr. Kung that the 
Generalissimo desires to have a stock market in Chinese Government 
securities opened in Chungking. He added that if there is such de- 
velopment of a stock market, it should include a market in grain 
futures, if possible. 

3. Head of Bank of Communications, Minister of Food, and newly 
appointed (2?) Secretary of Central Bank argued strongly at the 
meeting for restoring free exchange market here and for unfreezing 
Chinese assets in the U.S. but these suggestions were opposed by Dr. 
Kung. 

4, We have just received your cable of March 4 and your proposal 
(?) to the next meeting of the Board. 

This is the end of the message from Mr, Adler. 

Gauss. 
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MINISTER FOR FOREIGN ÁFFAIRS, 
RePUBLIC or CHINA, 
March 19, 1942. 
Confidential 


Dear Mr. BELL: Confirming our conversation, I have to inform you 
that I have received a reply from the Generalissimo with reference 
to your proposal to re-insert Article 11 of the proposed loan agree- 
ment in a modified form. 

The Generalissimo states that after carefully consulting his col- 
leagues he feels that even in the modified form Article II is generally 
construed as limiting the freedom of action in the use of the proceeds, 
and would therefore adversely affect the public response to bonds, 
savings deposits and other measures that are to be based on the loan. 

In addition, among his soldiers, who have been tremendously 
heartened by the generous and unconditional assistance as revealed 
in the exchange of messages between the President and himself, the 
inclusion of Article 11 would create the impression that the terms 
are not as clear-cut as they envisaged. 

The Generalissimo therefore feels that the civilian and military 
reactions are such as to justify his request that Article II be dropped 
completely, and I shall be grateful if you will transmit his message 
to your colleagues for their consideration. 

With kind regards, 

Yours sincerely, 
(Signed) T. V. Soong, 
(Typed) T. V. Soona. 
Mr. D. W. Betz, 
Under Secretary of the Treasury, 
Treasury Department, 
Washington, D.C. 
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Marcu 19, 1942. 
Memorandum for the Secretary’s files 


Merrinc IN Mr. Brews Orrice Marca 19, 1942, 2:30 pax. 


Present: 
For Treasury: 
Mr. D. W. Bell 
Mr. White 
Dr. Viner 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
For State: 
Mr. Hornbeck 
Mr. Hamilton 
Mr. Livesey 
Mr. Luthringer 

Meeting was called to discuss reply received from Dr. Soong re- 
garding the alternative of Article II. 

Mr. Bell said that the Secretary wanted to sign the Agreement as 
soon as possible and was prepared to do so unless the State Depart- 
ment felt strongly about the matter. 

The State Department’s position was given by Mr. Hornbeck, who 
said that the matter had now become a diplomatic issue. Mr. Horn- 
beck said that the State Department representatives had just come 
from a mecting with Mr. Welles and that he was talking under in- 
structions. If the Chinese position was accepted, Mr. Hornbeck said 
it would mean trouble in the future between the Governments of 
China and the United States. He was under instructions to propose 
an exchange of letters which would be supplementary to the agree- 
ment and which would achieve basically the aims of the proposed 
Article II. He said that to accept the Chinese position would be 
establishing a precedent of China’s laying down terms to us and that 
the United States could not let China get away with this. 

Question was raised as to whether Dr. Soong’s letter of March 3 
could be considered a commitment to consult or exchange information. 
Mr. Hornbeck replied that it only committed Dr. Soong, or at the 
most, the Generalissimo. 

A Treasury representative pointed out that there has been some 
change in the military situation since the negotiations first began. 
Mr. Hornbeck then quoted from dispatches from Ambassador Gauss 
commenting on each as to how they indicated that the Chinese have 
been taking an increasingly firmer attitude. a 

Mr. Hornbeck went on to say that we were in our present position 
because we had shown weakness in the past. The Chinese were led 
to believe that if they stood firm we would retreat from our position. 
A Treasury representative said that the Secretary had definitely given 
Dr. Soong the impression before Congress acted that we were con- 
cerned about the uses of the financial aid and pointed out that the 
Secretary had even considered doling out the money for specified 


purposes. 
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Dr. Viner expressed his complete opposition to the State Depart- 
ment’s view. Mr. Hornbeck said that he had not mentioned Treasury 
when he spoke of weakness being shown. A Treasury official said 
that he was glad that Mr. Hornbeck had clarified this point and went 
on to stress the fact that at every step the negotiations had been 
cleared with the State Department. 

_ The President’s message to the Generalissimo and the Generalis- 
simo’s reply accepting the loan without conditions were discussed 
and read. Treasury officials said the President’s message set the de- 
sired tone of the negotiations. When State Department officials were 
asked who had drafted the President’s message they replied that it 
was hastily drafted by the State Department. 

The period before Congressional approval of the financial aid was 
reviewed by Dr. Viner, who pointed out that every one had been sur- 
prised by the generous spirit shown by Congress and the ease with 
which the suggested aid went through. 

The possibility of an exchange of letters was then discussed. A 
Treasury official pointed out that the State Department was aiming at 
an exchange of letters which would become part of the Agreement 
and while he was saying this Mr. Hamilton of the State Department 
nodded his head in Agreement. Mr. Hornbeck made it clear that he 
was thinking of an exchange of letters which would practically do 
what it had been hoped Article II would accomplish. Mr. Hornbeck 
said that it was unfortunate that either Soong or Kung was probably 
advising the Generalissimo since the Generalissimo would not have 
taken the position that he had taken by himself. The point was then 
made that it was to be expected that the Generalissimo would be ad- 
vised by his Finance and Foreign Ministers. 

Mr. Hornbeck then went on to give a review of the political situa- 
tion. He said that: In 1937, the Chinese went to war with Japan, or 
Japan went to war with China, and the Chinese chose to resist the 
Japanese. It was a war of their own choice. The Chinese were not 
fighting for civilization, but for themselves and the United States had 
steadily supported China. Not until 1939, when we told them so, did 
the Chinese begin to say that they were fighting for civilization. Al- 
though we had common enemies our wars were different. We hap- 
pened to be on the same side, fighting against the same enemy. China 
was trying to make out that we owed her something. We do not owe 
her anything. In December they had asked for a loan, and the money 
had been voted as such, and not fora gift. In only three and one-half 
months they had changed their position so markedly. 

At this point a Treasury official asked “where do we go from here?” 
Another Treasury official said that it was up to the State Depart- 
ment how far we could go with the Chinese Government. Mr. Horn- 
beck said that this was not a question of relations between depart- 
ments but of relations between two Governments, the United States 
and China. A Treasury official commented that he had always be- 
lieved the State Department considered foreign policy its exclusive 
responsibility. Another Treasury representative asked the State 
Department to draft the letters suggested. Mr. Hornbeck then said 
that the Chinese, by taking their position, were denying that we had 
an interest in the use of the funds. Dr. Viner responded that we were 
telling the Chinese Government by our insisting on the contents of 
Article II that they were a second-rate Government, and that we 


k | 


782 MORGENTHAU DIARY 


could not trust them with the intelligent use of the funds. Mr. Bell 
expressed the view that it was an issue that the President would have 
to decide. 

The question of the delay in making the agreement was discussed, 
the point being made by Mr. Hornbeck that the delay was caused by 
the Chinese, while Treasury representatives took the position that, 
whoever the cause, continued delay was bound to have an ill effect 
in Chungking. 

Mr. Hornbeck said that whatever was done must be done in such a 
manner that could be referred to in the future by both the United 
States and China, and that, if there was nothing specific to refer to, 
it was not worth doing. 

Treasury officials pointed out that Foreign Funds Control could be 
used in the case of extraordinary changes in the China picture in the 
future, and the question was asked what could be drafted that would 
really give us anything more. The point was then made by Treasury 
officials that our position had become steadily weaker as we had tried 
to get a consultative article accepted by the Chinese, and that we had 
been in a much stronger position with respect to control over the use 
of the funds before the last exchange of letters. 

Mr. Hornbeck suggested that Mr. Hamilton and Dr. Viner draft 
a letter along the lines outlined by Dr. Viner. 

The possibility of bringing the matter before the Cabinet was dis- 
cussed. The necessity of discussing the problem first with the Secre- 
tary was made clear and Mr. Bell said that the Secretary might want 
to take the matter up with the Cabinet tomorrow and Mr. Welles 
should be prepared for such an eventuality. 

It was agreed that Mr. Hamilton and Dr. Viner should draft pos- 
sible letters which could be given to the Secretary and which might be 
taken up to the President. 


I. S. FRIEDMAN. 


(Book 509, pp. 268-273) 
Marcu 20, 1942. 
Memorandum for the Secretary’s files 


Meerine 1N Mr. Wurre's Orrice Marcu 20, 1942, 12:15 p.m. 


Present: 

Mr. D. W. Bell 

Mr. White 

Dr. Viner 

Mr. B. Bernstein 

Mr. Southard 

Mr. Friedman 

The matter of the financial aid to China was reviewed and the 

question of whether the State Department’s suggestion of an ex- 
change of letters should be adopted was discussed. It was agreed 
that an exchange of letters, including the draft prepared by Dr. 
Viner, was not desirable. Dr. Viner agreed, saying that he was 
opposed to any exchange of letters and had merely prepared a draft 
because he was so instructed. It was also agreed that the Secretary 
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should present a memorandum to the President and that the latter 
should decide the issue. A draft of a memorandum to the President 
was gone over and a final draft agreed on by those present. 


(Viner's comments) 


A-1 is my preference 

A-2 is Hamilton's suggestion of a reply. I would dispense with 
the reply unless the Chinese volunteered it. 

B-1 and B-2 are Hamilton’s suggestions. 


A-1 


Drarr or LETTER FROM THE SECRETARY OF THE [TREASURY TO THE 
CHINESE MINISTER ror FOREIGN AFFAIRS 


My Drar Mr. Minister: You, of course, know that under the 
governmental procedure of this country I am expected as Secretary 
of the Treasury to make periodic reports to the Congress in regard 
to my custody and disposition of government funds and the manner 
in which I have carried out the financial responsibilities assigned to 
me by the Congress. To assist me in doing this in relation to public 
law no, 442—77th Congress, approved, February 7, 1942 and public 
law no. 452-77th Congress, approved, February 12, 1942, providing 
for the rendering of financial aid to China, I should appreciate it if 
the Government of China would be so good as to inform me from time 
to time and in so far as is practicable with respect to the uses which 
the Government of China will have made and will contemplate mak- 
ing of the funds placed at its disposal by the Government of the 
United States pursuant to the public laws mentioned, and also with 
respect to the results accomplished thereby in connection with our 
common war effort. 

I wish to assure you and through you the Government of China 
that appropriate officials of the Government of the United States 
will be available at any time, upon request of the Government of 
China, to confer regarding any technical problems which may arise 
in connection with the financial aid being extended to the Govern- 
ment of China by virtue of the agreement which we are signing 
today, and such officials will be prepared also, upon request, to 
exchange information and suggestions regarding ways and means 
of most effectively applying the funds under reference toward 
achieving the purposes which are common envisaged. 


A-2 


Drarr or LETTER From tHe CHINESE MINISTER FOR FOREIGN AFFAIRS 
TO THE SECRETARY OF THE TREASURY 


My Dear Mr. Secretary: I have your letter of today’s date in 
which you state that, with a view to assisting you in making periodic 
reports to the Congress in relation to public law no. 442—77th Con- 
gress, approved, February 7, 1942 and public law no. 452—7ith Con- 
gress, approved, February 12, 1942, providing for the rendering of 
financial aid to China, it would be appreciated if the Government of 
China would inform you from time to time and in so far as is prac- 
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ticable with respect to the uses which the Government of China will 
have made and will contemplate making of the funds placed at its 
disposal by the Government of the United States pursuant to the 
public laws mentioned, and also with respect to the results accom- 
plished thereby in connection with our common war effort. 

Under authorization from my Government, I am glad to assure you 
that the Government of China will be glad to assist you in the manner 
indicated. 

I am glad to assure you also that the Government of China will ex- 
pect from time to time and as occasion arises to avail itself of the 
kind offer contained in the last paragraph of your letter under refer- 
ence to confer and to exchange information and suggestions in the 
manner suggested. 

-1 


DRAFT or LETTER From THE SECRETARY OF THE TREASURY TO THE 
CHINESE MINISTER FOR FOREIGN AFFAIRS 


My Dear Mr. Minister: As we proceed to the signing of the agree- 
ment making available to the Government of China the financial aid 
provided for in public law no. 442—77th Congress, approved, Febru- 
ary 7, 1942, and public law no, 452—77th Congress, approved, Feb- 
ruary 12, 1942, I wish to assure you and through you the Government 
of China that the Government of the United States desires, as a mani- 
festation of the cooperative spirit which underlies the common war ef- 
fort of China and the United States, to make available, upon request 
of the Chinese Government, appropriate officials to confer from time 
to time regarding any technical problems which may arise in connec- 
tion with the financial aid to be extended to the Government of China 
by virtue of the agreement which we are signing today, and upon 
request, to exchange information and suggestions regarding ways and 
means of most effectively applying the funds under reference towards 
achieving the purposes which are commonly envisaged. 


B-2 


DRAFT or LETTER From THE CHINESE MINISTER ror FOREIGN AFFAIRS 
TO THE SECRETARY OF THE TREASURY 


My Dear Mr. Srcrerary: I acknowledge receipt of your letter of 
today’s date in regard to the extension to the Government of China 
of the financial aid provided for in public law no. 442—77th Congress, 
approved, February 7, 1942, and public law no. 452—77th Congress, 
approved, February 12, 1942, and I wish to assure you that the Gov- 
ernment of China also desires, as a manifestation of the cooperative 
spirit which underlies the common war effort of China and the United 
States, to designate appropriate officials to confer from time to time 
regarding any technical problems which may arise in connection with 
the financial aid to be extended to the Government of China by virtue 
of the agreement which we are signing today, and to exchange infor- 
mation and suggestions regarding ways and means of most ellectively 
applying the funds under reference toward achieving the purposes 
which are commonly envisaged. 
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(Book 509, pp. 385-388) 


(Copy) 
DEPARTMENT OF STATE 


Washington, March 20, 1 942. 
In reply refer to FD 740.0011 Pacific War/2064 

The Secretary of State presents his compliments to the Honorable 
the Secretary of the Treasury and encloses a copy of despatch no. 284, 
dated January 26, 1942, from the American Embassy, Chungking, 
China, regarding a coordination committee in Chungking to deal with 
economic questions. 

Telegram no. 60 referred to in the despatch was transmitted to 
Treasury under date of January 28, 1942; and despatch no. 266 was 
transmitted February 19, 1949. 

Enclosure: From Embassy, Chungking, no, 284, January 26, 1942. 


No. 284 ate _ CHUNGKING, January 26, 1942. 
Subject: A Coordination Committee in Chungking to deal with Eco- 
nomic Questions 


Air Mail 

Confidential 

Tue HONORABLE, THE SECRETARY OF STATE, 
Washington, D.C. 

Sir: I have the honor to refer to my telegram no. 60, January 25, 
12 noon and to enclose copies of two memoranda in regard to the sug- 
gested formation of a coordination committee or “Allied Economic 
Council” in Chungking to interest itself in China’s financial and 
economic problems. 

At this stage and time I have nothing of substance to add to the 
comment in my reference telegram. There are serious economic prob- 
lems in China which should be dealt with seriously and constructively. 
A committee of competent persons with authority under a loan or 
credit agreement and with Chinese cooperation should be able to make 
a real contribution to a solution of those problems and at the same 
time increase Chinese ability and willingness to continue resistance 
against Japan. In my despatch no. 266 of January 8, 1942, I have, in 
suggesting the directions in which financial aid might be given to 
advantage, indicated the fields in which such a committee might in- 
terest itself. The problem is not, I feel, simply one of supporting 
Chinese currency. The progress of currency inflation should certainly 
be moderated if possible; it cannot however be reversed. A deflation- 
ary policy resulting in a reduction in the production of consumers’ 
goods would be in error and have unfortunate consequences. En- 
couragement to the production and the importation, if feasible, of 
goods should I am convinced be the primary objective of financial 
policy in this area now, and if a foreign credit or loan can be used to 
that end and an economic coordination committee can effectively aid in 
such utilization, I believe the one should be granted and the other 
established. The financial and economic experts should be able to 
determine whether such a program is feasible but its success will de- 
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pend largely on the degree of real cooperation given by the Chinese 
authorities. 
Respectfully, 


C. E. Gauss. 
Enclosures: 


1/ Memorandum for Ambassador dated January 23, 1942. 
2/ Memorandum for Ambassador dated January 24, 1942, 
Original and five copies by air to the Department. 
JCV/wr 
850 


(Enclosure no. 1 to despatch no. 284 dated January 26, 1942 
from the Embassy at Chungking) 


J ANUARY 23, 1942. 
Memorandum of conversation for the Ambassador 


Subject: Suggested Formation of a Coordination Committee to deal 
with Economic Problems 


Mr. Hall-Patch, Financial Attache of the British Embassy, called 
this afternoon. He said that, on the basis of discussions with Sir 
Archibald Clark-Kerr (the British Ambassador) and Sir Otto Nie- 
meyer (Chief of the British Economic Mission to China) he had 
called to suggest the formation of a Coordination Committee in 
Chungking to deal with financial and economic problems and par- 
ticularly with problems that would arise in connection with the han- 
dling of the Anglo-American credit to China, should such credit be 
granted. He said that he envisaged such a committee as being com- 
posed of two Americans, two British and two Chinese members, and 
a Chinese Secretary whom he thought should be a man of the char- 
acter of T. F. Tsiang. He said that it might be advisable also to 
include a Dutch representative and I added that it might be advisable 
for similar reasons to include an Australian. He said that he thought 
the committee should be organized as soon as possible and that Sir 
Archibald Clark-Kerr was prepared to approve its organization. He 
said that he and one other Englishman would serve on the Committee 
and suggested that I and one other American serve. He thought that 
Dr. Kung or his deputy would wish to be Chairman and hoped that 
another Chinese of ability would be appointed. He asked me to refer 
the matter to you. I said I would do so and inform him of your 
answer. He said that he was going to Kunming on Monday, but that 
I could take the matter up with Sir Archibald or Sir Otto as both 
of them were informed on the subject. 


JCV/wr 


True copy of signed original. w.r. 


JOHN CARTER VINCENT. 


(Enclosure no, 2 to dispatch no. 284 dated January 26, 1942, 
from the Embassy at Chungking) 


JANUARY 24, 1942. 
Memorandum for the Ambassador 
Subject: “Allied Economic Council” at Chungking 
I saw Hall-Patch again at noon today in Sir Archibald Clark-Kerr's 
office. Sir Archibald was also present. I called wishing to clear up 
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a few points and obtain additional information with respect to Hall- 
Patch’s suggestion of yesterday in regard to coordination in the field 
of economic and financial matters. I asked whether the proposed 
committee was to come into being only if China were granted credits 
by Britain and the United States and whether it was to deal exclu- 
sively with matters pertaining to the utilization of the credits. Sir 
Archibald showed me a note referring to a conversation which a 
Chinese official apparently had had with Dr. H. H. Kung. This note 
indicated that Dr. Kung had suggested that the “Allied Economic 
Council” in Chungking be set up without reference to the proposed 
credits; that it be charged with making studies and recommendations; 
but that it would also, when credits were granted, interest itself in 
the problems connected with the effective use of these credits. This 
note also answered the second question I had in mind, that is, whether 
the concerned Chinese officials were informed with regard to the pro- 
posal. I asked who had taken the initiative in suggesting the com- 
mittee or “Council” and Sir Archibald said it had been more or less 
“spontaneous” but agreed that the initiative should properly appear 
to come from the Chinese. 


JCV/wr 


A true copy of signed original. w.r. 
Copy : bj : 8-21-42 


JOHN CARTER VINCENT. 


(Book 510, pp. 264-281) 


Curonorocy or CHina Loan ProrosaL BEGINNING 
DecemBer 31, 1941 

1941 
December 31 

Treasury received copy of cable, Gauss to State (dated December 
30) stating that the Generalissimo said the United States and Great 
Britain must give China financial help totalling one billion United 
States dollars. 

Dr. Soong called on Mr. White at Dr. Soong’s request and stated 
that more detailed information as to the aid expected would be 
forthcoming in a few days. 


1942 
January 2 

Treasury received copy of cable from Gauss to State (dated 
December 31) supporting the loan for political reasons and suggest- 
ing a total loan of $500 million. 


January 2 f 
State Department called a meeting, attended by a representative 

from Treasury, at which State supported a China loan on political 

and military grounds. State to ask Gauss for more information. 


January 3 

Secretary Morgenthau received a letter from Sir Frederick 
Phillips stating the British loan proposa which had been presented 
to China by Sir Otto Niemeyer. Secretary Morgenthau referred 
this proposal to Treasury officials who [said], after a conference, the 
British proposal was inadequate to meet the situation. 
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January 5 


Secretary Morgenthau received from Mr. Fox a cable (dated 
January 3) supporting the proposed loan. 


January 8 

A meeting in Mr. White’s office, called at the Secretary’s instruc- 
tions and attended by Messrs. Berle and Livesey from State, Mr. 
Currie and Treasury officials, agreed that the loan was necessary on 
political grounds, and that it would be desirable for the Secretary 
of State to send a communication to this effect to the Secretary of 
Treasury. It was also agreed that Mr. Fox should be recalled from 
Chungking for consultation. 


January 8 

Secretary Morgenthau received from Fox a cable (dated January 6) 
reporting that Sir Otto Niemeyer believes the British will refuse 
the Chinese request for a loan. Treasury officials, at 2 meeting, de- 
cided that the British attitude should not affect the ultimate decision 
of the United States. 


January 9 

Secretary Morgenthau received a memorandum (dated January 9) 
from President Roosevelt, expressing his desire to extend finan- 
cial assistance to the Generalissimo, and asking Secretary Morgen- 
thau whether he could do this by the purchase of yuan. In this 
connection, Treasury officials considered the possibility of using the 
Stabilization Fund to make a political loan. 


January 9 


A letter from State to Secretary paraphrases telegram (dated 
January 7) from the American Embassy in Chungking concerning 
recent changes of Government personnel in China. In the opinion 
of the Ambassador the changes do not seem to indicate any division 
on the policy of resistance in the Government or the party. 


January 10 


A cable from Fox encloses message from Dr. Kung appealing for 

a $500 million political war loan and stating that the British have 

already been approached for a loan of 100 million sterling, and that 

Beets confident that if the United States will lead the British will 
ollow. 


January 10 


Memorandum was submitted to the Secretary by Mr. Coe regard- 
ing the latter’s conversations with Dr. Soong on January 9. Gener- 
alissimo was said to be cabling the Secretary direct about the loan. 
Generalissimo told Dr. Soong that the British proposal was utterly 
inadequate. 


January 12 

Secretary Morgenthau received a letter (dated January 10) from 
Secretary Hull, recommending that for political and military rea- 
sons a loan up to $300 million should be made with the greatest 
possible expedition, and that the British should be kept informed. 
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January 12 


Secretary Morgenthau talked with Mr. Hornbeck of the State De- 
partment about the Far Eastern situation, conferred with Treasury 
officials concerning the proposed loan, and called in Sir Frederick 
Phillips to ascertain the British position on the proposed loan. 

In the afternoon, Secretary Morgenthau spoke with Foreign Minis- 
ter T. V. Soong, who stated that a proposal which the Secretary out- 
lined to him was feasible and worth exploration. After the meetin 
with Dr. Soong, Secretary Morgenthau called in Treasury officials I 
discussed his conversation with Dr. Soong and the proposal to finance 
current military expenditures of the Chinese. The Secretary said 
that he wanted to obtain the President’s approval before carrying this 
proposal any further, and that he wanted the State Department to be 
informed of these conversations and of his intention to discuss the 
matter with the President. He instructed Mr. Coe to call upon Mr. 
Hornbeck, communicate this information, ask him to pass it on to 
Secretary Hull, and give Mr. Hornbeck the Secretary’s invitation to 
be present at a conference the next morning for advice and criticism. 
The Secretary asked that a similar message be transmitted to 
Mr. Currie. 


January 12 

In the afternoon, Mr. Coe called upon Messrs. Hornbeck and Cur- 
rie and transmitted the Secretary’s message. Mr. Hornbeck agreed to 
be present at the morning meeting and said that he would transmit the 
message to Secretary Hull and to Mr. Berle. Mr. Currie also agreed 
to be present at the morning meeting. 


January 12 


A cable from Fox (dated January 9) states that the Chinese atti- 
tude is one of firm insistence on financial aid. 


January 12 

Memorandum submitted to the Secretary by Mr. Coe regarding Sec- 
retary’s proposal for loan to China including draft statements to be 
made by the Secretary and the President on loan to China. 


January 12 

In the evening, Secretary Morgenthau discussed the China loan 
proposal with Prime Minister Churchill and Mr. Beaverbrook. 
(See below.) 


January 13 

At 9:15 the Secretary conferred with Treasury officials, Mr. Horn- 
beck of the State Department and Mr. Currie of the White House. 
The Secretary reported on his conversations with Dr. Soong and 
Prime Minister Churchill. The Prime Minister said that Secretary 
Morgenthau should go ahead with his negotiations and the British 
would follow, also said that the British proposal was inadequate. 
Secretary Morgenthau asked Mr. Lauchlin Currie to make the neces- 
sary transportation arrangements for the return of Mr. Fox from 
Chungking. Mr. Currie later reported that he had done this. 

The Secretary outlined the proposal which was being explored and 
which he was to present to the President at 10 o’clock. 

Secretary Morgenthau directed Treasury officials to devote full time 
to the investigation of the Chinese proposal, to keep him informed of 
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all developments and to press studies and conferences as to the most 
suitable type of financial assistance. 


January 13 

At 10 o’clock Secretary Morgenthau conferred with President 
Roosevelt. The President directed Secretary Morgenthau to trans- 
mit to the Chinese the following proposal: United States Govern- 
ment would undertake to finance the pay and maintenance of one mil- 
lion Chinese soldiers at the monthly rate of $5 for pay and $5 for 
maintenance. Payment might be in United States currency or in 
other forms. 


January 13 

In the afternoon the Secretary called in Dr. Soong and transmitted 
the proposal which the President had directed him to make. Dr. 
Soong said that he would transmit the proposal to his Government. 
January 13 

Secretary Morgenthau asked Under Secretary Bell to carry on the 
negotiations with Dr. Soong during any period in which the Secretary 
was away. The Secretary asked Mr. Coe to call upon Mr. Hornbeck 
of the State Department and inform him of the proposal which the 
President had authorized the Secretary to make to Dr. Soong, and 
ask him to transmit this information to Secretary Hull. The Secre- 
tary also asked Mr. Coe to inform Mr. Currie of what had happened. 
Mr. Coe transmitted the information and the Secretary’s request to 
Mr. Hornbeck. 


January 14 

Secretary Morgenthau wrote to Sir Frederick Phillips (replying 
to his letter of January 3) suggesting a conference at a later date on 
the China loan proposal. 
January 14 

Acting Secretary Bell received a letter from Mr. Hornbeck ex- 
pressing doubts regarding the Secretary’s proposal. Mr. Bell com- 
municated the contents of the letter to Secretary Morgenthau and 
conferred with Treasury officials concerning the proposal which had 
been made in Chungking. 


January 17 
Dr. Soong told Mr. Coe that an answer from Chungking would 
shortly come through. He stated that though he believed the answer 


would be somewhat unfavorable to specific proposal he had nothing 
official to communicate. 


January 20 

State transmitted copy of dispatch from Ambassador Gauss (dated 
December 31, 1941) concerning financial and economic conditions in 
China, and enclosing a memorandum prepared by Sir Otto Niemeyer. 


January 21 

State transmitted a paraphrase of telegram from Ambassador 
Gauss (dated January 17) reporting that the Chinese have overcome 
the substantial shock caused by our initial setbacks and that he has not 
found evidence of a defeatist attitude. The Generalissimo is said to 


MORGENTHAU DIARY 791 


be completely committed to the policy of resistance and should be 
able to maintain his commanding position. However, a political loan 
15 recommended to check developments in the economic field which 
might undermine the authority of the Government. 
January 21 

Letter from Foreign Minister Soong to the Secretary enclosing the 
message from the Generalissimo. The Generalissimo expressed 
doubts as to whether the Secretary’s proposal was practicable, and 
repeated his request for a political loan of $500 million, saying that 
there should be no security or other prearranged terms as to its use or 
means of repayment. 

Dr. Soong suggested that the Secretary might like to await Mr. 
Tox’s arrival before renewing discussions with Dr. Soong. 


January 22 

Letter from the Secretary to the President enclosing the cor- 
respondence from Dr. Soong, and asking for his advice as to the next 
step. 
January 24 

Memorandum from Secretary of State in response to Secretary 
Morgenthau’s note relative to the proposed China loan, enclosing a 
memorandum (dated January 23) prepared by Mr. Berle. This 
memorandum recommends generosity in order to get the maximum 
political effect from a loan, and suggests the amount of $500 million. 
Mr. Pasvolsky in his comments on Mr. Berle’s memorandum also 
agrees to the figure of $500 million. 


January 26 

Note from President to the Secretary, in reply to his letter of 
January 22, suggesting payment of troops in yuan in amounts up to 
$20-$25 million per month. 


January 26 
Memorandum to the Secretary from Mr. Coe outlining results of 
most recent Treasury consideration of China loan proposal. 


January 26 

The Secretary telephoned Secretary Hull and asked him who in the 
State Department was currently handling the China loan matter. He 
was informed that Messrs. Hornbeck and Feis were. The Secretary 
then instructed Mr, Southard to arrange a meeting with these officials 
in order to ascertain the State Department’s present position on the 
China loan. At this meeting (at which the State Department was 
represented by Messrs. Hornbeck, Feis and Berle) it was stated that 
the official position of the State Department was given in Secretary 
Hull's letter of January 10 to Secretary Morgenthau. Unofficially, 
the members of the State Department seemed to favor the immediate 
announcement of the grant of a $500 million loan. 


January 27 
Memorandum to Secretary by Mr. Southard summarizing the State 
Department position as expressed at the meeting on January 26. 
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January 27 


Secretary replied to Dr. Soong’s letter of January 22 accepting Dr. 
Soong’s suggestion that the Secretary might await Mr. Fox’s arrival 
before renewing negotiations. 


January 27 


Fox cables Treasury that he has been delayed in India eleven days 
thus far. 


January 27 


Letter from Sir Frederick Phillips to the Secretary informing him 
that the British propose to make available to China under Lend-Lease 
arrangement all munitions and military equipment that it is possible 
for them to supply. They do not feel able to offer a “very large 
psychological sterling loan,” and suggest a British loan of 10 million 
pounds. 


January 28 


In the late afternoon Mr. Hornbeck informed Mr. White by tele- 
phone that the Secretary of State, in view of the delay in Mr. Fox’s 
arrival, now felt (contrary to his earlier statement to Secretary Mor- 
genthau) that action on the China loan should not await Mr. Fox. 


January 29 


Secretary Morgenthau got in touch with Secretary Hull to arrange 
a meeting with him that day to discuss definite proposals. Secretary 
Hull was ill that day and the conference was arranged for the follow- 
ing morning at Secretary Hull’s office. 

The Secretary met Treasury people to discuss the various proposals 
and a letter was prepared and sent to Secretary Hull that afternoon 
setting forth in brief the proposals that were to be discussed at the 
conference in Secretary Hull’s office the next morning. 

VFC: FAS: ISF: dmy 
1-3042. 


January 30 


Secretary Morgenthau conferred with Secretary Hull in Secretary 
Hull’s office. The Secretary of State outlined to Secretary Morgen- 
thau the political situation in the Far East, saying that he assumed 
that there was agreement that under the circumstances financial aid to 
China was urgent. Mr. Hornbeck of the State Department said that 
he thought the sum should be $500 million instead of $300 million. 
With reference to the source of the loan, it was agreed that Secretary 
Hull and Secretary Morgenthau should see the President. It was 
agreed that in the meantime a draft of a Message and a Bill should 
be prepared to show the President that afternoon in the event he 
agreed that that was the way to handle the matter. 
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January 31 

Secretary Morgenthau conferred with Secretary Jones and officials 
of the Treasury Department regarding the China loan. Secretary 
Jones said that he would like to Thee about the China proposal now 
being considered. Secretary Morgenthau outlined to Secretary Jones 
the developments during the past month regarding the loan. Secre- 
tary Jones suggested that in the Joint Resolution “Secretary of 
Treasury, with the approval of the President, is hereby authorized” 
should be substituted for “the President is authorized.” 


January 31 

Secretaries Morgenthau and Hull conferred with the President and 
it was agreed that the loan should be authorized by a Joint Resolution 
of Congress. 


January 31 

Secretaries Morgenthau and Jones conferred with the President and 
it was agreed that the loan should be authorized by a Joint Resolution 
of Congress. 
January 31 

Early in the evening Secretary Morgenthau conferred with Dr. 
Soong and informed him confidentially of the latest developments. 


February 1 

The Secretary informed Sir Frederick Phillips of the latest de- 
velopments regarding the China loan proposal. Sir Frederick in- 
formed the Secretary of a new British proposal] of a combined loan of 
$400 million. The Secretary then indicated that we would probably 
go ahead in view of Mr. Anthony Eden’s statement. 


February 1 

Secretary Morgenthau conferred with Dr. Soong and informed 
him confidentially of the latest developments. 
February 2 

The Secretary conferred with Congressional leaders regarding the 
China loan. It was agreed that he would appear before the proper 
Committees the next day. 


February 2 

In the morning the Secretary received a proposal from the British 
increasing the amount of their proposed loan and stating the condi- 
tions under which it would be given. 


February 2 


Treasury officials drafted a statement to be made by the Secretary 
to the appropriate Congressional Committees. 
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February 2 


Another communication was received from the British in which they 
informed the United States that they were now prepared to make a 


loan of 50 million pounds sterling, with conditions to be decided after 
the agreement on the granting of the loan. 


FAS: ISF: esh 
2/3/42 
February 2 

Secretary Morgenthau conferred with Dr. Soong, informed him 
of the decisions reached regarding the loan, and reviewed with Treas- 
ury officials the draft of the statement which he expected to deliver 
before the House Committee. 
February 3 


The Secretary appeared before the House Committee on Foreign 
Relations to read his prepared statement on the China loan and to 
answer questions. He was followed before the Committee by Sec- 
retaries Jones, Stimson and Knox and by Assistant Secretary of State 
Long. The general discussion was very favorable to the proposal of 
the $500 million credit to China and at a subsequent Executive session 
the Committee unanimously voted to report the proposed Joint Reso- 
lution favorably. 

February 3 


Simultaneously with the announcement in United States of our in- 
tention to ask Congress to approve a $500 million loan announcement 
was made in London that the British Government intended to offer 
China a 50 million pound sterling loan. 

February 4 

About noon the House of Representatives approved without de- 
bate a Joint Resolution authorizing a $500 million credit to China. 
February 5 

The Secretary appeared before the Senate Committee on Foreign 
Affairs to read his prepared statement on the China loan. Secretaries 
Jones, Stimson and Knox and Assistant Secretary of State Long also 
appeared. The Committee voted to report the proposed Joint Reso- 
lution favorably. 

February 6 
The Senate unanimously passed the Joint Resolution. 


FAS/ISF/efs 
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February 9 

Secretary Morgenthau appeared before the Subcommittee of the 
House Appropriations Committee and read his prepared statement, a 
copy of which he informed the Committee would be made available 
for its record. 

February 10 

The Senate Appropriations Committee pea unanimously the 
House Bill appropriating $500 million for China, No hearing was 
held on the Bill. 

February 13 

President Roosevelt signed the bill appropriating $500 million for 
a loan to China, 

February 13 

Cable from State Department to American Ambassador in Chung- 
king, giving newspaper reaction to Congress' approval of extending 
financial aid to China. 

February 14 ; 

Sir Frederick Phillips wrote to Mr, White requesting information 
regarding the China loan. 

February 14 

Acting Secretary Welles sent a letter to Secretary Morgenthau, 
suggesting that steps be taken promptly towards formulating a pro- 
posal whereby there would be made available immediately to the 
Chinese Government some substantial portion of the authorized aid. 
Mr. Welles suggested a conference be held regarding this matter. 
February 16 ; 

Secretary Morgenthau sent a letter to Dr. Kung in reply to Dr. 
ICung's letter of January 14, 1942, transmitted to the Secretary by 
Mr. Fox. 

February 16 ate d 

Secretary Morgenthau sent a letter to the Generalissimo replying 
to the Generalissimo’s letter of January 14, transmitted to the Sec- 
retary by Mr. Fox. 
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February 16 

Dr. Soong called on Mr. White at the former’s request. Dr. Soong 
reported that he had talked to Mr. Fox about the possible uses 
of the loan, and that Mr. Fox had stated that aside from the general 
approach to the problem, the matter had not yet been definitively dis- 
cussed. Dr. Soong said he would like to have it understood that he 
was acting solely as an intermediary for transmitting messages from 
his Government to the Treasury, or reverse. 


February 16 

Cable from Ambassador Gauss dated February 14 was received, 
in which editorial reaction to the granting of the United States loan 
to China was described. Ambassador Gauss speaks of this reaction 
as being “more appreciative than enthusiastic.” Suggested uses of 
the loan are given. 
February 17 

Acting Secretary Welles sent a letter to Secretary Morgenthau, 
forwarding copy of letter from Dr. Soong enclosing telegram from 
the Generalissimo to the President expressing his gratitude for the 
loan. “I am most grateful to you for having accepted my sugges- 
tions in their entirety and without any attached conditions.” The 
Generalissimo's telegram says that besides the meeting of military 
needs, the proceeds of the loan will be used mainly for strengthening 
China’s economic structure, redemption of legal tender notes, control 
a8 currency, stabilization of prices, and the promotion of war pro- 

uction. 


February 19 

Mr. White replied to Sir Frederick Phillips’ letter of February 
14, informing him that we have not reached any definitive conclu- 
sions regarding terms and conditions relating to the loan. 


February 19 


Secretary Morgenthau wrote to Acting Secretary Welles acknowl- 
edging the latter’s letters of February 14 and 17. 


February 19 

Dr. Soong called on the Secretary on the morning of February 19, 
and was invited by the Secretary to attend a conference during the 
afternoon regarding the China loan. The Secretary suggested to 
Dr. Soong that the latter might prepare a draft agreement, but 
Dr. Soong declined. 


February 19 

Meeting was held in Mr. Bell’s office, at which representatives of 
the Treasury and the State Departments and Mr. Currie and Dr. 
Soong were present. Dr. Soong was informed that the Treasury felt 
that any agreement would be in the spirit of Lend-Lease. Dr. 
Soong expressed his approval. After Dr. Soong left, the others dis- 
cussed the problem of drafting an agreement to effect the Joan. It 
was agreed that a draft agreement would be prepared by Treasury 
ofticials and be submitted to the State Department at a conference to 
be held the following afternoon. 


ISF/efs 
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February 20 


Cable received from Ambassador Gauss dated February 18 stating 
that Ministry of Finance had called informal meeting of experts to 
discuss floating of an internal bond issue secured by the American 
British credits. Sir Otto Niemeyer and Messrs. Young and Adler 
were present at the meeting. 


February 20 

Meeting was held in Mr. Bell’s office at which representatives of 
the Treasury and State Departments and Messrs. Fox and Currie 
were present. The meeting discussed the draft Agreement submitted 
by the Treasury. The two main points discussed were the provision 
for consultation between the Secretary of the Treasury and China 
(Article II) and the question of repayment (Article IV). Treasury 
undertook to redraft Agreement in light of discussion. 


February 21 

Received dispatch from Ambassador Gauss dated January 8 
regarding China’s request for an Anglo-American credit. The Am- 
bassador favored earmarking portions of the credit for certain 
purposes. 


February 21 

Copies of draft Agreement were sent to State Department, Mr. 
Bewley, T. V. Soong, Mr. Fox and Mr, Currie, in addition to certain 
Treasury officials. 


February 23 
Received copy from British of document entitled “Chinese Gov- 
ernment Allied Victory Loan, 1942”. 


March 2 

Cable received from Ambassador Gauss dated March 1 informing 
the State Department that Ministry of Finance objected to the provi- 
sion for consultation. Ambassador Gauss expressed his conviction 
that the United States should firmly insist upon retaining the provi- 
sion for consultation. 


March 3 

Conference in Mr. White’s office at which Messrs. White and 
Bewley were present. Mr. Bewley called at his own request to 
discuss China loan proposal. Mr. White informed Mr. Bewley that 
there had been no change in the situation since the Treasury had 
submitted a draft of the Agreement to the Chinese and to him 
(Mr. Bewley). 


March 3 

Received letter from Dr. Soong containing the Generalissimo’s reac- 
tion to our draft Agreement. The Generalissimo suggested the elimi- 
nation of Article II and certain other minor changes. The Generalis- 
simo expressed his appreciation of “the generous spirit that charac- 
terized the draft Agreement”. 
March 5 


Meeting was held in Mr. White's office attended by officials of the 
Treasury Department and Mr. Currie. The Chinese reply on the 
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draft of the loan Agreement was discussed and it was agreed that 
pending a conference with the State Department any conclusions 
reached were necessarily tentative. On this basis it was concluded 
that the Chinese suggestions should be accepted and that a letter 
should be sent to Dr. Soong from the Secretary acknowledging the 
receipt of Dr. Soong’s letter. 


March 6 

Meeting was held in Mr. Bell’s office at which only Treasury officials 
were present to discuss the reply received from Dr. Soong. The im- 
plications of accepting the Chinese modifications were explored. It 
was felt that the opinion of the State Department was necessary on 
the matter and it was decided to have a meeting with the State Depart- 
ment the following morning. 


March 7 

Meeting was held in Mr. Bell’s office at which Treasury and State 
officials and Mr. Fox were present. The Chinese reply on our draft 
Agreement was discussed. It was agreed that the best method would 
be for the Secretary to acknowledge by letter Dr. Soong’s letter. 
Treasury representatives undertook to have a draft letter ready for 
transmittal to State the same day. Treasury representatives ex- 
pressed the hope that by the following Thursday, which was the an- 
niversary of Dr. Sun Yat-sen, everything would be ready for public 
announcement. 


March 7 
Letter was drafted and copy sent to State for comment. 


March 9 

Letter received from Undersecretary Welles in which he expressed 
the opinion that retention of Article IJ or an exchange of letters along 
the lines thereof “would serve useful purposes both for the Chinese 
Government and for this Government”. However, he was prepared 
to concur in the conclusions arrived at by the Secretary and the course 
of action which the Secretary proposed. 


March 10 

The Secretary telephoned Mr. Welles regarding the China loan. 
The Secretary requested Mr. Welles to advise him as to what his next 
step ought to be. It was agreed that the Secretary would write to 
Mr. Welles regarding the matter. 


March 10 

Meeting of Treasury officials was held in Mr. Bell’s office to draft a 
letter in reply to Mr. Welles. The letter was drafted and that after- 
noon sent to Mr. Welles. 

At the meeting in Mr. Bell’s office, letter received from Dr. Soong 
containing changes in Agreement suggested by Dr. Kung was 
distributed. 


March 12 a 

Received reply from Mr. Welles giving State’s position on Article 
II. Mr. Welles’ letter argued for the inclusion of a consultative 
provision and included a possible substitute for the original Article II. 
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March 12 
Meetings were held in Messrs. White, Foley, Bernstein and Bell’s 

offices at which ‘Treasury officials and Mr. Fox were present to discuss 
action to be taken. Possible replies to Dr. Soong were drafted to- 
gether with a memorandum which might be handed to the President 
if the Secretary so desired. 
March 12 

_ Meeting was held in the Secretary’s office at which Treasury offi- 
cials and Mr. Fox were present. It was decided that Dr. Soong should 
be given a copy of the alternative suggested by the State Department. 
Mr. Fox undertook to deliver the alternative to Dr. Soong, who had 
left Washington that day for New York. 
ISF/efs 3/12/42 
March 18 

_ Letter received by Mr. White from Mr. Bewley asking for informa- 
tion as to what was happening regarding credits to China. 
March 19 


Letter from Dr. Soong to Mr. Bell in which the Generalissimo’s op- 
position to the inclusion of Article IT is given. 
March 19 

Meeting in Mr. Bell’s office at which Treasury and State officials 
were present. Mr, Hornbeck stated that he was under instructions 
to propose an exchange of letters which would be supplementary to 
the Agreement and which will achieve basically the aims of the pro- 
posed Article II. It was agreed that Mr. Hamilton and Dr. Viner 
should draft possible letters which could be given to the Secretary 
and which might be taken up to the President. 


March 20 
Mr. White replied to Mr. Bewley’s letter of March 18 informing 
him of the latest developments. 


March 20 

Letter received from Ambassador Gauss dated January 26, 1942 
in which the Ambassador recommends that an economic coordination 
committee be established at Chungking, if it can effectively aid in the 
utilization of the foreign credits. 


March 20 

Meeting was held in Mr. White’s office at which Mr. Bell and other 
Treasury officials were present. It was agreed that an exchange of 
letters was not desirable and that the Secretary should present a 
memorandum to the President and that the latter should decide the 
issue. 


March 20 
Memorandum to the President was prepared to be taken by the 
Secretary to the Cabinet meeting that afternoon. 


March 20 
At Cabinet meeting Mr. Welles requested that the Secretary agree 
to Mr. Welles’ discussing the matter with Dr. Soong. The Secretary 
agreed. 
48-378—65-—vol. 1 


52 


800 MORGENTHAU DIARY 


March 21 


Secretary Morgenthau telephoned Mr. Welles regarding the Chinese 
matter. Mr. Welles informed the Secr etary that Dr. Soong had 
agreed to send a letter to the Secretary committing China to keep 
us informed as to the uses of the loan. Mr. Welles informed the Sec- 
retary that he fully accepted the Agreement as drawn up. 

March 21 

Letter from Dr. Soong to the Secretary according to which China 
undertakes to keep the Secretary fully informed from time to time 
as to the uses of the funds. 

March 21 

Mr. White telephoned Mr. Bewley at about 11:15 a.m. to inform him 
of the latest developments on the China loan. Mr. White explained 
to Mr. Bewley that things had moved very fast during the last twenty- 
four hours. 

March 21 


Meeting held in Mr. Bell's office at which Treasury and State De- 
partment “officials and Dr. Soong and Dr. Kan Lee and Mr. Fox were 
present. The original drafts of the Agreement were reviewed and 
approved. Dr. Soong was given the draft of a note to be sent by the 
Chinese Ambassador t to the Secretar y of State covering the authority 
of Dr. Soong to sign the Agreement. A press release was agreed on. 


March 21 

The Agreement was signed in the Secretary’s office at 12:30. The 
material was released to the press and photographs were taken. 
March 21 

Letter from Secretary Morgenthau to Dr. Kung expressing con- 
fidence that the carrying out of the Agreement signed on that day will 
be to the mutual satisfaction of China and the United States. This 
letter was cabled to China on March 23. 
March 24 


Mr. Bell sent copy of the Agreement to the President for the Presi- 
dent’s signature. 
ISF/efs 
3/26/42 


(Book 512, pp. 130-140) 


No, 345 CHUNGKING, April 1, 1942. 
Subject: Chinese Reaction to Sino-American Loan Agreement 
Air mail 


The Honorable the SECRETARY OF STATE, 
Washington, D.C. 

Sir: I have the honor to transmit, for the information of the De- 
partment, certain material indicating the Chinese reaction to the 
recently concluded agreement for the ‘Joan of $50,000,000 to China. 
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As indicative of official Chinese publicity, there are enclosed: 

1/ Text of statement made by Dr. H. H. Kung, the Minister 
of Finance, to representatives of the Chinese and foreign press 
on March 24; 

2/ Report, released by the official Central News Agency, of 
remarks made by Dr. Kung at a press conference on March 24, 
rezan Ung the uses to which the funds derived from the loan will 

e put. 
In addition to these statements by the Minister of Finance, the press 
has given considerable space to regular news reports of the loan and 
has quoted the various telegrams exchanged between the concerned 
officials of the two Governments after the signing of the Agreement. 
Editorial comment on the loan agreement has been made by almost 
all local newspapers, which without exception expressed China’s 
gratitude for the loan and praise for the spirit in which it was made. 
Most of this comment, however, has been rather vague in discussing 
the uses to which the funds should be put and the following two ar- 
ticles have been selected, not only because they are the views of in- 
fluential papers, but because they appear the most reasoned and 

interesting: 

3/ Translation of editorial appearing in the Hsin Hua Jih 
Pao (Communist) of March 24, 1942; 

4/ Translation of editorial appearing in the Ta Kung Pao 
(Independent) of March 27, 1942. j 

Both articles express the fear that the additional credit made avail- 
able by the intented domestic bond issue based on the loan may, 
unless more careful restrictions are imposed, have an inflationary 
effect opposite to that sought. In this they reflect a prevalent lack of 
confidence in the government’s fiscal policy. But from this point the 
viewpoints of the two papers diverge. The Ta Kung Pao, consistent 
with its long advocated policy which it calls “deflation”, lays the main 
emphasis on the monetary side of the problem, pointing out the dan- 
gers involved in considering the loan, and that from Great Britain, 
as a “reserve” for the Chinese currency, which although already great- 
ly over-expanded hardly equals their face amount. In addition this 
paper believes that subscription to the proposed bonds by the well-to- 
do will have to be put on a compulsory basis, that the problem of 
hoarding should be attacked by the forced sale of hoarded stocks in 
exchange for bonds, and that use of the loan for stimulation of produc- 
tion must be most carefully controlled in order to avoid further in- 
flationary effects. The Hsin Hua Jih Pao, on the other hand, believes 
that the question must be approached on a broader basis and that 
every possible means must ‘be found to attack inflation and eliminate 
hoarding by increasing domestic production. It inferentially criticizes 
the sale of bonds redeemable in foreign currency as permitting the 
flight abroad of capital which would better be used in developing this 
domestic production. It is interesting to note that this paper, Com- 
munist in support, is the only one to insist that China should repay the 
loan. 

Respectfully yours 

j Ae C. E. Gauss. 
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Enclosures: 1 to 4 as stated. 

Original and two copies to the Department by air 
Three copies to the Department by pouch 

851 

JSS/mel 

True Copy of signed Original. 


(Enclosure no. 1 to despatch no. 345 dated April 1, 1942 from Ameri- 
can Embassy at Chungking.) 


(Copy) 
H. H. Kune Issues STATEMENT ON ANGLO-AMERICAN LOANS 


CHUNGKING, March 24 (Central): Dr. H. H. Kung, Minister of 
Finance, today issued the following statement on the recent Ameri- 
can and British loans to China: 

“I am glad that I have the opportunity of meeting you this after- 
noon and making a statement concerning the American and British 
loans to China. These loans are a concrete manifestation in the 
financial sphere of the close bonds of friendship between these three 
great democratic powers. The generous terms of the Sino-American 
agreement just signed show clearly the spirit of close collaboration 
and mutual aid that exists, and prove the determination of the anti- 
Axis powers to act promptly and effectively to ensure the success of 
the common cause. 

“China’s resistance of nearly five years has played a vital part in 
weakening and exhausting the enemy. But the ravages of war waged 
by the ruthless aggressor against the Chinese people have inevitably 
increased the strain on the Chinese economic and financial structure. 
It became essential to consolidate and strengthen our economic and 
financial base if we were to make the maximum contribution to the 
concerted war effort. 

“As soon as the Generalissimo and I made this situation clear to the 
respective Governments, they entered into immediate consultation on 
how best to remedy it. The loans are the product of these consulta- 
tions. In carrying out the negotiations, the Ministry of Finance has 
constantly had the wise guidance of Generalissimo Chiang Kai-shek 
as President of the Executive Yuan. 

“The speed and unanimity with which the American loan was 
adopted are a tribute both to the sympathetic and generous understand- 
ing of China's needs and the realization of China’s importance in 
allied grand strategy prevailing in American Government circles and 
among the American people as a whole. On behalf of the Chinese 
Government and people I wish to express my gratitude to the Ameri- 
can Government and people not only for the economic assistance they 
are proffering to China but also for their demonstration of their faith 
in China’s ability to fulfill its part in the sacred union of all free 
peoples against tyranny. I wish particularly to thank President 
Roosevelt, Secretary Morgenthau and the other members of the 
Cabinet and the Congressional leaders who have shown such great 
interest in help to China, I very much appreciate the attitude and 
spirit of cooperation shown by the American authorities in the 
negotiations with our Foreign Minister, Dr. T. V. Soong. We are 
gratified by Dr. Soong’s effective conduct of the negotiations. 
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_ “I would like to stress the unprecedented nature of the loan which 
in itself reflects and emphasizes the kind of cooperation a war of free- 
dom invokes. It is our firm intention to make the best possible use of 
this financial assistance. Recently there has been considerable dis- 
cussion of this question in our press. The Government, of course, 
welcomes advice and suggestions based on a thorough understanding 
of our problems and difficulties. As interest is widespread, I am tak- 
ing this opportunity to outline the situation, so that the nature of our 
economic problems may be better understood. 

The primary objective of the loan is to strengthen our war economy 
and not to facilitate the restoration of peace economy, as the pro- 
ponents of the re-establishment of a free foreign exchange market 
would appear to imagine. Such a measure would make no contribu- 
tion to our war effort and would benefit only the speculators. 

“This loan gives us a much needed opportunity for exercising 
economic initiative. The expansion of our military effort is bound to 
entail greater expenditures. Thus our budgetary deficits will tend to 
become larger in spite of the increase in revenue resulting from the 
imposition of new taxes and the increase in the rate of old taxes. 
These deficits can be met only by borrowing. Now, the more this 
borrowing is backed by sound financial reserves and the more it is 
drawn from genuine savings the easier it will be for us to check price 
increases and to reduce the dangers of inflation. 

“Therefore we intend to use the new loan, in the first place, to pro- 
vide a solid reserve for our note issue. This measure will directly 
strengthen confidence in fapi throughout China. 

“In the second place, we shall utilize it as backing for new internal 
bond issues on a foreign currency basis which by providing an attrac- 
tive saving medium will tend to stimulate the volume of saving and 
absorb fapi from the circulation and at the same time encourage the 
liquidation of hoards of goods. The expansion of genuine as opposed 
to fictitious savings has a double advantage. It transfers to the Gov- 
ernment command over goods which would otherwise be exercised by 
private people, thereby directly keeping down the private demand for 
goods at the very time when the Government demand for goods is 
expanding. And it enables the Government to finance its expendi- 
tures with less dependence on further expansion of the note issue. | 

“A nation-wide patriotic campaign for sale of the new issues will 
soon begin. The Government confidently expects large and wide- 
spread response from the public. If any hoarders of goods do not see 
the advantage of shifting funds from speculations into the new bonds, 
suitable means will be found to induce them to do so. ] 

“Furthermore, we desire to expand production of goods essential 
to the successful conduct of the war. We must rapidly increase pro- 
duction to strengthen the army and the rear, improve and extend our 
means of communication with the outside world, and make ourselves 
more independent of foreign sources of supply. 

“The fight against inflation is many-sided and must be conducted 
on many fronts. Our fundamental problem is neither purely mone- 
tary nor purely a problem of goods. It is both. To be successful in 
achieving the economic initiative we must tackle both aspects simul- 
taneously. We must consolidate our monetary structure by strength- 
ening our reserves, for reserves are as necessary in the economic as in 
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the military sphere. We must keep to a minimum the potential in- 
flationary effects of deficit financing by drawing on real savings. 
Finally, we must increase both the production of goods and the even 
flow of goods once they are produced onto the market. 

“The checking of price increases and the re-inforcement of our cur- 
rency and financial system are indispensable economic pre-requisites 
for victory. These objectives we can attain by the wise utilization of 
the loan. We do not regard the loan as an opportunity to administer 
a temporary palliative or an injection the effects of which will soon 
wear off, but as an opportunity to invigorate our economy in such a 
way as to enable it to meet all the demands the war is making and will 
make on it.” 


(Enclosure no. 2 to despatch no, 345 dated April 1, 1942 from Ameri- 
can Embassy at Chungking.) 


(Copy) 


Dr. Kune Announces “ALLIED Vicrory Loan” ix U.S. DoLLars 


CHUNGKING, March 24 (Central) : Dr. H. H. Kung, Vice-President 
of the Executive Yuan and concurrently Minister of Finance, an- 
nounced officially today at a press conference that China will issue a 
US$100,000,000 “Allied Victory Loan” backed by the new $500,000,- 
000 American loan. These American dollar bonds can be bought with 
Chinese dollars at the rate of NC$100 to US$6, and can either be 
exchanged at maturity for an American dollar draft on New York 
or sold at the prevailing rate for American dollars, 

Dr. Kung also officially confirmed reports that the Chinese Gov- 
ernment will issue savings certificates in United States dollars, which 
will be purchasable with Chinese dollars at the rate of NC$100 for 
US$5, the lower rate being due to the fact that these certificates will 
be redeemable within short periods of one, two and three years. A 
total of US$100,000,000 in these savings certificates will be issued. 

_Dr. Kung, who had not fully recovered from his recent illness, made 
himself available to foreign and Chinese pressmen this afternoon. 
He explained that the savings certificates and “Allied Victory 
Bonds” would give Chinese industrialists and businessmen an op- 
portunity to purchase United States dollars against the day when 
communications between China and the United States will be restored 
to the extent that American machinery and goods can be bought and 
delivered. He added that it would also be an opportunity for those 
industrialists whose factories and production plants have been de- 
stroyed by bombings, to accumulate U.S. dollars with which to start 
afresh when conditions are stabilized sufficiently to enable them to 
procure the necessary American machinery and equipment. 

Asked how the new US$500,000,000 American loan would affect the 
commodity price situation in China, Dr. Kung explained that the is- 
sue was a complicated one, but that the US$500,000,000 brought 
China’s total currency reserves to more than 100 per cent, which 
should renew the people's confidence in the Chinese dollar and thus 
remove the people's temptation to keep their holdings in goods rather 
than currency, thereby naturally resulting in a drop in commodity 
prices. Once the people decide to keep fapi, they will start unloading 
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hoarded goods, thereby alleviating the artificially-maintained short- 
age and bringing down prices. 

The Finance Minister also pointed out that the U.S.-dollar savings 
certificates and “Allied Victory Loan,” totalling US$200,000,000 
would absorb approximately four billion Chinese dollars or roughly 
one out of every four dollars in circulation, thus removing from 
circulation the large sums of idle and floating capital now being used 
for speculative and hoarding operations. This would be another way 
m which the new American loan would help stabilize commodity 
prices. He added that the government's many regulations and ac- 
tivities against hoarders are beginning to tighten up, and that posi- 
tive measures would be taken to induce those with idle floating capital 
to transfer their holdings from hoarded goods to the new bond or 
savings certificates issues. 

Dr. Kung revealed that a bond exchange would be established in 
Chungking in the near future, which will allow holders of the new 
U.S.-dollar bonds and savings certificates to sell these holdings or ob- 
tain loans using these as collateral, thus giving the new issues greater 
versatility and value. 

Asked whether or not the applications of the American loan would 
find parallel in the uses to which the British loan would be put, Dr. 
Kung replied that detailed arrangements regarding the 50,000,000- 
pound sterling loan had not yet been agreed upon, but that the ar- 
rangements in this regard would probably follow generally the lines 
of the American loan. He pointed out that no strings were attached 
to the American loan, although the Chinese Government would prob- 
ably consult the American Government in matters requiring technical 
assistance for applying the Joan most effectively. 


(Enclosure no. 3 to despatch no, 345 dated April 1, 1942 from 
American Embassy at Chungking) 


(Translation of Editorial Appearing in Hsin Hua Jih Pao, Chungking, 
March 24, 1942) 


Tur PURPOSES AND SIGNIFICANCE OF THE SINO-AMERICAN AGREEMENT 


The Sino-American Loan Agreement concluded at Washington on 
March 21, is significant for the strengthening of the anti-Fascist 
Front, the economic power of China’s armed resistance, and the rela- 
tions between the two countries. > 

The purposes of the loan are summarized in the Agreement under 
seven points which may be grouped under four main classifications: 
(1) Strengthening the currency system, checking inflation and pre- 
venting hoarding; (2) Promoting and assisting the development of 
productive and communication enterprises; (3) Improving the liveli- 
hood of the people; and (4) Strengthening China’s national defense 
in ways additional to those provided for by the Lend Lease Act. All 
of these are vital for China. . et p 

The present rapid rise of prices in China is chiefly due to hoarding 
made possible by use of * * *, bank and commercial capital, al- 


1 Two characters deleted by. censor: from context it may be assumed that they are the 
characters for “Government.” 
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though the steady expansion of note issue must also be taken into 
account. To prevent further price inflation it is absolutely necessary 
that hoarding be punished, and that steps be taken to have fapi re- 
turned to the Treasury and its total issue reduced. This is why the 
Loan Agreement repeatedly refers to the strengthening of the cur- 
rency and banking system, the checking of inflation and the preven- 
tion of hoarding. But the strengthening of the currency does not 
mean the issuance of new notes or the flotation, without prior mobili- 
zation ? of the people, of domestic loans which can make possible the 
old practice of exchanging the bonds at banks for legal tender and 
then permitting the banks, on the basis of their bond holdings, to issue 
more currency. Such action will only make it impossible to attain the 
goal of checking inflation. 

The promotion of productive enterprises is even more important. 
Inadequate production is the main cause of hoarding. If the market 
could be supplied with sufficient goods, hoarding would not be feared. 
Nearsighted people care only for quick profits. They believe that 
production in the rear has reached its maximum and cannot be in- 
creased. Now their attention is being concentrated on the chance to 
make large profits by the old means of purchasing foreign stocks and 
bonds with American currency. This may not be harmful, but it will 
certainly not help China’s war-time economy if it means a slighting 
of efforts to increase domestic production. A part of this capital 
must therefore be allotted for the development of small industry, co- 
operatives and farm production. The increase of industrial and farm 
production will considerably alleviate the present difficulties, for it 
will, first, improve the livelihood of the people and, second, lay the 
ground for a counterattack by strengthening .the national defense. 
From this it is obvious that the use of the loan is not merely a question 
of contracting currency issue, and should be considered on a broader 
basis as a financial and economic problem of assisting the whole anti- 
Fascist war effort. 

The wording of the Agreement is in the spirit of true equality. The 
Second Article makes no reference to security or other serious obliga- 
tions. This is unprecedented in the history of Sino-American finan- 
cial and diplomatic relations. After the victory, when China will 
have won her complete emancipation, we predict that financial rela- 
tions between China and America will be on this same equal footing. 
Indeed, only such a basis should be acceptable to China. 

Some think it unwise to neglect financial terms in making such a 
loan. It is our opinion that, even though China and America are 
engaged in a common struggle, and even though this loan is to be used 
in this struggle, still the Chinese people, as a matter of national pride, 
should after the victory repay all loans which have helped us to win 
our freedom. von 

The Sino-American Loan has further improved the intimate rela- 
tions between these two great nations; and has strengthened China’s 
financial and economic strength for the struggle. We hope that the 
purposes and spirit of this Agreement will be thoroughly effectuated, 


2 Presumably meaning: “effective control.” Trans. 
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and that it will be made to bear fruit by concrete measures to remedy 
the present financial difficulties, 


Hsi/JSS/mcl 


(Enclosure no. 4 to despatch no. 345 dated April 1, 1942 from 
American Embassy at Chungking) 


(Translation of Editorial Appearing in the Ta Kung Pao, Chungking, 
March 27, 1942) 


Tue Britis AND AMERICAN Loans ano Turin Uses 


The Sino-American Loan Agreement was signed on March 21 
and its history, and the plans of the Chinese Government for the 
use of the funds, explained by the Finance Minister at a press con- 
ference on the 24th. 

We are most gratified by the spirit of mutual help implicit in the 
words of the Agreement. There is no security, no time limit, no 
interest, and no conditions attached: all these are to be decided after 
the end of the war. Such liberality can only be between two coun- 
tries which share happiness and misfortune together like fast friends. 
With such a precedent, we are confident that the spirit and terms 
of the Sino-British Loan Agreement cannot be different. For the 
success of these negotiations, we give credit to the governmental 
authorities concerned, and at the same time express our deep grati- 
tude to our Allies for their kind and sincere help. 

As to the uses of the loan, the Agreement mentions seven general 
purposes for which it is intended: (Quotas) Dr. Kung describes four 
objectives which the Chinese Government has in mind: (1) The in- 
crease of the currency reserve to strengthen the position of the fapi; 
(2) The issuance of domestic bonds with foreign exchange backing 
to increase savings and contract the circulation of currency; (3) The 
increase of production of materials important for carrying on the 
war; and (4) The improvement of international communication 
facilities. And the Generalissimo, in his telegram to President 
Roosevelt, gives further light on its general uses. : : 

Of these three documents, the statement of Dr. Kung is certainly 
the most concrete. Of the four uses which he has described, the 
second is soon to be put into effect, namely, the issuance of “Allied 
Victory Bonds” supported by US$100,000,000 and Treasury Thrift 
and Savings Notes supported by another US$100,000,000. These 
should be an effective means for reducing inflation and checking the 
issuance of more fapi, for if both kinds of bonds can be completely 
sold it will involve the return to the Government of more than 
CN$3,600,000,000. Since the plan has been decided upon, the early 
issuance of the bonds can be expected. i 

According to Dr. Kung, the Government, expecting that bonds 
with such excellent security can be sold without difficulty, is leaving 
their purchase on voluntary basis. But this seems questionable. 
The general public, while patriotic, does not have a sufficient of extra 
cash on hand; and the well-to-do, on the other hand, usually use 
their capital for hoarding and speculation rather than the purchase 
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of government bonds because they can in that way make more profit. 
This is a practical fact. There should therefore be a general cam- 
paign to stimulate the patriotism of the common people to induce 
them to purchase bonds, and appeal to the rich businessmen, for the 
sake of the nation’s welfare, to invest in bonds rather than other 
means of profiteering. At the same time it will be necessary for 
the Government to adopt some forcible means to make the rich 
subscribe to bonds. For instance, the Government can take over 
goods declared to be unlawfully hoarded and pay for them with these 
bonds. Such a plan will bring effective results in our campaign for 
deflation and the stabilization of commodity prices. 

In discussing the use of the loan, it is most important to consider 
the problem of currency reserves and the increase of investment. 

The Loan Agreement specifically provides that it is to be used for 
“preventing inflation” and “reducing the dangers of inflation”. But 
if the loan is to be used for currency reserve which will make possible 
the issuance of more fapi, it will certainly have the effect of further 
acceleration of inflation. The two loans (British and American) total 
CN$13,000,000,000. To this may be added our present reserve, make a 
total theoretical reserve of $20,000,000,000. Our present issuance is 
still below this amount so it may be argued that a further increase of 
currency, at least up to this point at which backing would be 100 per- 
cent, would do no harm. But the problem is not so simple. Currency 
is nothing but tokens for production and consumption. If there are 
not enough goods, and if foreign exchange, due to war-time restric- 
tions, cannot be exchanged for more goods, we will still have inflation 
no matter what the reserve for the currency. We must guard there- 
fore against the fallacious idea that no harm will be done by the is- 
suance of more fapi. We call this point particularly to the attention 
of the Government's financial authorities. 

As to increasing production, there is not much to be said. This in- 
crease is absolutely essential. But again—if this investment is so un- 
controlled as to cause credit expansion, it will have harmful results. 
We have commented repeatedly on this problem in the past and here 
add only a few points: 

(1) The number of factories is not as important as the quantity 
of production. When loans are given to help productive enter- 
prises, care must be taken that careful investigation of the true 
facts with regard to existing enterprises is made. 

(2) Investment must be limited to the enterprises which can 
improve their technique and reduce their cost of production, and 
to those whose products can be controlled at a price not higher 
than that fixed by the government. 

(3) The market must not be flooded with capital so as to upset 
the relationship between the costs of materials and labor. 


Lee/JSS/mel 
Copy: bj: 5-9-42 
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(Book 512, p. 141) 
(Copy: FE: HNS 
Wk ) 


Kunming via 

Chungking and NR 
Dated April 1, 1942 
Rec'd 8:42 p.m., 3rd 

This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 
SECRETARY OF STATE, 

Washington. 

April 1,4 p.m. 

Official figures just received show 13,700 tons of cargo as arriving 
at Kunming over the Burma highway during the short month of 
February which represents a slight decrease in the daily average of 
traffic within recent months. 


HTM 
Copy: bj: 4-6-42 


PERKINS. 


(Book 512, p. 142) 


(Telegram sent) 
Apri 1, 1942. 

ALH 1 a.m. 

This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 
AMEmpassy. 
Chungking (China) via N.R. 

243. 

for Adler from Fox. 

Quote. The documents mentioned in no. 210, March 24, 7 p.m. for- 


warded to you by diplomatic pouch. End quote. 
WELLES, 


Acting. 
FL) 
FD: FL: BMcB 


(Book 518, pp. 58, 59) 
Strictly Confidential. 


CONFERENCE IN Secretary MorGENTHAU'S OFFICE APRIL 3, 1942, 
2:30 P.M. 
Present: 
Secretary Morgenthau 
Dr. Soong 
Mr. White 
The conference was called at the request of Dr. Soong. 
Dr. Soong stated that he had come not to discuss business, but 
rather to communicate a personal message from Generalissimo 
Chiang Kai-shek to Secretary Morgenthau. 
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Dr. Soong stated the Generalissimo instructed him to call per- 
sonally and convey to Secretary Morgenthau the Generalissimo’s per- 
sonal thanks and gratitude for the assistance which Secretary Morgen- 
thau had given in obtaining financial aid. The Generalissimo also 
wished to express his appreciation for all that Secretary Morgenthan 
had done in the past and assure the Secretary that if the Secretary 
felt the funds were not wisely used or wished to advise or comment on 
their use, that the Generalissimo would be only too glad to receive his 
advice and comments. 

Secretary Morgenthau thanked Dr. Soong and said that the im- 
portant thing, after all, was the word of “Two gentlemen” and not 
written agreements, and that China had demonstrated many times 
that her word was as good as her bond and he had every confidence 
it would continue to be so. Dr. Soong thanked him and assured him 
that it would. 

The Secretary asked Dr. Soong what he thought of the Indian situ- 
uation and whether he thought that Calcutta was as good as gone. Dr. 
Soong replied that he thought there was an excellent chance of hold- 
ing Calcutta. He said that the Japanese forces were considerably ex- 
tended, and if they met with any “hard core” of resistance they would 
have great difficulty going on. Dr. Soong added that he was not op- 
timistic about the situation in the Middle East. He said that some 
stuff was going into China—not a great deal, but some. 

Dr. Soong said that General Sikorsky, the Polish Prime Minister, 
hoped that late in the summer when the German forces were com- 
pletely involved with the Russians that the British and Americans 
would open new fronts in Europe. The Secretary said he thought 
there was another approach to the problem. Speaking purely as a 
layman, and in no way representing anyone’s views, he thought the 
best thing to do was for the American forces to take over the Russian 
front opposite Finland and down to Leningrad. The Finns would 
soon stop fighting and maybe the Swedes would join the Allies and 
the Americans could thereby relieve possibly a million Russian troops 
and insure an avenue of supply. He thought the United States could 
land without too much difficulty one-half a million troops in the 
near future for that purpose. The Secretary said he hoped to be able 
to convince the appropriate persons that that proposal ought to be 
carefully considered. 


(Book 515, pp. 269, 270) 
APRIL 11, 1942. 
Memorandum for the Secretary’s files 
Subject: China Loan 


MEETING IN THE SecretTary’s Orrice, 11 A.M., APRIL 11, 1942 


Present: The Secretary, Mr. D. W. Bell, Mr. White, Mr. Bernard 
Bernstein, Mr. Southard 


Mr. White outlined to the Secretary the contents of Dr. Kung’s 
cable as transmitted by Dr. T. V. Soong, relating to the issue of bonds 
and savings certificates in China backed by $200,000,000 from the 
$500,000,000 credit. Mr. White particularly pointed out that: (a) We 
had received no information from the Chinese Government concerning 
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these two projects until after they had been publicly announced in 
China; (b) there are several aspects of the two proposals which we 
would criticize and the initial response to the savings certificates in 
China has been poor; (c) Dr. Kung requests that $200,000,000 be 
transferred immediately to two accounts to be opened in the Federal; 
(d) Dr. Kung requests that the $200,000,000 be invested in United 
States Treasury obligations until it is needed. 

Mr. Bell stated that while he had anticipated that the Chinese might 
request a transfer of some funds immediately, he was distressed at the 
request that $200,000,000 be transferred to the Federal in a lump sum. 
He said he thought it was most unfortunate that we should be obliged 
to borrow $200,000,000 and pay interest on it when the Chinese 
couldn’t use the money. 

The Secretary then said that he would call Dr. Soong in and would 
remind him of the assurances sent by the Generalissimo to the Sec- 
retary through Mr. Fox, to the effect that the Generalissimo had every 
desire and intention to consult fully with the Secretary on matters 
relating to financial aid to China and to the utilization of that aid. 
He would then tell Dr. Soong that he was very much hurt at having 
been informed of the Chinese bond and savings certificate proposals 
only after they had been definitively announced in the public press in 
China; and that he would like Dr. Soong to communicate this disap- 
pointment to the Generalissimo. He said that he would assure Dr. 
Soong, both at the beginning and the end of their conversation, that he, 
the Secretary, stood ready to transfer the $200,000,000 to the Federal 
whenever the Generalissimo told him that China needed it. The Sec- 
retary asked those present what they thought of this approach. | 

Mr. White replied that he was disturbed because: (1) The financial 
aid agreement requires us to transfer sums to the Federal whenever 
requested by China and (2) we couldn’t be at all sure exactly in what 
form the Secretary’s communication would actually reach the Gen- 
eralissimo; keeping in mind that it would have to go through both 
Soong and Kung, it seemed to him that the risk of distortion was 
rather great. : i : 

Mr. Bernstein recalled to the Secretary the history of our discussion 
of the consultative provision with the Chinese during the negotiation. 
He reminded the Secretary that we had finally given in to the Chinese 
and that all we had from them was a letter from Dr. Soong assuring 
us that China would keep us informed. He said further that our idea 
throughout had been to consider China as a fully sovereign ally and 
that he was afraid that we would be departing from that spirit if, on 
the occasion of China’s first mistake, we were to complain in any way 
that we had not been consulted. As to the transfer of the $200,000,000, 
Mr. Bernstein said that of course the agreement made our obligation 
perfectly clear. 4 

The Secretary said that as to the matter of the investment of the 
$200,000,000 in United States Government obligations, it seemed to 
him clear that once sums were transferred to the Chinese account in 
the Federal the Chinese could do as they pleased with them and Mr. 
Bell indicated his agreement with this position. The Secretary said 
further, in reply to the arguments of Mr. White and Mr. Bernstein, 
that he saw this whole situation as one involving his own relationship 
with the Generalissimo. In elaborating this he said he felt that he 
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would have no better occasion to discover whether the Generalissimo 
was a man of his word. He reminded those present that when he, the 
Secretary, had assured the President that the present Russian Govern- 
ment had lived up to its financial obligations in every way, that the 
President had referred to this many times as indicating that the Rus- 
sian Government could be trusted. The Secretary asked how we 
could, for example, send 100,000 American troops to China if we could 
not depend on the Chinese Government in a financial matter. 

The Secretary agreed that we would have to take every precaution 
to see that his message got to the Generalissimo without distortion. 
He said that Mr. Currie should be brought in for the discussion. 

The meeting adjourned with the understanding that those present 
would prepare for the Secretary a message to the Generalissimo, ex- 
pressing his keen disappointment that the Generalissimo had not kept 
him informed, in accordance with assurances he sent through Mr. Fox. 


FAS/BB/efs 


(Book 515, pp. 279-281) 
APRIL 11, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. WHITE’s OFFICE APRIL 11, 1942 11:30 a.m. 


Present : 
Mr. White 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
Dr. Currie 

The Secretary’s decision taken at a meeting held in the Secretary’s 
office at 11 a.m. that morning to call Dr. Soong in and remind him 
of the assurances sent by the Generalissimo to the Secretary through 
Mr. Fox was discussed. A draft letter to the Generalissimo from 
the Secretary was prepared expressing disappointment at the failure 
of the Chinese to discuss with the Secretary the uses of the funds 
before taking definitive measures and expressing willingness to 
transfer the $200 million immediately. Mr. Fox was telephoned in 
New York to get his reactions and more particularly to find out what 
oral communications he had brought from the Generalissimo to the 
Secretary. By reference to Mr. Fox’s diary it was found that the 
Generalissimo had said to Mr. Fox that he, the Generalissimo, would 
discuss the uses of the loan with American advisers. 

It was the sentiment of all present that it would be a mistake to 
show my hesitation in handing over the $200 million to the Chinese. 
It might cause a very bad reaction in Chungking and we had agreed 
to do so in the Agreement. Some opinion was expressed that it was 
wrong for the Chinese to take interest free funds and invest in 
American Government securities but it was pointed out that the 
Secretary had seen no objection to this. 

It was decided to go to Mr. Bell’s office and attempt to get some 
agreement on the question of the transfer of the funds. 


ISF/efs 
4/13/42 
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APRIL 11, 1942. 
Memorandum for the Secretary’s files 


CONFERENCE IN Mr. Betw’s OFFICE APRIL 11, 1942, 12:00 Noon 


Present: 
Mr. Bell 
Mr. White 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
Dr. Currie 

The question of the transfer of $200 million to the Chinese as 
requested was discussed. Mr. Bell said that he still felt that the 
transfer should not be made until the Generalissimo had been com- 
municated with. The objections to such action were again voiced 
but no agreement was reached. 

A suggested change in the draft letter to the Generalissimo ex- 
pressing disappointment but indicating willingness to transfer the 
funds immediately was made and in pencil on the same draft a 
possible alternative was written in to the effect that the funds would 
be handed over if the Generalissimo so directed. f 


ISF/efs 
3/14/42 

ArriL 11, 1942. 
Memorandum for the Secretary's files 


CONFERENCE IN THE SECRETARY'S OFFICE ArriL 11, 1942, 12:30 P.M. 


Present: 
Secretary Morgenthau 
Mr. D. Bell 
Mr. White 
Mr. B. Bernstein 
Mr. Southard 
Mr. Friedman 
Mr. Currie 

Meeting was held to discuss reply to be given to Dr. Soong in re- 
sponse to Dr. Kung’s telegram of March 30 transmitted by Dr. Soong 
on April 2nd. Dr. Currie urged that the Treasury raise no objection 
to making the requested transfer of $200,000,000 and stressed that 
Treasury had agreed to leave out any consultation provision from the 
Agreement. Dr. Currie also said that he would inform the Generalis- 
simo of the Secretary’s disappointment. _ A , 

Mr. White supported Dr. Currie’s position. Mr. White submitted to 
the Secretary drafts of suggested replies to Dr. Kung, one agreeing to 
the immediate transfer of the funds and not expressing disappoint- 
ment and another expressing disappointment and agreeing to imme- 
diate transfer. On the latter draft, the possible alternative of not 
transferring the funds until a reply from the Generalissimo was re- 
ceived, was also indicated. 3 : 

The Secretary said that he would consult with Dr. Soong, asking his 
advice and would make it clear to Dr. Soong that the latter would 
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be responsible for any action taken. He would tell Dr. Soong of his 
disappointment but would rely on Dr. Soong’s judgment as to whether 
this disappointment should be expressed to the Generalissimo. 


ISF /efs 
4/13/42 


(Book 515, pp. 285, 286) 
i APRIL 11, 1942. 
12:53 p.m. 

Operator: Operator. 
HM Jr: Mr. Bell, please. 
Operator: Right. Mr. Bell. 
Daniel Bell: Yes. 
HM Jr: Bell. 
B: Yeah. 
HM Jr: On the advice of Dr. Soong—— 
B: Yeah 


dollars. 
B: Ican’t do it, Mr. Secretary, until Monday. 
HM Jr: Isay on Monday. 
B: Yeah, but I can’t—I haven’t got it. PI have to callit. Can you 
do it on Wednesday when we get payment for the 
HM Jr: Well, Wednesday’s all right. 
B: Wednesday. 
HM Jr: Yeah. 
B: No, we don’t have a hundred million dollars in the banks tonight. 
HM Jr: Well, you call the money and do it just as soon as it’s 
feasible. What day will be feasible? 
B: Well, I think we'll have it Wednesday, when payment for the 
certificates come in. 
H.M. Jr: Well, let’s say Wednesday or Thursday. 
B: Yeah. That'll be better. 
HM Jr: What? 
B: Yeah. We can do part of it on Wednesday and the rest of it on 
Thursday. 
HM Jr: Wednesday or Thursday. 
B: Yeah. Wecan probably do some each day. . 
HM Jr: Well, he advised us that we do it, and I’m going to take his 
advice. 
B: Okay. d 
H.M. Jr: I would say we do it Wednesday, and you can say certainly 
by Thursday ? 
B: By Thursday it’d be completed. 
HM Jr: By Thursday it would be completed. 
B: Yeah. 
HM Jr: Okay. 
B: Allright. 
HM Jr: Thank you. 
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(Book 515, p. 287) 
APRIL 11, 1942. 
Memorandum for the Secretary's files 


On the afternoon of April 11, 1942 the Secretary reported that Dr. 
Soong had advised that, all things considered, it would be desirable 
that the transfer of the $200 million be made without previous refer- 
ence to the Generalissimo. Later in the day the Secretary ordered 
that the transfer be made. 


ISF/efs 
4/28/42 
(Book 515, pp. 352, 353) 
(Paraphrase) 
CHUNGKING, April 11, 1942, 10 am. 
4395 


Urgently and Strictly Confidential 
i Fox and the Secretary of the Treasury from Adler 
* 26 


A meeting with the Minister of Finance attended by the Chairman 
and the Secretary of the Stabilization Board will discuss on the 
morning of April 11 the lowering of the exchange rate to five cents 
United States currency. Hall-Patch being away, the Chairman dis- 
cussed this with me, Hsi, Pei. The reduction was favored by all ex- 
cept Hsi. Later in the day the Chairman saw Hall-Patch. I also 
saw him and he also agreed to the reduction. Sale of Savings Cer- 
tificates backed by United States dollars at the rate of 20 fapi equal- 
ing one United States dollar at a time when the official rate is 18.82 
fapi to the dollar is obviously an anomalous situation. No convinc- 
ing argument in favor of maintaining the Stabilization Board’s rate at 
the present level exists. It is however the Board’s intention not to 
allow future tampering with the rate for the purpose of forcing the 
sales of Savings Certificates. 

I shall do the best I can to have formal decision by the Board on the 
rate deferred until reply is received from you. Rumors, however, 
travel fast in Chungking so that it may be necessary for the Board 
to act in the next day or two. At the earliest possible moment I shall 
cable results of the meeting with the Minister of Finance and any 
further developments. 


Copy: ime. 4/11/42 
(Corrected Copy—Paraphrase of Telegram Received) 


From: American Embassy, Chungking, China 
Date: April 11, 1942, 10 a.m. 
No. 395 

Urgent and Strictly confidential for the Secretary of the Treasury 
and Fox from Adler. TF-26 

A meeting with the Minister of Finance attended by the Chairman 
and the Secretary of the Stabilization Board will discuss on the morn- 
ing of April 11 the lowering of the exchange rate to 5 cents United 
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States currency. Hall-Patch being away, the Chairman discussed this 
with me, Hsi, Pei. The reduction was favored by all except Hsi. 
Later in the day the Chairman saw Hall-Patch. I also saw him and 
he also agrees to the reduction. Sale of savings certificates backed by 
United States dollars at the rate of 20 fapi equalling one United States 
dollar at a time when the official rate is 18.82 fapi to the dollar is obvi- 
ously an anomalous situation. No convincing argument in favor of 
maintaining the Stabilization Board's rate at the present level exists. 
It is, however, the Board's intention not to allow further tampering 
with the rate for the purpose of forcing the sales of savings 
certificates. 

I shall do the best I can to have formal decision by the Board on the 
rate deferred until reply is received from you. Rumors, however, 
travel fast in Chungking so that it may be necessary for the Board to 
act in the next day or two. At the earliest possible moment I shall 
cable results of the meeting with the Minister of Finance and any 
further developments. 

Gauss. 


(Book 516, pp. 206, 207) 


(Copy) 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China. 
Date: April 12, 1942, midnight. 
No. 396. 

The following message is for Mr. A. Manuel Fox and the Secretary 
of the Treasury from Mr. Adler. 

TF 27. 

1. This morning the Board’s Chairman and Secretary saw Y. C. 
Koo and Tai of Ministry of Finance, the Minister of Finance not at- 
tending the meeting. The gravity of the economic and financial situa- 
tion was emphasized by Zabo. He admitted quite frankly that it was 
a desperate position. In order to insure sales of savings he feels that 
reduction of the exchange rate to five cents is imperative. In order 
to avoid need for subsequent reduction or reductions the Chairman 
indicated that perhaps it would be better to go at once to a four cent 
rate if reduction at the present time is necessary. Tai insisted that 
the reduction in the exchange rate to five cents was enough. He and 
Koo pledged that the Board would not be asked to lower the rate later 
if sales of bonds and saving certificates move slowly. The under- 
standing at the end of the meeting was that we were to send a formal 
letter to the Board embodying recommendation to lower rate to five 
cents. All members of the Board agreed to act favorably except Hsi. 

2. Since I knew your feelings on the matter I brought up the 
advisability of a four cent rate with Dr. Kung in the afternoon. 
Dr. Kung told me that the Generalissimo and many other people 
regard the existing rate as too low! Were it not for the fact that a 
four cent rate would weaken confidence in fapi and that dealers and 
merchants would immediately raise their prices in proportion to the 
rate change, Dr. Kung would be in favor of a four cent rate because 
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1t would make his Government’s U.S. dollars go further. However, 
he felt that a five cent rate was sufficient. I pointed out the disadvan- 
tages of lowering the rate to five cents at the present time and having 
to lower it again later. He replied that he thought this would be 
unnecessary. He pointed out that it is intended to give discount on 
U.S. dollar-backed bond flotation in form of a six cent rate which, in 
ences to put a premium on early buying, would gradually be lowered 
o par. 

3. I called on O. K. Yui and Y. C. Koo almost immediately after- 
wards. Again the seriousness of the economic situation was stressed 
by Zabo. At the end of December the circulation of fapi was 
$15,000,000,000 and at the end of February it had risen to 
16,500,000,000. In the same period the volume of fapi in circulation 
plus the deposits of government banks increased from $23,000,000,000 
to just under 26,000,000,000. The value of the fapi in circulation plus 
government bank deposits at the end of February was only one-fourth 
of that in July 1937 except for the price changes. (Although it may 
safely be assumed that then more than half the fapi and government 
bank deposits could be accounted for in what is now occupied China, 
now the proportion is to be reversed. Since then, on the other hand, 
the economic activity in Free China has increased significantly. Even 
on the assumption that these factors are cancelled out by each other, 
the drop in value mentioned above is dangerous.) Koo continued that 
the wholesale price index in Chungking which rose from 2700 at the 
end of December to 3,000 at the end of February, in March suddenly 
soared to 3,700. (The index is that of the Institute of Wartime Eco- 
nomic Research with the period January-June 1937 equalling 100). 
He also said that the reduction of the rate of exchange would stim- 
ulate the sale of saving certifieates which had been insignificant. 
Again I brought up the point that a larger reduction now would be 
better than to tamper with the rate of exchange again later in order 
to force sales of these certificates. Koo again agreed that the latter 
should not be done. This, however, he did in a half-hearted way, 
and in order to justify half-heartedness he even invoked purchasing 
power parity. 

Competent observers here think that too much confidence cannot be 
placed in “pledge” that further reductions in order to stimulate sales 
of government securities will not be resorted to should there be any 
unfavorable developments. Then the Board would be in a weak posi- 
tion since it would be a very convenient alibi and scapegoat if it were 
reluctant to permit the rate to be lowered every time the Ministry 
of Finance insisted that the sales campaign of securities would benefit 
by doing so. 

4, Although the Ministry of Finance will not admit it, one factor 
causing the failure of the campaign for the sale of savings certificates 
is the fact that many possible investors are inclined to think that when 
the certificates fall due the government may not pay in American 
currency and these potential investors are disappointed that there is 
no direct guarantee of the certificates by the Treasury of the United 
States. It may be that the Finance Ministry missed an opportunity 
when it did not bring in a semi-foreign like (?) in which the potential 
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investors would no doubt feel more confident. It is believed that the 
bond issue backed by United States currency will have a very similar 
history. 

Gauss. 
copy: kma: 4/13/42 


(Book 517, pp. 116-118) 
Treasury DEPARTMENT Division or Monetary RESEARCH 


Date: April 17, 1942 
To: Mrs. McHugh 
From: L. Shanahan 


Returned, as requested, Mr. White has noted. 


MINISTER FOR FOREIGN ÁFFAIRS, 
REPUBLIC or CHINA, 
April 16,1942. 
Dear Mr. MorGENTHAU: I am in receipt of a message for you from 
the Generalissimo, sent from Chungking on April 15th, a translation 
of which I am enclosing. I have as yet 1 no reply from the Generalis- 
simo to the telegram 1 despatched after our private conversation last 
week, 
Yours sincerely, 
T. V. Soone. 
Enclosure 


The Honorable 

Henry MORGENTHAU, Jr., 
Secretary of the Treasury, 
Washington, D.C 


(Translation of a telegram from the Generalissimo, Chungking, April 15th, 1942) 


“I am grateful for your letter of February 16. 

“The people of China and I personally are deeply appreciative of 
the recent great financial assistance rendered by the United States to 
China, and in particular of your own esteemed part in these delibera- 
tions. The consummation of the recent loan isnot only a manifestation 
of the high ideals of the United States in assisting a comrade-in- 
arms, but is also evidence of your appreciation of the new spirit of 
China, for which we shall be everlastingly grateful. 


Curane KAI-SHEK.” 


Book 521 . 171-173) 
( ‘aba APRIL 27, 1942. 


Dear Dr. Currm: Reference is made to your letter of April 21, 1942 
enclosing paraphrase of cable from Dr. Kung of April 20. 
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I appreciate your suggestions and I would be glad if you would 
reply informing Dr. Kung that the Treasury is pleased with Dr. 
Kung’s communication. 

Sincerely yours, 
(Signed) H.Monrcenrnan, Jr., 
Secretary of the Treasury. 
Dr. Laucuun B. Corre, 
Administrative Assistant 
to the President, 
The White House. 


Photo file N.M.C. 
SS Agt 3:25 
File to Dr. White 
cc-Thompson 
IST /efs 
4/23/42 
Tue WHITE House, 
Washington, April 21, 1942. 
Honorable Henry MorcENTHAD, Jr., 
Secretary of the Treasury, 
Washington, D.C. 

Dear Mr. Secrerary: I am attaching a cable I just received from 
Dr. Kung. I am not sure that it advances matters very much, but it 
occurs to me that on the strength of it you could quite properly in- 
struct Adler to keep himself informed on actual and pending develop- 
ments and to send you his suggestions and recommendations. Aan 

I can reply if you wish, saying you are pleased and rensyre y 
Dr. Kung’s communication and that you are instructing Adler o 
keep you completely informed on current and pending developments. 
Pung SITS (Signed) Lauchlin Currie, 
(Typed) LaucHLiy CURRIE. 
Confidential 


(Paraphrase) 
(Cable from Dr. Kung, April 20, 1942) 


With reference to keeping the Treasury informed on all develop- 
ments relating to the ba I have done so and intend to do 50 a une 
future. For example, I told Adler on the 18th of March a H e 
plan to put out savings certificates and bonds and he must have 
cabled this to the Treasury. I welcome any counsel the Teas 1S 
willing to offer and if the Secretary cares to make any sugges ine 
every consideration will be given to them. It was essential to regge 
the shift of funds to the Central Bank in order to convince the Heep 8 
that use was being made of the loan without delay to prevent inflation. 
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(Book 521, pp. 174, 175) 
Chungking via N.R. 
Dated April 27, 1942 
Ree’d 5:25 p.m. 
MJL 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 

467, April 27, 1 p.m. 

Adler for White care of Secretary of the Treasury. 

Re your 311 of April 22. Board’s proposal a compromise which 
appears least unsatisfactory way out of embarrassing situation. 

(1) November 1 agreement between [?] and Minister of Finance gave 
Board no authority over Chinese Government foreign exchange ex- 
penditures approved by Exchange Control Commission. In under- 
taking commitment Board did not receive any power (?) Government 
applications for foreign exchange. Nevertheless at time of its con- 
clusion agreement seemed (7) (?), as probability was that current 
receipts on account of agreement—namely, foreign exchange from 
remittances and exports—would exceed current outgoes on its 
account. 

(2) With outbreak of Pacific War reverse side became the case. 
Without some modification of agreement Board’s sterling would be 
exhausted and whole question of Board’s survival (?) as tripartite 
body would arise unless British Treasury were to make a new advance, 
which apparently it was reluctant to do. Moreover as most of China’s 
present foreign trade is with sterling area, exhaustion of Board’s 
sterling would deprive it of one of its main raisons d're. [sic] 

VINCENT. 


WSB 


Book 521, pp. 176, 177) 
Chungking 
Dated April 27, 1942 
Kec'd 9:51 p.m. 28th 
LSH 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY or STATE, 
Washington. 

467, April 27, 1 p.m, (Section Two) 

(3) (?) embarrassing for to renege on November 1 agreement en- 
tirely. Proposal enables Board to withdraw from it gracefully and 
with minimum loss, December 8 being logical date for termination of 
obligation under agreement. Board might have asked for receipts 
from November 1 to December 8 but they would have been small as 
general license 75 became operative only on November 12 and British 
has made no (2) to (2) (2) remittances from sterling area. Further 
there was some doubt as to whether November 1 agreement was not 
intended to be retroactive to mid-August, and as it was impossible to 
lay hands on receipts prior to November 1 Board felt it was getting 


MORGENTHAU DIARY 821 


off lightly and that receipts from November 1 to December 8 were not 
worth making issue of. 

(4) No. (7) B. (2) involves no [____-- ] in Board's relation to 
Exchange Control Commission. Board has never had any power 
over Commission's (?) and proposal leaves things as they were. 
Situation in which control over foreign exchange is vested in two 
agencies and one admittedly not best possible, but for this neither 
November 1 agreement nor Board’s new proposal is responsible. 

VINCENT. 
WSB 


(Book 521, pp. 178-181) 
Chungking, via N.R. 
Dated April 27, 1942 
Ree’d 5:27 p.m. 
PH 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 

467, April 27, 1 p.m. (Section Three) 

(5) Board's undertaking to turn over to Central Bank exchange 
accruing from general license 75 and from other current sources “in 
so far as is necessary to cover applications for foreign exchange ap- 
proved by Exchange Control Commission” would appear only sub- 
stantial concession it is making. But even this is a compromise Cen- 
tral Bank originally desiring clause without “insofar as is necessary, 
ete.” Actually we do not like paper concession as Board's current 
receipts will fall short of exchange requirements. J 

(6) Only real alternative to proposal is for Board to abide by 
November 1 agreement and fight for abolition of Exchange Control 
Commission that is, if British Treasury could be persuaded to make 
a new sterling advance this fight would lead to serious dispute with 
Chinese Government and with prevailing nationalistic mood here it 
is extremely doubtful whether decid result could be obtained, (see 
Madame Chiang’s reference to foreign control over China’s foreign 
exchange in NEW YORK TIMES of April 19) i 

For these reasons strongly recommend endorsement of Board’s 
proposal. 

(End of message.) 


WSB 


Chungking via N.R. 
Dated April 27, 1942 
Rec'd 5:25 p.m. 
AS 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 
467, April27,1 p.m. (Section One) 
Following from Adler for White care of Secretary of tho Treasury. 


VINCENT. 


(Corrected copy) 
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Re your 311 of April 22 Board’s proposal a compromise which ap- 
pears least unsatisfactory way out of embarrassing situation. 

(1) November 1 agreement between [ ?] and Minister of Finance gave 
Board no authority over Chinese Government foreign Exchange ex- 
penditures approved by Exchange Control Commission. In under- 
taking commitment Board did not receive any power of scrutinize 
Government applications for foreign exchange. Nevertheless at time 
of its conclusion agreement seemed a good bargain, as probability was 
that current receipts on account of agreement—namely, foreign ex- 
change from remittances and exports—would exceed current outgoes 
on its account. 

(2) With outbreak of Pacific War reverse side became the case. 
Without some modification of agreement Board’s sterling would be 
exhausted and whole question of Board’s survival as tripartite body 
would arise unless British Treasury were to make a new advance, 
which apparently it was reluctant to do. Moreover as most of China’s 
present foreign trade is with sterling area, exhaustion of Board’s 
sterling would deprive it of one of its main raisons d’re. [sic] 

VINCENT. 
WSB 


(Book 521, pp. 377-880) 
TREASURY DEPARTMENT Division or MONETARY RESEARCH 


Date: April 28, 1942 

To: Miss Chauncey 
I think the Secretary might want to glance at this. 
[Unsigned but typed on Mr. White’s memo paper.] 


Treasury DEPARTMENT Inrer-Orricr CoMMUNICATION 


Date: April 28, 1942 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Digest of cable from Mr. Adler dated April 23, 1942 

1. Economic conditions in Chungking have deteriorated further. 
Wholesale price index now 4,130. (January-June 1937 equal 100.) 
However, collection of land tax in kind proving fairly successful. 

2. It is interesting to note that one to reports received the 
Chinese Government plans compulsory subscription of Chinese bonds 
payable in United States dollars by high income groups and voluntary 
subscription by the general public. 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China 
Date: April 23, 1942, 9 a.m. 
No. 447 
This is a strictly confidential message, TF-29, for Mr. Fox, in care 
of the Secretary of the Treasury, from Mr. Adler. _ 
For Treasury's and your information following is the first weekly 


economic report, no. 1. 
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1. March prices in Chungking (Wholesale price index of the Insti- 
tute of Wartime Economic Research and retail price index of the 
Farmer's Bank, both based on J anuary-June 1937 equalling 100) 
were 4130 wholesale, and 3390 retail, up 12 and 12.5% respectively 
over the February prices. The February rise in retail prices over 
January was 12.5% and the wholesale was 18%. 

2. In March the legal tender notes in circulation increased 4% over 
the February figure—from 16,833 million Chinese currency dollars in 
February to CN 17,150 million (preliminary) in March. The Febru- 
ary figure is a 5% increase over that of January. 

3. On April 16 the interest rate of the native banks in Chungking 
on 15-day loans was CN dollars 14 per 1000 Chinese national dollars 
or 33.6% per annum. Since April 1 there has been no change. 

+. According to the report of the Ministry of Finance April 20 the 
collection of the land tax in kind rendered 21.2 million standard piculs 
of rice and other cereals or 94% of the revised estimate for September 
1941—April 1942 season which was 22.9 million piculs. (110 pounds 
avoirdupois equals one standard picul.) 111% of the estimated 
Szechuan collection was produced, this accounting for almost 14 of 
the total. 

5. According to a preliminary estimate, from April 1 to 18 the sale 
of saving certificates was: Chungking, 8 million dollars; Kunming, 
2 million Chinese national dollars and 2 million Chinese national dol- 
lars, making a total of CN dollars 12 million. 

6. Issue beginning May 1 of United States dollar-backed bonds of 
up to 100,000,000 in United States dollars paying 4% per annum with 
a maturity of 10 years at the purchase price of CN dollars 100 
equalling $6 in United States currency was authorized by the Execu- 
tive Yuan on April 21. Under the authorized scheme a large scale 
selling campaign is planned including compulsory subscriptions by the 
high income groups and voluntary subscriptions by the general public. 
Ta Kung Pao reported this decision on April 22 and it was confirmed 
on the same date in a conversation with Y. C. Koo and O. K. Yui. 

In paragraphs 2, 4, and 5, the figures given are strictly confidential 
and are unpublished. Those in paragraph 1 are published only after 


a one- to three-months lag. G 
AUSS. 


(Book 522, p. 272) 


CONFERENCE Or Mr. Bewer wira Mr. Warre ano Mr. Hicks IN 
Mr. Waurre’s Orrice Arr 30, 1949, 4:00 r.m. 


Mr. Bewley called at his request. 

He referred to the negotiations for War Department payment of the 
balance due on British “ordnance” contracts, and asked what was 
meant by the word “ordnance.” Mr. White replied that ordnance was 
meant to cover all British contracts other than those for aircraft or 
ships. Mr. Bewley asked if there was anything he might do to assist 
in this program, and Mr. White suggested that he might go directly to 
the Army officer working on the problem, oe . 

Mr. Bewley then referred to his Government’s negotiations with 
Tran for the purchase of rials. He said that he had received three 


wE T 
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cables relayed from London, which he showed to Mr. White. Two of 
the cables, from the British Minister in Teheran, indicated that it 
would be possible to make an agreement with the Iranian Government 
under which Britain could continue to obtain rials at the present ex- 
change rate of 140 by agreeing to settle some portion of the annual 
balance in dollars or gold. The third cable, London’s instructions to 
the Minister at Teheran, authorized the Minister to negotiate an 
agreement upon those terms, and to attempt to limit Britain’s obliga- 
tions to settle the balance in gold to 30 per cent. 

Mr. Bewley said that he thought the discussions with the State 
Department and the Treasury on this matter should be held in abey- 
ance pending the outcome of these negotiations. Mr. White explained 
to Mr. Bewley that the Treasury’s position in the matter had been 
that it would probably be willing to have the U.S. Stabilization Fund 
purchase rials with dollars for resale at the same price to the British 
Government. He said that the Treasury realized that this arrange- 
ment would put pressure upon Britain’s dollar balances, and that, in 
line with its policy of maintaining an adequate dollar balance for 
Britain, it would take this factor into consideration, but that it would 
not provide dollars for the British Government specifically to meet 
this or any other particular contingency. Mr. Bewley said that he 
understood this position and that it was acceptable to him. 

Mr. White then asked Mr. Bewley whether the British Government 
had concluded its negotiations with China. Mr. Bewley said that he 
did not know, but that he would inquire and inform Mr. White. 


J. E. Hicks 


(Book 524, pp. 84-101) 
(Copy) 
Strictly Confidential. 


CHUNGKING, May 5, 1942. 
No. 397 


Subject: Recent Restrictions Imposed on Commercial Banks in China 


Confidential 

Air Mail 

The Honorable the Secretary OF STATE, 
Washington, D.C. 

Sir: I have the honor to transmit herewith two memoranda of con- 
versation held by members of my staff with Mr. Solomon Adler of 
the Stabilization Board of China and Dr. Y. C. Koo, Vice Minister 
of Finance, concerning recent restrictions imposed by the Govern- 
ment upon the business of commercial banks in China. There is also 
transmitted a translation of a lecture delivered by the Director of 
the Monetary Department of the Ministry of Finance (3) in which 
the new regulations are outlined and discussed. 

The Chinese banking system is composed of the four Government 
banks, the western-style commercial banks, the provincial and county 
banks and the old-style Chinese cash or “pichi” shops. 
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The four Government banks are the Bank of China, the Central 
Bank of China, the Bank of Communications and the Farmers Bank 
of China. All of these banks have the right of note issue. The oldest 
of these banks is the Bank of China which grew out of the Ta Ching 
bank, founded under the Manchu dynasty. Its stock is owned in equal 
parts by the Government and private interests and the Government 
appoints three members to its board of directors. The Governor of 
the Bank of China is at present T. V. Soong, Foreign Minister Desig- 
nate. The Bank of China, as finally reorganized under the present 
National Government, was intended primarily to finance Chinese 
foreign trade. It has, however, indulged extensively in ordinary 
commercial business and has a reputation for endeavoring to edge it- 
self into any business undertaking which has proven to be prosperous. 
The Central Bank of China is a bank of banks, and does not engage 
in any form of commercial banking. It was organized in 1924, is en- 
tirely Government owned, acts as the fiscal agent of the Government, 
and the intention of the Government has been to group the other 
Government banks and the commercial banks around it in such a way 
as to make it an actual central bank. This, however, has not been 
possible, owing to the outbreak of war with Japan in 1937, and the 
consequent repercussions upon the Chinese banking and fiscal system. 
The Bank of Communications was founded under the Manchu dy- 
nasty and as it now stands, after a series of reorganizations, 1s more 
than half owned by the Government. This bank was primarily de- 
signed to finance industrial undertakings, as well as the expansion of 
the communications system. Dr. H. H. Kung, the Minister of Fi- 
nance, is very intimately associated with this bank which is regarded 
as being in a sense the private bank of the Kung family. The Farmers 
Bank of China was founded to finance the rehabilitation of the areas 
devastated during the campaigns against the Communists in the 
southeastern provinces and is closely associated with the Generalis- 
simo who is at present its Governor. The Vice Minister of Finance, 
Dr. Y. C. Koo, is the manager of the Farmers Bank. 

The operations of the four Government banks are guided in general 
by the Joint Head Office of the four banks of which the Generalissimo 
is the head and in which each of the four banks is represented. This 
office is supposed to allocate business to each of the banks and to 
regulate their activities and practices. _ A l 

The Government apparently has some intention of endeavoring to 
rationalize the activities of the Government Banks and to limit them 
to their respective fields of action. At the present time there is a 
tendency for each of the banks to engage in every variety of business 
which may come its way, with the exception of the Central Bank of 
China. The Farmers Bank, for instance, undertakes, according to 
Dr. Y. C. Koo, about 55% of the financing of agricultural enterprises 
as against 45% for the other Government banks. This process of 
rationalization, however, does not seem to have resulted in any tangible 
reforms. k 4 

The Government banks have increasingly tended to engage in busi- 
ness which might more properly be conducted by the private commer- 
cial banks and it is alleged that they have even engaged in speculative 
activities and the financing of hoarding operations. In the opinion 
of some, the Government or the Government banks actually desire to 
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eliminate the private commercial banking institutions and absorb 
their business entirely in the Government banks. There is, however, 
a natural explanation of this tendency in that the Government banks 
have been forced to undertake the greater part of the financing of 
productive enterprises and of the distribution of essential commod- 
ities, owing to the reluctance of the commercial banks to undertake 
this business, At the same time, the principal business of the Gov- 
ernment banks lies in financing, through the creation of bank deposits, 
the enormous deficit of the Chinese Government. 

Of the major Chinese commercial banks, only three, the National 
Commercial Bank, the Kincheng Banking Corporation and the 
Shanghai Commercial and Savings Bank are represented in unoc- 
cupied China. In addition to these nation-wide banks, there are three 
important Szechuanese banks, the Mei Feng Banking Corporation, 
the Szechuan Salt Bank and the Young Brothers Banking Corpora- 
tion, and two banks in the province of Yunnan, the New Futien Bank 
and the Sin Hwa Bank which are operated by the two most important 
lieutenants of the semi-independent governor of Yunnan, Lung Yun. 
All of the commercial banks have operated upon the black market for 
foreign exchange and have engaged in the financing of speculation 
and hoarding to the exclusion of more legitimate business. The major 
part of the business of many banks has apparently consisted of loans 
to cash shops which re-loan the money on a fifteen-day basis at ex- 
horbitant rates, for what can only be speculative purposes, the interest 
rates being so high that no legitimate business could make profits 
sufficient to cover the interest payments. Some banks have apparently 
also set up dummy cash shops with their own money or have permitted 
their employees to use the bank’s money to make loans with high 
interest rates to speculators, Many banks have also made dispropor- 
tionately large loans to firms owned by their directors, on little or no 
security, or have made direct investments in such firms. This has 
given rise to considerable concern in the Ministry of Finance regard- 
ing the liquidity of the reserves of many commercial banks, especially 
in the event of a fall in the present highly inflated price level such as 
would follow the defeat of Japan and the opening up of China to 
normal foreign trade. The fact that commercial banks have largely 
engaged in the financing of speculation and hoarding may to some 
extent be accounted for by the exceedingly high rate of interest which 
they are compelled to pay on their deposits which are to a great extent 
time deposits, often limited to fifteen days. It is interesting, however, 
that the deposits of the four Government banks exceed by many times 
those of the commercial banks. This is, of course, accounted for in 
part by the large deposits credited by the Government banks for the 
use of the Government and of various productive enterprises, but. the 
deposits of the Government banks were somewhat higher than those 
of private banks even before the present inflation began. 

The provincial banks are principally concerned with the financing 
of the provincial governments and dealings in exchange arbitration, 
while the county banks have been created to finance local requirements. 
Dr. H. H. Kung, the Minister of Finance, is particularly interested in 
the creation and maintenance of county banks. i 

The new regulations covering the operations of commercial banks 
consist largely of measures designed to limit the flow of capital into 
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speculative activities and to divert it toward the financing of produc- 
tive enterprise and the distribution of commodities. If this were 
accomplished, some of the burden now resting upon the Government 
banks would be removed and the creation of new money could be cur- 
tailed. Production would thus be increased further restricting infla- 
tionary tendencies. In as much as the Government is unable and 
perhaps to some extent unwilling to reduce its present level of expendi- 
tures, the increase of production and the diversion of money into 
productive rather than speculative purposes would appear to be the 
only method open for combatting inflation. 

At present there appears to be in the Government a strong desire 
to strengthen the reserve position of the commercial banks which 
finds expression in certain of the new regulations. Though the aim 
in itself is praiseworthy, there may be a certain overemphasis on this 
aspect of the banking problem at a time when the entire monetary 
system is in danger. The new regulations which are discussed in 
detail in enclosure no. 3 of this despatch consist, briefly, of the enforce- 
ment of a previously existing rule that all commercial banks must 
place 20% of their deposits of whatever nature with one of the four 
Government banks; that commercial banks must henceforth loan only 
to productive enterprises or to other strictly legitimate business enter- 
prises—this requirement to be enforced by periodic examination of the 
accounts of banks, of their godowns and of the books of firms to which 
bank loans are made, as well as by a requirement that, in general, loans 
be made only to bona fide members of merchant guilds which are re- 
sponsible to the Government for the character of their membership. 
The regulations further provide that abuses such as the creation of 
dummy cash shops, the use of bank money by employees for ostensibly 
private loans, must cease, and that direct investment by banks in busi- 
ness enterprises must be limited in amount, Provision is also made 
for the limitation in time and amount of loans upon warehouse re- 
ceipts as well as upon the extension of unsecured loans, both of which 
have frequently been used for speculative purposes. A prohibition has 
been placed on the creation of new banks, a unified bank accounting 
system to facilitate investigation of the banks is shortly to be intro- 
duced and a limitation on bank dividends and bonuses to employees of 
banks is being instituted. : a 

There is no doubt that through the use of the economic police and 
of the local authorities the new regulations can be enforced in those 
parts of China where the Central Government is in full control. Itis 
doubtful whether any effective control will be exercised over the two 
major commercial banks in Yunnan, in view of their close political 
connections with the semi-autonomous provincial government. There 
is some doubt whether the regulations will actually have the effect of 
diverting capital into the desired channels, especially as there is 
already some evidence that the commercial banks are limiting their 
loans to productive enterprise, There is the further danger that if the 
regulations are too strictly enforced, private money will be driven out 
of the commercial banks into private hoarding and speculation. Fur- 
thermore, there remains the possibility that the Government banks 
may merely absorb the business which the commercial banks are forced 
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to give up. As will be noted from enclosure no. 1, Mr. Adler of the 
Stabilization Board is of the opinion that the new regulations are sig- 
nificant as one more step in the process of reducing the commercial 
banks to nullities. A recent proposal made by quarters close to the 
Generalissimo through the Joint Head Office that foreign exchange 
transactions be limited to the Bank of China and the Central Bank of 
China would appear to confirm the existence of this tendency. 

Even the officials of the Ministry of Finance do not appear to bo 
very hopeful of the results of the new regulations, considering them 
merely as a step in the right direction rather than any major cure for 
the existing situation. 

The various measures against inflation which have been taken, such 
as the sale of U.S. dollar-backed savings certificates have had dis- 
appointing results—only CN$16,000,000 worth of savings certificates 
have been sold to date. The U.S. dollar-backed savings bonds which 
have just been issued will probably prove to be no more successful. 
The difficulty in the sale of the savings certificates lies in the suspicion 
on the part of the prospective purchasers that the bonds will not ac- 
tually be redeemed in U.S. dollars, and in the fact that no incentive 
to buy at an early date was offered. The deficit of the Government in 
the last year amounted to $8,070,000,000 Chinese dollars. The esti- 
mated expenditures for the year 1942 are CN$16,500,000,000 but it is 
confidently expected that they will reach CN$20,000,000,000, as against 
an estimated revenue of CN$5,089,000,000 which is extremely optimistic 
and will undoubtedly not be fulfilled. Notes in circulation are at 
present increasing at the rate of 4 or 5% per month and the wholesale 
price index rose 18% in the month of February and 12% in the month 
of March, a total of 30% in two months. It is therefore obvious that 
drastic measures against inflation are needed. Dr. Y. C. Koo has, in 
fact, admitted privately that the situation is desperate. The con- 
tinuance of inflation at the present level may well lead to the break- 
down of fiscal unity in China and the reversion to a system of provin- 
cial currencies with disastrous effects upon the national unity of China. 
There is already some indication of a tendency to make use of a non- 
monetary system such as the increasing reliance by the Government 
upon the collection of taxes in kind and the institution of the sale of 
such necessities as charcoal, salt and cloth at drastically reduced prices 
to Government employees in order to compensate for the fact that 
their salaries have not risen and cannot be raised as quickly as the 
price level rises. A partial solution of the problem of inflation might 
lie in the drastic taxation of those most able to pay, namely specu- 
lators, hoarders and landlords, together with measures to compel these 
classes to buy Government bonds and savings certificates in large 
amounts. Such measures might have the effect of forcing these classes 
to disgorge hoarded goods. It is noted, however, that hoarding of 
foodstuffs is already legally punishable by death, but that the Govern- 
ment nonetheless prefers to adopt indirect means to discourage hoard- 
ing, such as the banking regulations, rather than to enforce this and 
similar laws. It is, on the whole, doubtful that the Government, which 
is itself closely allied to banking and land-holding interests, will 
undertake to place sufficiently severe pressure upon those elements to 
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induce any marked release of commodities and diversion of capital 
to the uses of the Government. 
Respectfully yours, 
C. E. Gauss, 
Enclosures: 1/, 2/, and 3/ as stated 
agina] and three copies to the Department by air pouch 
001.0 
Copy : bj : 6-10-42 
(Copy) 


(Enclosure no. 1 to despatch no. 397, dated May 5, 1942, from the 
Embassy at Chungking) 
ArRIL 10, 1942. 


Memorandum for the Ambassador 
Subject: Recent Restrictions Imposed on Commercial Banks 

I called on Mr. Adler this afternoon to discuss with him the recent 
regulations imposed upon the operations of commercial banks. Mr, 
Adler feels that the regulations are chiefly significant in relation to 
the existing tendency to restrict the operations of all commercial banks 
in favor of the four Government banks. Mr. Adler further cited in 
this connection a proposal supposedly originating with the General- 
issimo that trading in foreign exchange be limited to the Centra] Bank 
of China and the Bank of China. He said that the economic signifi- 
cance of the new control upon commercial banks would depend largely 
upon whether the Government banks would be subjected to similar 
restrictions in the making of loans. He said he believed that the ma- 
chinery necessary to carry out the program of contro] existed but that 
its effectiveness would vary greatly with the localities affected. It is 
doubtful whether the restrictions can be made to apply fully to 
Yunnan where the two chief banks are closely associated, through 
their heads, with the local government. These banks have been 
deeply involved in speculation and hoarding. The question of the 
control of loans being applied to the Government banks is of particu- 
lar importance since these banks, and especially the Bank of China, 
have been heavily involved in transactions similar to those of the 
commercial banks. s : 4 

Mr. Adler, in commenting upon Dr. Y. C. Koo’s interview with 
the press, said that the restriction upon the formation of new banks 
was designed to prevent the founding of banks designed solely to 
engage in speculative activities. The periodic examination of bank 
accounts and bank godowns is directed toward checking the extension 
of loans such as “pichi” loans for purely speculative purposes. The 
ruling that all commercial banks must keep twenty percent of their 
deposits with one of the Government banks will naturally restrict 
their freedom to loan and the restriction upon the purposes for which 
loans will be made will further limit the possibility of extending loans 
directly or indirectly to cash shops, etc., which use the money thus 
acquired only for speculative purposes. As far as the commercial 
banks are concerned, the new regulations, if enforced, would result in 
the complete elimination of loans to “pichi” shops. 

Bors C. Harr, Jr. 


BCH/gws 
Copy: lc: 6/10/42 


E 
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(Copy) 


(Enclosure no. 2 to despatch no. 397, dated May 5, 1942, from the 
Embassy at Chungking) 
ArrIL 24, 1942. 
Memorandum for the Ambassador 
Subject: Recent Restrictions Imposed on Commercial Banks 


Present: 
Dr. Y. C. Koo, Vice Minister of Finance 
Mr. Vincent 
Mr. Hart 

Mr. Vincent and I called yesterday upon Y. C. Koo, Vice Minister 
of Finance, to discuss regulations recently imposed upon commercial 
banks. 

Dr. Koo explained that in general an effort was being made to 
rationalize the Chinese banking system and to allot a proper role to 
each component part. The system, as it now stands, is composed of 
the privately owned commercial banks, the provincial banks and the 
four Government banks. In addition to these there are the county 
banks, institutions organized by local interests to finance local opera- 
tions. Outside the banking system proper are the cash or “pichi” 
shops. Dr. Koo explained that the provincial banks cater in part to 
the financial needs of the provincial governments and at the same time 
do a profitable business in exchange arbitrage between Chungking and 
the various provincial centers. Dr. Koo said that the endeavor now 
is to demarcate the fields of action of each of the four government 
banks and implied that one of the purposes of the recent regulations 
on commercial banks is to induce them to play their normal part 
in the financing of legitimate business enterprise. 

Among other things, Dr. Koo stated that the deposits of the com- 
mercial banks were very small as compared with those of the govern- 
ment banks—he mentioned that the deposits of the Farmers Bank in 
Chungking alone amounted to five or six times those of all of the 
commercial banks in Chungking. 

The purpose of the new regulations, according to Dr. Koo, is pri- 
marily to restrict hoarding and speculation in commodities through 
the restriction of credit to speculators and hoarders and secondarily 
to divert some portion of the existing liquid private capital into the 
financing of productive enterprises. Dr. Koo stated that there is no 
desire to have the government banks take over the business of the pri- 
vate banks; that the private banks have a distinct part to play which, 
however, they have not carried out. He stated that the greater part of 
the financing of productive enterprise is now done by government 
banks. Dr. Koo implied that the larger portion of the operations of 
the commercial banks was directed toward the financing of speculation 
and at the same time expressed concern over the probable results to 
such banks of an abrupt fall in the price level which would result from 
the defeat of Japan and the opening up of China to normal foreign 
commerce. It would appear that some effort is being made to en- 
courage the commercial banks to diversify their portfolios through in- 
vestment in productive enterprises in order partially to obviate this 


danger 
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Dr. Koo emphasized that there was no desire to restrict loans to pro- 
ductive enterprises but said that it is not yet possible to “ration” the 
loans made by commercial banks, (Mr. Adler, on Tuesday, told me that 
he had been informed that a restriction on loans to productive enter- 
prises is actually taking place; this probably may be attributed to the 
fact that the banks prefer to restrict such loans, as being less profitable, 
rather than the more profitable loans made for speculative purposes). 

Dr. Koo pointed out that the regulations upon commercial banks 
cannot be made so stringent as to drive depositors away from the banks 
into private hoarding or the placing of their money in the “pichi” 
market. 

Dr. Koo discussed at some length the means by which it was hoped 
to achieve restriction of credit for speculative purposes. The creation 
of new banks, with the exception of county banks, and banks founded 
with overseas capital has been stopped. Dr. Koo stated that some 
thirty-five new banks have been founded in unoccupied China in the 
past year, mostly with the purpose of financing speculative activities. 
Unsecured loans have been drastically limited. Loans against ware- 
house receipts have been limited to three months’ maturity with only 
one renewal. The Ministry of Finance and the local authorities have 
been auditing the accounts of commercial banks and with the assistance 
of the economic police have been examining the godowns of persons 
and companies to which the banks have made loans in order to ascer- 
tain whether the loans have been made to finance genuine commercial 
enterprises. Loans in general are being restricted to bona fide members 
of merchant guilds, membership in which would tend to confirm that 
the company or individual concerned is engaged in actual commerce 
and has been so engaged over a period of time. The guilds are respon- 
sible to the government for the character of their membership. The 
Ministry of Finance is inspecting the books of commercial firms and 
apparently adopting the system of having each page “chopped” by 
government inspectors. The Government is endeavoring to halt the 
practice engaged in by some private banks of making loans to enter- 
prises owned by their directors on little or no security. 

The question of the “pichi” shops and the interest rates charged by 
them, now amounting to between thirty and forty percent per annum, 
was also discussed with Dr. Koo who did not appear very hopeful of 
exercising effective control over them. Though the effect of the recent- 
ly imposed restrictions should be such as to restrict loans by commer- 
cial banks to the “pichi” shops, nonetheless, Dr. Koo seemed to imply 
that if the commercial banks were to keep their depositors, they would 
have to continue to loan money at the high rates paid by the “pichi 
shops, as deposits made by private individuals are on a time basis and 
at an extremely high rate of interest, Dr. Koo mentioned that an at- 
tempt had been made to set up a clearing house for the “pichi” shops 
in the Central Bank, an attempt which, however, failed owing to the 
unwillingness of the shops to deposit a portion of their capital with the 
Central Bank, as would have been required under the clearing house 
scheme. ; me 

Dr. Koo explained that in addition to their speculative activities, the 
“pichi” shops played a real role in the financing of salt and sugar mer- 
chants—a variety of financing which the government banks are un- 
willing to undertake, 


48-378—65—vol. 1 o4 


832 MORGENTHAU DIARY 


Dr. Koo stated that the Government banks would adhere to the regu- 
lations imposed upon the commercial banks. (Dr. Koo, in addition to 
being Vice Minister of Finance, is manager of the Farmers Bank). 

Bores C. Harr, Jr. 
BCHjr/gws 
Copy: lc: 6/10/42 
(Copy) 


(Enclosure no. 3 to despatch no. 397 dated May 5, 1942 from Amer- 
ican Embassy at Chungking) 


Tur Present PROBLEM or Bank CONTROL 


A lecture delivered by Mr. Tai Ming-li, Director of Monetary De- 
partment of the Ministry of Finance, on April 22, 1942 at the New 
Life Center, Chungking, under the auspices of the Economic Re- 
search Division of the Central Bank of China 


As banks are credit institutions, banking business whether sound 
or not is closely related to social, economic, industrial and commercial 
enterprises. It is for this reason that though the operation of banks 
by private individuals is permitted they are generally brought under 
the control and supervision of the government and no bank can be 
permitted to open without specific permission from the government. 

Since the establishment of the National Government, attention has 
been given to the problem of bank control. As early as January 12, 
1929, the Ministry of Finance promulgated the “Regulation govern- 
ing Registration of Banks”. On April 20th of the same year, “Rules 
Pertaining to the Enforcement of the Regulation” was issued by the 
Ministry. It is provided that before the opening of any bank, a plan 
for organization must be first drawn up and submitted to the Ministry 
for registration. Only when the plan and the capital of that proposed 
bank are in accordance with the government provisions is it allowed 
to open for business. 

On March 28, 1931, the National Government promulgated the 
“Bank Law” containing 51 articles, It is very comprehensive in con- 
tent for it has provisions regarding the opening of banks, scope of 
business, amount of capital, and prohibition of unhealthy investment. 
But in view of several special factors found in this country such as 
the vastness of the country, diversity of conditions with regard to 
currency in different places, the comparative complexity of financial 
organizations and the difficulty, as a consequence, of enforcement of 
unified regulations, there has not yet been fixed any date for enforce- 
ment of the above-mentioned law. As a matter of fact, however, the 
Ministry of finance in guiding its policy of bank control has based 
its policy on the provisions of the law. 

Since the outbreak of the war of resistance, social and economic 
structures have undergone radical changes. As currency is the motive 
power for economic behavior and banks are centers for capital circula- 
tion, it is appropriate during war time that the Government utilize 
the banking framework to concentrate capital and utilize it for the 
simultaneous needs of war and reconstruction. At the very beginning 
of the war, the Ministry of Finance, with such purpose in mind, 
ordered the Central Bank, the Bank of China, the Bank of Communi- 
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cations and the Farmers’ Bank to organize a joint office for facilitating 
the concentration of the capital power of the government and the en- 
forcement of the governmental policy regarding currency. The gov- 
ernment at same time gave generous relief and assistance to legal 
business and currency enterprises should such be needed. Provincial 
and local banks, in addition, strengthened their organization and 
business with the help of the Government, and were asked to be re- 
sponsible for developing local productive enterprises and counter- 
acting the enemy’s measures of economic aggression. On two oc- 
casions the Ministry of Finance called conferences for the discussion 
of local currency problems, one in June 1938 and the other in March 
1939. Many resolutions were passed by these conferences and every 
one of them was acted upon under the supervision of the Ministry of 
Finance. 

For the same purpose of exercising stricter control over banking 
business, the Second Local Currency Conference drafted regulations 
governing oflicers in charge of provincial banks, which consisted of 12 
articles and were made effective as of May 25, 1939. Accordingly, 
such officers were despatched to provinces of Fukien, Chekiang, 
Anhwei, Hunan, Shensi, Kiangsi, Kwangtung and Hupeh. At the 
same time the business policies of commercial banks were placed under 
the Ministry of Finance for constant supervision by means of gov- 
ernment orders from time to time. 

It was not until August of 1940, however, that all the pertinent 
laws and regulations on the subject hitherto enforced were amalga- 
mated into one body called “Provisional Measures regarding Control 
of Banks during the Period of Emergency” which were promulgated 
and enforced. In order to make the law more comprehensive and 
more in accordance with the government policy, the said measures 
were in several places revised in December, 1941. There were five 
principal points which were brought for revision: 


(1) CONCENTRATION OF DEPOSIT RESERVE 


All countries having a strongly organized banking system require 
the deposit reserves of all banks to be placed with the Central Bank. 
This increases the strength of the central bank so that it is able more 
effectively to control the financial market, undertake bank clearings, 
and in times of financial crisis act as a stabilizing force of last resort. 
In time of war concentration of reserves has the additional function 
of setting a limit to issuance of loans and reducing the capacity of 
credit manipulation by banks in general thereby indirectly helping to 
stabilize commodity prices. When the fapi policy was adopted in 
China, the Government intended to reorganize the Central Bank imme- 
diately into a Federal Reserve Bank so as to take charge of all legal re- 
serves of the country and fulfill the duty of serving as the “bank of 
banks”. However, when the draft federal reserve law was about to be 
put into effect, the July 7th incident broke out. For the purpose of con- 
solidating the national banks and increasing their efficiency to meet the 
greater demand in time of emergency, the Government dropped the 
original plan of reorganization, but, instead, it created separately a 
joi four national banks as the nucleus of national 


joint head office for the : m 
currency for tho entire country. At the same time different branch 
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offices were established in all important cities as veins of circulation in 
the system and agencies of enforcement of the government policy. 

But in the case of commercial banks and local banks where capital 
is scattered there is consequently the possibility of credit expansion 
without control. With the view to control such credit expansion, to 
protect the interest of depositors and to establish by degree a system 
of centralization, there has been provided in the control law that 
banks in absorbing deposits must have 20% of the total deposits as 
reserve fund which should be turned over to one of the 4 national 
banks for deposit with adequate yield of interest. This sort of sys- 
tem has long been the practice in other countries, but it has not been 
tried in China. In order to make the system simple and workable at 
the initial stage of enforcement, there is no distinction, so far as 
required reserve is concerned, between fixed and current deposits, the 
rate of 20% being uniform. However, when the system has been put 
into operation, separate regulations regarding fixed and current. 
deposits will be made. 


(2) GUIDANCE GIVEN TO BANKING BUSINESS 


Since the outbreak of the Sino-Japanese War, owing to difficulty of 
transportation, a state of abnormalcy exists with regard to distribu- 
tion and sale of products. Furthermore, because of difficult trans- 
portation, freight is very expensive and commodity prices in free 
China are stimulated to rise. It is therefore necessary to increase the 
supply of products on one hand and to absorb idle capital on the other 
so as to offset the quantity of legal tender in circulation and help 
stabilize commodity prices. Banks are the principal institutions for 
circulation of capital. But if they use this capital to assist hoarding 
and manipulation they should naturally be restrained. If, on the 
contrary, banks use their capital to develop production, to facilitate the 
movement of goods into the interior from the coast or other scattered 
places by means of loans on security basis, they are filling their right- 
ful present function. Thus, in the measures for controlling banks, 
there is provision regarding the principle that banks are required to 
make use of their capital for productive and constructive enterprises 
and for increasing commodity supply all in strict accordance with the 
wartime currency of the government. This principle is to serve as a 
guidance to all banking business in China and as a way to lead the 
capital at large into a right channel. 


(3) SUPPRESSION OF UNLAWFUL BUSINESS 


Fluctuation of commodity prices in wartime is unavoidable. But if 
banks are found to engage, by using their capital secured through high 
interest, in hoarding or establish a unit under a camouflaged name for 
going into business themselves or transact business on behalf of cus- 
tomers, they are engaging 1n unlawful activities, for these activities 
directly represent a case of plundering on productive capital and 
accelerating price rises. If bank employees are found to use the 
bank money for entering into business, it is a same case of unlawful 
business and should likewise be strictly forbidden by the government. 
Even when banks issue loans on goods as security, it should be a ques- 
tion whether the loans cover a too long term or the amount in question 
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to one customer is altogether too big, for long-term and large loans 
generally stimulate hoarding activities and should therefore be 
brought under control. With that object in mind the government 
provides in the bank control law, specifically in Articles 5, 7, 12 and 
13 of the law, that banks are neither allowed to enter into business 
or to hoard goods nor allowed to set up an agency or trade department 
or trust department or any store for going into business for them- 
selves or on customers’ behalf. Employees of government or private 
or semi-independent banks are all to be regarded as public func- 
tionaries and as such they are not entitled to enter into business. If 
bank employees make profits in business by use of bank money, they 
commit an act of illegal acquisition punishable by law. In issuing 
loans to merchants on security basis banks must see to it that the said 
merchants are bona fide merchants and members of the guild of the 
trade concerned, and that the term of the loan must not be longer than 
three months and that the amount of each loan must not exceed 59 
of the total sum of all the loans issued by the bank. All these provi- 
sions, in a word, are meant for suppression of illegal activities and 
promotion of proper and legitimate business functions of the banks. 


(4) LIMITATION ON OPENING OF NEW BANKS 


Banks as interpreted in the government regulation include all those 
companies, stores or native banks whose business deals with deposits, 
loans, drafts, remittance, mortgages, etc. In time of peace these mone- 
tary institutions are allowed to open without much limitation. But in 
time of war, this should not be the case. When business profits are 
usually very high in wartime, more and more new banks are estab- 
lished, and thus credit expansion is the result accelerating business 
prosperity and stimulating commodity prices. Furthermore, in this 
country, although such institutions do not all assume the name of 
banks, they do banking business just the same. Accordingly the 
government set down specific provisions in the control law to limit the 
opening of new banks for the sake of checking credit inflation and of 
controlling the sources of commercial capital. With the exceptions of 
Hsien banks which as a part of the new Hsien government system are 
laying a sound financial foundation for local autonomy, and banks 
sponsored by returning overseas Chinese in accordance with the gov- 
ernment policy of utilizing overseas Chinese capital for national de- 
velopment, the government has recently refused to permit the open- 
ing of any other banks, a policy definitely sound under the present 


circumstance. 
(5) ENFORCEMENT OF INSPECTION AND EXAMINATION 


After the revision and promulgation of the bank control regulation, 
the Ministry of Finance immediately despatched officers to all the 
banks in Chungking for inspection and examination, in accordance 
with the provision of the regulation. As a result of this investigation, 
those banks found flagrantly violating the government regulations 
have been ordered to suspend business and await punishment; those 
whose business is not satisfactory have been given specific instructions 
for improvement. It is to be regretted that a few firms and companies 
were found to have been given huge bank loans with which they are 
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doing a prosperous business. These suspicious cases are now under 
close investigation by the Ministry in conjunction with officers from 
Ministry of Economic Affairs and the Bureau of Social Affairs of the 
Chungking Municipality. At the same time, the Ministry of Finance 
has installed a special office of examination which will have the rou- 
tine duty to inspect and examine banks. In addition, the Ministry 
has held different branches of the Joint Head Office of the Four Na- 
tional Banks or the local offices of the 4 banks to be responsible for 
the enforcement of inspection and examination of all banking institu- 
tions located in cities like Chengtu, Kunming, Kwelyang, Kweilin, 
Lanchow, Hengyang, Wanhsien, Neikiang, Tsekung, Loshan, Iping, 
Luhsien and Kiangtsin. Various inspection reports have already 
been turned in to the Ministry for consideration. Hereafter the Gov- 
ernment will continue to adhere to this policy of inspection and exami- 
nation in order to carry out the intent of the regulations. 

The above-mentioned five points can be well summarized in one 
statement, that is, the idea is to amass all the capital at large through 
the banking structures and to freely utilize it for the increase of 
supply of goods. The methods for increasing the supply of commodi- 
bies are none other than (1) the promotion of production and manu- 
facture at home; and (2) speedy transhipment of imported goods for 
distribution and sale in the rear. All investments, deposits and mort- 
gage transactions with an intent in harmony with the above-men- 
tioned principle should be given protection and assistance by the 
government. All other business propositions contrary to this prin- 
ciple should be considered as unlawful and therefore be strictly sup- 
pressed. This is the foremost criterion in guiding the government 
policy with regard to control of banks. 

However, after considering the reports sent by various officers who 
have made inspection and examination of banks, it has been found 
indispensable to draw up supplementary regulations and rules besides 
the existing one so as to ensure a better working of the system of bank 
control. By separate orders the Ministry of Finance have issued 
several of such supplementary rules. There are five of these which 
are now already in force, i.e.: 


(1) Measures regarding control of credit loans issued by banks 
In the “Provisional Measures regarding Control of Banks during 
the Period of Emergency,” there is no specific provision regarding 
matters such as secured and unsecured loans. According to custom, 
when a new bank applies for registration it usually submits its organi- 
zation regulations in which there must be one article definitely declar- 
ing that “it is not allowed to handle unsecured loans with no security 
at all.” Now in the aforesaid Measures, specifically in paragraph 
One of Article I, it provides that all banks must observe all their re- 
spective regulations and the related banking laws and ordinances in 
their business operation. Thus strictly speaking, all banks are 
basically not allowed to handle unsecured loans. But as a matter of 
fact, it has been a long tradition and custom for banks in this country 
to issue such loans. Historically Chinese business transactions usually 
depended on a workable credit system. There has not yet developed 
a system of negotiable instruments as found in most of the advanced 
countries of the world. Should business in China be entirely based on 
secured loans, there would be a loss of the movability of goods. Thus 
the adoption of the form of unsecured loans is only natural and can 
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be easily accounted for. If unsecured loans shoulil be entirely pro- 
hibited, there must be enforced in their place a modern system of com- 
mercial papers. While at present the new system is being gradually 
introduced and enforced, it is necessary to devise some ways as supple- 
mental measures to effect a limitation on the practice of unsecured 
loans. But as unsecured loans entirely depend upon the credit of the 
debitor it is very difficult to discover the uses of such loans whether 
they are proper or not. Furthermore, when a bank issues too large 
a number of loans of that type, it becomes difficult for it to maintain 

the stability of its business. In view of these considerations, it has 

peen found necessary to make additional provisions such as the fol- 

owing: 

(a) Banks are allowed to make unsecured loans to individuals up 
to a limit of $2,000 only, as that amount is considered to be reasonable 
for an individual’s living expenses. 

(b) When an unsecured loan involving more than $5,000 is given to 
industrial and commercial interests, 1t is required that the latter must 
be able (1) to produce a membership certificate of a guild to prove 
that it has joined the guild of the trade concerned, (2) to secure two 
or more registered and trustworthy factory owners or merchants to 
give a joint guarantee to the effect that the loan in question be re- 
turned at the time prescribed, and (3) to vouch for the fact that the 
loan in question is to be used only either for increasing production 
or for purchasing necessities for distribution and sale. The time pre- 
scribed for such loans must not be over three months and the amount 
allowed in each case must not exceed 5% of the total sum of the loans 
of the bank. The total amount allowed to such customers should not 
exceed 50% of the total sum of the loans of the bank. 

(c) These loans may be extended but extension of three months 
only is allowed after the necessity of extension is investigated. 

(d) If the party undertaking an unsecured loan happens to be a 
store selling government monopolies or an enterprise commissioned 
by national defense or economic office of the government or a producer 
of daily necessities, and the status of the said party can be vouched by 
its superior government organization, and the loan is duly sanctioned 
by the Ministry of Finance, such case does not come under the limita- 
tion regarding amount and extension mentioned above. 

(e) Loans may take the form of accepting on the part of the banks 
negotiable instruments for collection or that of accepting time drafts 
before maturity. Such cases do not come under the limitation that the 
total sum of credit loans should not exceed 50%, but under the limita- 
tion that each customer should not exceed 10% of the total loans. 

(£) In issuing unsecured loans banks should ask the borrowing 
party to submit at time of application a statement of uses and a memo- 
randum on the general condition of business for occasional reference 
and examination. 

(g) Banks found violating these provisions should be fined to the 
amount of 50% of the total business. 

These supplementary rules are al] designed for meeting the practical 
situation as well as for checking possibilities of corruption, and the 
sole object is that the money so loaned out by banks be used only for 
the purpose of supplying the needs of the rear China in the way of 
daily necessities. 
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(2) Measures governing investment by banks 

According to the provisions contained in the “Provisional Measures 
regarding Control of Banks during the Period of Emergency”, utili- 
zation of capital by banks should be governed by the principle of 
investment in productive enterprises, and such investment should 
take the form of loans. But the investigation shows that not a few 
banks directly engage in productive enterprises. In point of prin- 
ciple, it is of paramount importance that the funds of commercial 
banks be kept fluid. If a bank participates in any factory by hold- 
ing shares, then the capital in this case becomes stagnant, and the 
bank becomes shaky in case of panic. To put the banking business 
on a safe and sound basis, the Government naturally must stop banks 
investing in business. But again, in view of the fact that all produc- 
tive interests of the country at present are still in dire need of finan- 
cial assistance from banks and the capital market is not yet fully 
developed, it seems also necessary to allow a part of the banking 
capital to directly participate in productive enterprises. It is now 
ordered by the Ministry of Finance that when any bank invests in 
a productive or constructive enterprise, thereby becoming a share- 
holder in the stores or factories of such business, it must, as prescribed 
by Article 11 of the Company Law, not be a shareholder of unlimited 
liability, and its total limited liability as a shareholder must not ex- 
ceed one-fourth of its total paid-up capital. Besides, the bank in 
question must petition the Ministry of Finance for approval before the 
purchase of such shares is allowed. As to banks which have already 
in the past taken part in productive enterprises before the promulga- 
tion of these measures, these banks are now required to submit their 
cases together with relevant facts to the Ministry for sanction in order 
to complete the prescribed procedure. 
(3) Limitation on distribution of banking profits 

The regulation of the distribution of banking profits and the 
creation of a special reserve for banks operate directly to solidify 
the foundation of the banking business and indirectly to relieve the 
unevenness of distribution of wealth. During the present war of 
resistance, these operate to limit private purchasing power. The 
Ministry of Finance has therefore made the following five regulations: 

(a) Interest and dividend payable to shareholders of banks should 
not exceed 2% of the actual paid up capital. 

(b) Bonus payable to directors and trustees should not exceed one- 
third of their annual salaries. 

(c) Bonus payable to officers and employees should not exceed the 
total sum of their 4 months’ salaries. 

(d) The balance of the profit should be allotted as surplus reserve. 

(e) The surplus reserve referred to above should be entirely turned 
over to the Board of Directors at the end of each fiscal year as a 
separate allotment for custody and can not be expended arbitrarily. 


(4) Creation of supervising officers 

Control of banks should be applied throughout the country. In 
view of the vastness of the country, the great number of banking 
institutions and the complexity of their classes as well as the di- 
versity of economic conditions at different places, a system of super- 
yision and control by districts becomes necessary for auditing and 
pxamination. The Ministry of Finance has therefore decided to in- 
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stall offices of supervising officers. The general plan provides that 
supervising officers be stationed in important cities outside Chung- 
king who will be responsible for local auditing and examination. 
Detailed provisions have all been formulated regarding their func- 
tions, duties, transfers and efficiency ratings. 


(5) Unification of banking accounting system 

In the past banks in China adopted different accounting systems. 
It was comparatively difficult to examine their books. These banks 
generally had all kinds of means to evade the restrictions of the 
government regulations. It is now indispensable to devise a unified 
system for all accounting subjects and for uniform application by 
all banks. This is now being drafted by the Joint Head Office of 
the Four National Banks and will be soon ready for enforcement. 

In summarizing the above survey, the government policy for the 
control of banks may be stated in two phases. First, control is di- 
rected toward a proper development of the banking business and 
toward suppression of unlawful activities undertaken by banks. Sec- 
ondly, the government gives protection and assistance to banks doing 
legitimate business with a view to increasing the supply of com- 
modities by utilizing the banking capital and to meeting the economic 
demands of wartime; and, for the future, it is for laying a good 
foundation for commercial banks in order that they may share the 
responsibility of economic reconstruction in the postwar period. 

Besides, the government is now attempting to strengthen the Cen- 
tral Bank of China so as to enable it to fulfill its function as “a bank 
of banks” and to enable it to control other banks, including the 
national banks, as the Bank of China, Bank of Communications and 
the Farmers Bank of China. These three national banks should be 
guided by their organic regulations in making parallel progress m 
the performance of their duties: assisting the Central Bank of China 
in the role of leadership among the banks and assisting in the de- 
velopment of agriculture, mining, industry and commerce, thereby 
perfecting the entire financial system of the country. This is par- 
ticularly a foremost task of the moment. 


Copy: imc: bj: le: 6/10/42 


(Book 527, pp. 199-204) 
Treasury DEPARTMENT Division or Monrrary RESEARCH 


Date: 5/11/42 
To: Miss Chauncey 
From: Mr. White 
The Secretary might be interested in this summary. 


Treasury DEPARTMENT Inter-Orricre COMMUNICATION 


Date: May 11, 1942 
To: Secretary Morgenthau 
From: Mr. White 
Subject: Digest of cable from Adler dated May 6, 1942. 
1. Adler informed by Dr. Kung that all Chinese Government 
property in Burma had to be destroyed. 
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2. Dr. Kung informed that Secretary Morgenthau is especially 
concerned that Stabilization Board should do all possible to aid 
China’s war effort and Dr. Kung sends thanks to the Secretary for 
lis concern. y I 

3. Dr. Kung glad to hear of Mr. Fox's return to China and wishes 
the Secretary to be assured that the Chinese Government will con- 
tinue to cooperate fully with the Stabilization Board. 

MJL 

Chungking 

Dated May 6, 1942 
Rec'd 2:48 p.m. 

This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 

513, May 6, 9 a.m. (Section One) 

Confidential from Adler for Secretary of the Treasury. 
TF 33 

One. Re your 344, May 1. Have informed Board members that 
you and Fox believe that November 1st agreement should continue in 
effect. No decision will be taken by Board on Central Bank applica- 
tion until Fox's return. Central Bank's net over-sold position in 
April United States dollars 124,974 and sterling 190,230. Thus Cen- 
tral Bank application now totals approximately United States dollars 
6,944,250 and sterling 5,341,458. 

There would appear to be some misunderstanding of TF 31 of 
April 27, paragraph 6 where it was indicated that attempt at this 
time to centralize exchange contro] in hands of Board would involve 
friction with Chinese Government but not that either Chinese Gov- 
ernment or Exchange Control Commission has objection to continua- 
tion of November 1 agreement. TF 18 of March 4 had indicated it 
was British who were worried about continuation of November Ist 
agreement. 

Two. Minister of Finance informed me yesterday all Chinese Gov- 
ernment property in Burma had had to be destroyed. He was natu- 
rally depressed by this news. Took the opportunity to tell him of 
Fox’s return in near future and of fact that (?) is especially con- 
cerned that Board should do all possible to aid Chinese war effort. 
Dr. Kung was glad to hear of Fox’s return. He wished to thank you 
for your concern that Board should make maximum contribution to 
China’s war effort and to assure you that Chinese Government would 
continue to cooperate fully with Board. 


RR 


GAUSS. 
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J 
Chungking 
Dated May 6, 1942 
Rec’d 1:30 p.m. 
This telegram must be paraphrased before being communicated to 
anyone other than a Governmental agency. (BR) 


SECRETARY OF STATE, 
Washington. 

513, May 6,9 a.m. (Section Two) 

Three. Re your 325 of April 24. Paragraphs one and two duly 
noted and communicated to board. Re your paragraph three, formal 
decision had of course been taken by full board meeting and incorpo- 
rated in board resolution no. 20 new series. 

Four. Actuarial report of board’s operations to March 31, 1942, 
prepared by Lovelock and Lewes of Calcutta now to hand and being 
forwarded by pouch. Figures are preliminary as only Bank of Eng- 
land statement of account EN at time of preparation. Net 
payments made to March 31, 1942, (to nearest currency unit) ; total, 
United States dollars 15,868,425 sterling 2,695,343, Breakdown: 
Shanghai and Hong Kong, United States dollars 11,611,346, sterling 
1,612,326; Kunming, United States dollars 4,071,824, sterling 1,072,- 
293; Chungking United States dollars 185,755, sterling 10,724. Total 
Chinese national currency notes (in Chinese national dollars) held 
against: (a) United States dollars 298,796,479, of which 219,129,893 
were deposited in Shanghai and Hong Kong and 30 million of re- 
mainder have been withdrawn to purchase Chinese Government treas- 
ury notes. (b) Sterling 207,943,162 of which 96,404,076 were 
deposited in Shanghai and Hong Kong, and 19 million of remainder 
withdrawn for purchase of treasury notes. ; i 

Five. There have been several inquiries from Ministry of Finance 
as to the present status of United States dollar letters of credit issued 
by American banks in Hong Kong and Shanghai before outbreak of 
Pacific war to Chinese Ministry Free China. Ministry has also 
evinced interest post-war status of Chinese deposits in American 
banks in Hong Kong and Shanghai made prior to Pacific war. 

Six. In TF-32 of April 30, section two, paragraph two, note (E), 
substitute 5,650 for 5,450. 

(End of message.) 


KLP 


Gauss. 


(Book 527, p. 380) 
Treasury DEPARTMENT INTER-OrFICE COMMUNICATION 


Date: May 12, 1942 
To: Mr. White 
From: Mr. Friedman 
Subject: Chinese reaction to $500 million financial aid 

1. Dr. Kung, in statement on financial aid issued on March 24, spoke 
of the financial aid as a demonstration of the faith of the American 
Government and people in Chinw's ability “to fulfill its part in the 
sacred union of free peoples against tyranny.” He said that ho wished 
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particularly to thank President Roosevelt, Secretary Morgenthau and 
other cabinet members and congressional leaders who had shown in- 
terest in aiding China. He stressed the unprecedented nature of the 
loan and said that it was China’s firm intention to make the best 
possible use of the financial assistance. 

2. At the press conference at which the above announcement was 
made, Dr. Kung pointed out that no strings were attached to the 
American aid, although the Chinese Government would probably con- 
sult the American Government in matters requiring technical assist- 
ance for applying the loan most effectively. Dr. Kung also informed 
reporters present that detailed arrangements regarding the British 
£50 million loan had not yet been agreed upon but that arrangements 
in this regard would probably follow generally the lines of the 
American aid. 

3. Newspaper comment in Free China was entirely favorable. For 
example, the Ta Kung Pao wrote: “We are most gratified by the spirit 
of mutual help implicit in the words of the Agreement. * * * Such 
liberality can only be between two countries which share happiness 
and misfortune together like fast friends. With such a precedent, we 
are confident that the spirit and terms of the Sino-British Loan Agree- 
ment cannot be different.” The Mesin Hua Jih Pao wrote: “The word- 
ing of the Agreement is in the spirit of true equality. The Second 
Article makes no referen”e to security or other serious obligations. 
This is unprecedented in the history of Sino-American financial and 
diplomatic relations.” The latter newspaper went on to say that the 
Chinese people as a matter of national pride should after the victory 
repay all loans which helped them to win their freedom. 


(Book 530, pp. 208-211) 
(Copy) 


Tur Britis Surriy Councitn IN NORTH ÁMERICA 


BOX 680, BENJAMIN FRANKLIN STATION 
WASHINGTON, D.C. 
Telephone: REpublic 7860 
Confidential May 21, 1942. 

My Dear Dr. Wue: I enclose a copy of the draft Chinese Agree- 
ment which has at last arrived from London. 

Even now I am not entirely certain that there may not have been 
some alterations in the draft of which we have not been notified. 1 
think, however, that if there are any changes they could only be of 
slight importance. 

Yours sincerely, 


Dr. H. D. WHITE 

Director of Monetary Research, 
United States Treasury, 
Washington, D.C. 


T. K. BEwLrerY. 


Drarr FINANCIAL AID AGREEMENT 


Whereas the Government of the U.K. of Great Britain and Northern 
Ireland, in pursuance of their policy of closest cooperation with China 
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in the financial as well as in the military sphere in the war which they 
are waging against their common enemies have decided to offer certain 
measures of assistance to China; 

And whereas the Government of the Republic of China (hereinafter 
referred toas Chinese Government) for the purpose of prosecuting the 
war, desire to obtain facilities for the acquisition of arms, munitions 
and military equipment, and for the purchase of material necessary for 
national purposes in China, arising out of the war, and to provide for 
the cost of services in connection with such purchases, and for the cost 
of other services required for war purposes; 

And whereas the Government of the U.K. have agreed that they will 
not claim reimbursement of the cost of any arms, munitions and mili- 
tary equipment which it is possible for them to supply for use of the 
Chinese armed forces; 

Now, therefore, the Government of the U.K. of Great Britain and 
Northern Ireland and the Chinese Government have agreed as follows: 


ARTICLE I 


1. The Government of the U.K. shall make available to the Chinese 
Government at the request of the Chinese Government sterling sums 
not exceeding in the aggregate 50 million pounds sterling for all or any 
of the following purposes: 

(1) for payments during the war in respect of purchases of 
material necessary for national purposes in China, arising out of 
the war being material which shall be produced or manufactured 
in countries within the sterling area; or 4 

(2) for the cost of services incurred in the sterling area in con- 
nection with such purchases; or A d 

(3) for provision of rupee currency required by the Chinese 
Government to meet pay and local expenditure of Chinese forces 
in Burma and for the cost of such other services for war pur- 
poses incurred within the sterling area as the two governments 
may from time to time agree; or __ — 

4) up to 10 million pounds sterling for guaranteeing internal 
Chinese loans. | 

2. The method of making available the sums referred to in sub- 
paragraphs (1) and (2) of paragraph 1 of this Article shall unless 
otherwise agreed between the two governments be that the Govern- 
ment of the U.K. shall pay on behalf of the Chinese Government sums 
payable by the Chinese Government under contract for the purposes 
referred to in paragraph 1 of this article which are concluded with the 
concurrence of the Government of the U.K. before the termination of 
hostilities with Japan. 

3. In this Article the expression “the sterling area” shall have the 
meaning assigned to it for the purpose of the regulations in force in 
the U.K. in regard to Exchange Control, provided that if the Govern- 
ment of the U.K. shall at any time amend the definition of the sterling 
area for the purpose of the said regulations, such amendment shall 
apply to the definition of the sterling area for the purposes of this 
agreement as from the date of notification of the amendment by the 
Government of the U.K. to the Chinese Government, 


844 MORGENTHAU DIARY 
ARTICLE II 


Except as may be otherwise agreed between the Governments any 
supplies for which orders or contracts have already been placed under 
the terms and conditions of the agreements of the eighteenth day of 
August 1939 and the 5th day of June 1941 shall continue to be dealt 
with in accordance with the arrangements made under these 
agreements. 

ARTICLE III 


The final determination of terms upon which this financial aid is 
given including the benefits to be rendered to the United Kingdom in 
return is deferred by the two contracting parties until the progress 
of events after the war makes clearer the final terms and benefits 
which will be in the mutual interest of the United Kingdom and China 
and will promote the establishment of lasting world peace and 
security. In determining the final terms and benefits full cognizance 
shall be given to the desirability of maintaining a healthy and stable 
economic and financial situation in China in the post war period as 
well as during the war, and to the desirability of promoting mutually 
advantageous economic and financial relations between China and the 
United Kingdom and the betterment of world wide economic and 
financial relations. 

ARTICLE IV 


In this Agreement the expression “termination of hostilities with 
Japan” means the signature of a general armistice or treaty of peace 
(whichever is the earlier) with Japan to which the U.K. and China 
are parties. 

Ends. 


(Book 530, p. 220) 
May 21, 1942. 

Memorandum for the files 
Mr. Hamilton, State Department, telephoned Mr. White on May 21 
at 9:45 a.m. to say that Sir Frederick Phillips and the British For- 
elgn Office men in charge of the Far Eastern Division were going to 
call on him to get his views on their contemplated loan which he said 
involved cessation of the credit concomitantly with the cessation of 
war. Mr. White told Mr. Hamilton that Sir Frederick Phillips had 
left a similar question here but the Secretary had not yet answered it. 
Hamilton said he planned to tell the British that the terms of finan- 
cial aid in the loan had already been made and there was therefore 
no possibility of modifying them. He went on to say he did think the 
basis of the financial aid was war but he said he would tell the 
British that he did want to discuss the matter with the Treasury. He 
said that he would then speak to the British of the growing Chinese 
animosity to the British in the Far East which partly reflected itself 
on their attitude toward us as well. He said he would urge that they 
should hesitate long before doing anything that might further antag- 
onize the Chinese in the light of the delicate situation in the Far East. 
Mr. White commented that he thought the British Foreign Office 
knew of the status in China and it seemed to him that the terms the 
British incorporated in the agreement was a matter between the 
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British and Chinese Governments. Mr. White added, however, the 
matter had not been discussed with the secretary and he did not know 
how the Secretary would feel about it. 

Mr. White told Mr. Hamilton he would appreciate knowing what 
he told the British and he would let Mr. Hamilton know what the 
Secretary said to Phillips about the matter. 


H. D. White 


(Book 534, pp. 35, 36) 


CONFERENCE IN SECRETARY MorGENTHAU'S Orrice May 29, 1942 
10:30 a.M. 
Present : 
Secretary Morgenthau 
Sir Frederick Phillips 
Mr. White 
Sir Frederick called on Secretary Morgenthau at 10:30 am. He 
previously had asked for an appointment to take up two matters. 
Sir Frederick first raised the question on the British contemplated 
loan to China. He said that their proposed terms differed from the 
American terms and that the Chinese were raising some objections 
to the condition imposed that they couldn’t spend any of the loan 
after the war. Sir Frederick said he hoped that the British would 
receive Secretary Morgenthau’s approval to the terms and the Secre- 
tary replied that the terms of the arrangement were a matter between 
the British Government and the Chinese Government. He added it 
was taking them a long time to make that loan. Sir Frederick re- 
plied that there had been considerable difficulty in getting agreement 
and said that the Chinese were apt to come around to Secretary Mor- 
genthau grumbling about the terms and he was hoping the Secretary 
would find it possible not to give them any encouragement on the 
matter. The Secretary replied that whenever the Chinese came to the 
Treasury they would receive courteous treatment, and the matter of 
loan arrangements was between the British and Chinese Governments. 
Sir Frederick then raised the question of the use of the dollars 
in China’s Stabilization Fund for meeting the sterling claims. The 
sterling assets of the Stabilization Fund would be used up and more 
sterling would have to be acquired by the Fund if the sterling claims 
were to be met. The Secretary replied he wanted to think about 
that but it seemed to him that the British Government ought to supply 
the sterling. The Secretary wanted to know whether the matter 
couldn’t wait. He said: “Let’s cross that bridge when we come to it.” 
Mr. White replied he was afraid the bridge was practically there. The 
Secretary wanted to know whether the Chinese were pressing for an 
answer and Mr. White replied they were not, the British were in- 
terested in receiving an answer because the matter may relate to the 
terms of the contemplated loan the British were arranging with the 
Chinese. Mr. White explained that the dollars which the Chinese 
had placed in the Fund and the sterling had all been used up, but 
it had been expected that the British loan was soon to be consummated 
and it was hoped possibly the Stabilization Fund could acquire the 
necessary sterling by purchasing the sterling from the Chinese Min- 
ister of Finance, who in turn would get it from the funds made avail- 
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able to the Chinese by the British. The British, however, did not 
wish the new loan to be used for that purpose which raises the im- 
mediate problem of employing dollars the Fund had to acquire the 
necessary sterling. The Secretary stated that before making a de- 
cision on that matter the Chinese ought to be given a hearing and 
asked Sir Frederick whether the matter couldn’t wait a few days. 
Phillips said it could. 

PEA then raised the question of relief from the balance due on 
British commitments in the United States made prior to Lend-Lease. 
Phillips stated that the unpaid balances represented plane contracts 
and now all the airplanes were going into one pool. Phillips said he 
had been discussing the matter with the State Department and he 
wanted to know whether the question had been finally decided as he 
planned to go back to England for a month or six weeks and would 
like to take the information back with him. 

The Secretary replied that an interdepartmental meeting had been 
held at the Treasury the day before, attended by representatives of 
the State Department, Army, Navy, Lend-Lease, Board of Economic 
Warfare and Agriculture, and that all agencies represented, except the 
State Department, had voted in favor of not taking over the outstand- 
ing contracts referred to amounting to about $235 million. The Sec- 
retary went on to say that the President had, Phillips would remem- 
ber, turned down the matter before. The Secretary suggested that 
Phillips get additional details from Mr. Acheson, with whom the Sec- 
retary understood, Phillips had been carrying on conversations. 
Acheson, the Secretary continued, would go into the situation with 
Sir Frederick. 

The Secretary said that with respect to the current gold production 
that he had always taken the position that such gold should be in- 
cluded among the available gold and dollar assets of the British 
Treasury and should not be set aside in a separate secret account. 

Phillips said he had left a memorandum with Mr. White in which 
he had explained that the blocked balances in England were mounting 
this year—they had increased by $2 billion—and that the British felt 
that the fair way to handle it would be to keep their dollar balances 
down but that their current gold production would be kept in reserve 
for the day when they would have to meet some of these sterling 
claims. The Secretary repeated that he felt that the gold produced 
should be part of their available cash assets. 

Sir Frederick said he was going away for a month or six weeks. 
The Secretary replied that this was a good time since everything was 
now cleared up. He said that he hoped Sir Frederick would come 
back. 


(Book 534, pp. 144, 145) 


Treasury DEPARTMENT Invrer-Orrick COMMUNICATION 


Date: May 29,1942 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Digest of cable from Fox dated May 26, 1942 


1. Fox arrived in Chungking on May 25. itl 
2. Fox reports that in last four months economic situation seems 


to have deteriorated gravely. 
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(Paraphrase of telegram received) 


From: Chungking 
Dated: May 26, 1942, 11 a.m. 
Number: 605 

Message “TF40” from Fox to the Secretary of the Treasury. 

1. I arrived in Chungking on the 25th day of May. 

2. It is my first impression that in the last four months the economic 
situation has deteriorated gravely. In the near future I shall make a 
detailed report. 

3. Dr. Kung informed me, in a brief conference this morning, that 
he had various problems which concerned Treasury and that at an 
early opportunity he would discuss these with me. 

4. I have information that Hsi Te Mou is leaving at the end of this 
week for Washington. He told me that he is being sent by Dr. Kung 
to discuss certain matters with T. V. Soong, although other sources 


indicate that he is going for the purpose of representing the Central 
Bank. 


CSB 


Gauss. 


(Book 535, pp. 177-183) 


CONFERENCE IN SECRETARY MorGENTHAU'S OFFICE JUNE 2, 1942, 
3:20 P.. 
Present : 
Secretary Morgenthau 
Dr. Soong 
Mr. White 
Dr. Soong called on Secretary Morgenthau at 3:20, June 2, at the 
Secretary's request. j ; ae, 
Secretary Morgenthau told Dr. Soong that Sir Frederick Phillips 
had been in and had raised two questions. The Secretary asked Mr. 
White to state them, which Mr. White did. The questions are in 
the appended memorandum. f 
The Secretary told Dr. Soong that his reply to the first question 
was that the terms of the loan was a matter wholly between the 
Chinese Government and the British Government. Dr. Soong ex- 
pressed his gratitude at the answer which the Secretary had given 
the British. are 
With respect to the second question, Dr. Soong replied that in his 
opinion, his Government would naturally prefer to obtain the sterling 
from the forthcoming British loan but that if the British would not 
supply it from that source, his Government would like to have the 
necessary sterling purchased with the dollars in the Stabilization 
Fund. He added, however, that he would communicate with his 
Government to see whether his view was that of his Government. 


May 19, 1942. 
To: Secretary Morgenthau 


From: Mr. White 

1. Sir Frederick Phillips and Mr. Bewley called on me yesterday at 
their request to discuss matters relating to China. Sir Frederick 
raised the following two questions: 

(a) Regarding the British Agreement with China granting £50 


million, do you have any objection to the Agreement being limited to 
48-378—65—vol. 1—55 
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“approved” purchases of goods from the sterling area during the war 
only, with an expressed prohibition against use of the funds to meet 
any previous sterling commitments? 

(b) What is your attitude on the Stabilization Board of China and 
its Fund now that the sterling assets of the Fund total only about £2 
million while the current sterling liabilities of the Fund total nearly 
£6 million ? 

9. Sir Frederick said that he would call on you this week to discuss 
these matters with you. 

3. At a meeting of Treasury people to discuss the above matters, it 
was unanimously concluded that: 

(a) with reference to the first query, an appropriate answer 
might be that this was a matter on which the Secretary would 
rather not comment since it concerns only Great Britain and 
China, and 

(b) With reference to the question regarding the Stabilization 
Board, the Treasury has already instructed the Board that it was 
prepared to see the dollar assets of the Fund used for the purchase 
of sterling after the present sterling fund has been exhausted. 
(In this connection you will be interested to know that the British 
object to the use of the proposed £50 million for such purpose.) 


ISF /efs 


5/19/42 
JUNE 2, 1942. 


4:00 p.m. 

HM Jr: Hello. 

Operator: Mr. Perkins. 

M Jr: Hello. 

Milo Perkins: Hello, there. 

HM Jr: I thought I’d call you. I’m trying to do a speech for 
tomorrow night. I’m opening this new series. 

P:Ohmy gosh! 

HM Jr: And I’m not very successful at it. 

P: Well, Mr. Secretary, I tell you. I want to talk to you about a 
Sy confidential matter that T. V. Soong talked to the President 
about. 

HM Jr: Oh, yeah. I know about it. 

P: You know what itis? 

HM Jr: Yeah, he just left here. 

P: Oh, well. (Laughs.) Well, now, maybe I could talk to some- 
body else over there. 

HM Jr: No. 

P: I thought—at least he indicated, the Boss said, I ought to talk 
to you personally. 

HM Jr: Well, I tell you who you can talk to about it. You can talk 
to Harry White about it. 

P: Uh huh. 

HM Jr: See? 

P: Do you have a reaction on it? 

HM Jr: Yeah. 

P: Favorable or unfavorable? k 

HM Jr: Well, it’s the kind of thing I don’t like, but I think we'll 


have to doit. 
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P: Yeah. Well, that’s the way I feel. 
HM Jr: See. 
P: Well, then 
HM Jr: And I think the less—if you don’t mind my saying so—I 
think—and I told it to Soong—I think the less people in it, the better. 

P: Well, that’s exactly the way I feel, and that’s why I just hadn’t 
indicated to anybody. 

JIM Jr: So—I mean, I think it’s something, unless you people want 
to get in on it, I think you’d better by-pass it and let us handle it. 

P : That would be grand with me. 

HM Jr: What? 

P: That would be grand with me. I’ve got the only copies available 
of what you want. 

HM Jr: Well, he’s going to get that. 

P: From me? 

HM Jr: Yeah. 

P: Well 

HM Jr: I mean, if you want—look, I don’t want any competition. 
You can have the whole thing, you see? Hello. 

P: Yeah. 

HM Jr: If you’d like to handle the whole matter, God bless you; 
but I think one or the other ought to handle it, but not both. 

P: Good. 

HM Jr: And if you'd like to handle it. ... 

P: No, I think you’ve got to on account of your Bureau of En- 
graving and Printing. 

HM Jr: Well, if we're going to handle it, Milo, then if you don’t 
mind, I’d like to handle it alone; because it’s too tricky—too delicate. 

P: Right. Well, now, do you know what I’ve got locked up in 

= 

HM Jr: Yeah. Yeah. 

P: Shall I get those to Harry ? 

HM Jr: No, get them—give them back to Soong. 

P: Give them back to him. 

HM Jr: Yeah. 

P: And he'll handle it with you. 

HM Jr: That’s right. 

P: That'll be grand with me. 

HM Jr: But if you have any feeling about it 

P: None whatever. Goodness, no. I 

HM Jr: All right. 

P: We've done some work on weights involved. 

HM Jr: Some what? 

Jess for the transport of the physical stuff. 

HM Jr: Yeah. 

P: If you fellows feel you can get any help from us on that, then 
you can have them get in touch with my office and Pll get them in 
touch with the right people. 

HM Jr: To do what? 

P: Well, I mean, you've got a lot of mechanical problems of ar- 
ETE with the Army to get it flown and weights involved and 

at. 

HM Jr: Oh. 
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P: Maybe you can do all that yourself. 

HM Jr: No, no. I'm only—the only question I’m talking about 
is the production; and the thing is, when Soong gets it, then I’m 
going to forget about it; and how he gets it over there, he’ll have 
to sweat now. 

P: Well, now, that’s something that I want—if you handle the 
production end, then that just begins another very long process with 
the Army on cargo planes. 

HM Jr: Well, then I'll tell —let's divide the responsibility. If we 
can get the stuf made, then we'll tell Soong, “Here it is, and you 
go up and see Mr. Perkins and he’ll find a way to get it over there.” 

P: Good. Well, that's all—and then on that front, 1 can be useful 
to him. Now, what about the money of doing it. You can arrange 
that with Soong? 

HM Jr: Well, they’ve got enough money. 

P: Did he mention that to you? 

HM Jr: No, he did not. 

P: Well, you assume that he can arrange that. 

HM Jr: Yeah. 

P: Well, then let’s split it that way. 

HM Jr: Is that fair? 

P: Sure. Sure. You bet. 

HM Jr: And if after sleeping on it, if you don’t like it, call me back. 

P: No, I think the thing 1s—I think the thing can be very effective. 
We've had two people doing a lot of work on it. 

HM Jr: Right. 

P: I think it can be very effective. 

HM Jr: Okay. 

P: Good. 

HM Jr: Thank you. 


(Book 535, pp. 184-187) 


cc—Mr. Foley: Please speak to the Secretary after reading this. 


JUNE 2, 1942. 
4:25 p.m. 
HM Jr: Hello. 
Operator: Mr. Pehle. 
John Pehle: Yes, Mr. Secretary. 
HM Jr: Pehle—— 
P: Yes, sir. 
HM Jr: Look, I’m very much disappointed that you didn’t come 
through with what I asked for on Sunday. 
P: Well, can I explain to you what happened? y 
HM Jr: No, I don’t want any explanation. You’ve got the in- 
formation, and I want what you've got. 
P: Well, we discussed it Monday morning in Mr. Foley’s office. 
HM Jr: Well, Foley hasn’t told me anything about it. j 
P: He intended to speak to you, and I called him immediately 
again, and he said he hadn’t had a chance to talk to you about it and 
ask you for an extension of time. 
HM Jr: Well, what is the explanation ? 
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P: What? 

HM Jr: What is the explanation ? 

P: Well, the explanation is that at the present time what we have 
to report isn't very significant, but we have several things that we're 
investigating now, which we think in a week’s time we'll have some- 
thing which ought to be worthwhile; but right now the report that we 
gave you wouldn’t prove—— 
asa Jr: Well, let me have a report as to what you’ve got, please. 

ello. 

P: Yes, sir. 

HM Jr: And I want it in my hands tomorrow morning at nine 
o’clock. 

P: Yes, sir. 

HM Jr: What you have. 

P: All right. 

HM Jr: And then if you want to, give me a report later on; but this 
thing of asking, then having to follow people up two or three times— 
I haven’t got time to do that. 

P: Well, you shouldn’t have to. 

HM Jr: Well, I know I shouldn’t, but I do. Now, please let me 
have what you've got. I’ve got a very good reason for wanting it. I 
want it actually put into my—Lieutenant Stephens’ hands at nine 
o'clock tomorrow morning. 

P: Yes, sir. ; | 

HM Jr: And then if you need another week—it most likely will be 
another month. This thing has been going on for God knows how 
ng Either by this time you either have something, or you haven’t, 

ehle. 

P: Well, I wasn’t working on it, Mr. Secretary. 

HM Jr: Well, who is? , 3 q 

P: Well, Mr. Quint and Mr. Foley’s office is working on it. 

HM Jr: Who? 

P: I wasn’t. A 

HM Jr: Oh, yowre not working on it. 

P: I wasn’t working on it until you called me. I had never seen 
the memorandum that was sent before. 

HM Jr: Well, who is doing it? 

P: What? 

HM Jr: Who is doing it? z j RAD 

P: It was being worked on, principally, in the Legal Division, but 
we had some people working on another phase of the thing that had 
nothing to do with the report for you. | 

HM Jr: Well, I thought this was Foreign Funds. ‘ 

P: Well, it is Foreign Funds, but it was being worked on in the 
Legal Division. 

HM Jr: Well, I—what’s the difference between 

P: Well, there isn’t any difference, but T'I see that the report 

HM Jr: But I mean, when a thing is Foreign Funds, why does the 
Legal Division work on it instead of you? I don’t understand it. 

P: Well, they have lawyers working on these matters, too. Now, 
some of these matters 

HM Jr: Well, I couldn’t get Foley so I called you. I tried to get 
Foley and he was out of town. 
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P: That’s right. And you also tried to get Bernstein. 

HM Jr: Yeah. 

P: And Bernstein and I discussed it shortly after you talked to 
me, and we immediately got to work on it. 

HM Jr: Pehle. 

P: Yes, sir. 

HM Jr: In the future, when I ask you to do something, see, come 
through with it. Give me what I ask, and then if you say, “TIl give 
you something else a week later,” do it that way ; but please don’t make 
me follow you up, will you? 

P: That’s right. 

HM Jr: Because you’re too good a man, and I’m too busy. 

P: Well, you shouldn’t have to. I assumed that Mr. Foley would 
explain to you 

HM Jr: No, he didn’t. 

F;: that we were asking for an extension of time, and he didn’t 
in time; but I’ll take care of it myself. 

HM Jr: Well, he spoke to me about another matter a little while 
ago, and he did not mention it. 

P: Well, he forgot about it; but I'l] take care of it myself, 

HM Jr: All right. 


(Book 536, pp. 361, 362) 
Treasury DEPARTMENT DIVISION or MONETARY RESEARCH 


Date: June 4, 1942 
To: Miss Chauncey 
From: Mr. White 


Please call to the Secretary’s attention today or tomorrow. 


Treasury DEPARTMENT Inrer-Orricr COMMUNICATION 


Date: June 4, 1942 

To: Secretary Morgenthau 

From: Mr. White 

Subject: Proposed British loan to China and Stabilization Board 

1. You will be interested to know with respect to the proposed 
British loan to China, that Fox has been informed by Dr. Kung that 
the British have raised so many difficulties that the Generalissimo has 
advised him to suspend negotiations. 

2. The Board needs about £4 million to meet existing sterling obli- 
gations but has sterling assets of only about £2 million. Moreover, 
Fox expects future sterling obligations to amount to about £75 thou- 
sand per week. 

3. In view of the suspension of negotiations with the British, it 
might be helpful to give assurance to the Board that we are prepared 
to see it use its dollar funds for the purchase of sterling, particularly 
since the Chinese Government is bound to reply to Dr. Soong that it 
would like to see the dollar assets of the Board used for such purposes. 
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Chungking 
Dated June 3, 1942 
Ree’d 11:34 a.m. 
NMC 
This telegram must be paraphrased before being communicated to 
anyone other than a Government agency. (BF) 


SECRETARY OF STATE, 
Washington. 

654, June 3, 2 p.m. 

For the Secretary of the Treasury from Fox. TF? 

One. After reviewing situation with respect to November 1 agree- 
ment and discussing it with Cassels alternate of Hall-Patch who is 
sick and other Board members 1 am fully convinced it must be ad- 
hered to: no other matter was more carefully examined by Board 

which even took it up with Cochran, Niemeyer and ( + ) before con- 
summation of agreement. There is only one problem, namely, the 
shortage of sterling. In this connection K. K. Kwok manager of 
Central Bank informs me that for some time Central Bank has been 
eine its sterling requirements by selling United States dollars for 
sterling. 

Two. Shortage of sterling can be met either by drawing on the 
Board’s unused United States dollar resources or by British making 
available to Board sterling from forthcoming British loan or by 
combination of both. With respect to British loan Cassels informs 
me that British are tying strings and that negotiations still in early 
stage while according to Dr. Kung British have raised so many diffi- 
culties that Generalissimo has advised him to suspend negotiations. 

Three. Detailed examination of Central Bank application reveals 
only one item Board can legitimately refuse to meet, namely, sterling 
and United States dollar expenditures on Chinese Government ac- 
count from August 21 to October 31 1941. Subtracting this item 
Board's total net obligation under November 1 agreement for the 
period up to April 30 1942 is approximately $4,214,000 and sterling 
4,341,000. To meet sterling obligation the Board has about sterling 
2,000,000 in sterling fund 1941 and a quarter of a million sterling in 
recently transferred fund 1939, 

Four. According to the Central Bank Chinese Government foreign 
exchange requirements in future can be expected to average roughly 
sterling 75,000 and United States dollars 60,000 per week or the equiva- 
lent of United States dollars one and one half million per month. 
Against this Board is due to receive some sterling from conversion 
of Indian rupees brought in by refugees and can count on mainte- 
nance of remittances from Western Hemisphere. Thusall in all Board 
their liability under November 1 agreement for period from May 1 
to the end of 1942 should not exceed the equivalent of United States 
dollars 12 million of which probably (7). 

Five. Unless something can be done in Washington to induce 
British to make more sterling available to Board, I recommend that 
sterling deficiency of over 2 million for period up to April 30 1942 


1 Omissions, 
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and such sterling requirements of Chinese Government as accrue 
during remainder of 1942 be met from Board’s United States dollar 
resources if necessary. Should appreciate your approval before Board 
formally discuss question. Naturally shall try to arrive at settle- 
ment of sterling problem which will require minimum of United 
States dollars. 


CSB 


Gauss. 


(Book 539, pp. 86-91) 


Cable referred to is dated 6/8 and is attached to Dr. White’s memo 
of 6/16 “Proposed British Loan to China and Stabilization Board.” 


June 15, 1942. 
Memorandum for the Secretary’s files i 


CONFERENCE IN Mr. Wuirtr’s Orrice June 15, 1942, 12:30 P.M. 


Present: 
Mr. White 
Dr. Kan Lee 
Mr. Friedman 
Dr. Lee called to leave with Mr. White copy of cable from Dr. 
Kung to Dr. Soong dealing with proposed British loan to China and 
Stabilization Board. 
Mr. White told Dr. Lee that the contents of the cable answered the 
query which had been raised with Dr. Soong and that we would give 
the matter further study. 


ISF/efs 
6/17/42 


TREASURY DEPARTMENT DIVISION or MONETARY RESEARCH 


Date: June 17, 1942 
To: Miss Chauncey 
From: Mr. White 


Please call this to the Secretary’s attention. 
Treasury DEPARTMENT ÍNTER-OFFICE COMMUNICATION 


Date: June 15, 1942 
To: Secretary Morgenthau 
From: Mr. White 
Subject: Proposed British loan to China and Stabilization Board 
1. Dr. Kan Lee called on me this morning to deliver a cable received 
by Dr. Soong from Dr. Kung, dated June 8, dealing with the pro- 
posed British loan to China and the sterling position of the Stabili- 
zation Board of China. = l 
2. With regard to the proposed British loan to China, the cable 
says that the British authorities have made a new proposal represent- 
ing an improvement over the rejected agreement. The British au- 


thorities claim that this new proposal has already been approved by 


the United States. 
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3. With reference to the Stabilization Board and its sterling posi- 
tion, Dr. Kung indicates in the cable that the American portion of 
the Stabilization Fund may be used to purchase sterling after the 
British share has been used. The cable makes the point that the 
British authorities have paid over only £3,250,000 of the British share 
of the Stabilization Fund, which is £5,000,000, and that the balance 
should be paid over in full. 

4. We, of course, had no intention of permitting the dollar funds of 
the Stabilization Board to be used for the purchase of sterling prior 
to the exhaustion of the sterling funds of the Board. However, even 
after the British have transferred to the Board the remainder of their 
share of the fund, the Board will still have a sterling deficit of about 
£2 million. To prevent any ambiguity regarding this matter, we are 
informing Mr. Fox that the Treasury assumes that the dollar funds 
of the Board will not be used for the purchase of sterling until its 
sterling assets have been exhausted. 


(Telegram from Dr. H. H. Kung, Chungking, dated June 8, 1942) 
(Translation) 


I have received your telegram of June 2nd. f 

According to telegraphic advice from Ambassador Wellington Koo 
and others, the contents of the British Loan Agreement proposal are 
essentially the same as what Sir Frederick Phillips told Secretary 
Morgenthau as indicated in your telegram. r 

Use of the Loan fund was limited to outlays incurred at the time of 
the war, and the Loan would automatically be suspended at the end 
of the war. With the exception of £10,000,000 to be used as a founda- 
tion fund for the issuance of bonds, the Loan Fund was to be used 
only for the purchase of commodities in the sterling area. As present 
regulations require that purchases of commodities in the sterling area 
can only be made with the previous approval of the British authori- 
ties in charge of currency control, refusal of the British authorities to 
grant permission for making purchases would be sufficient to prevent 
the Loan Fund from being utilized. Such conditions were ap- 
parently unacceptable, and Ambassador Wellington Koo was 
promptly informed to that effect. We insisted that the British Loan 
Agreement should follow the general lines of the Sino-American Loan 
Agreement. ] 

The British authorities have just made a new proposal, now still 
under discussion, which represents an improvement over the old pro- 
posal. The British authorities indicate that the new proposal has 
already been approved of by the Americans. 

The Stabilization Fund and the Loan are fundamentally two differ- 
ent issues. Whether the British authorities should or should not 
transfer funds to the Stabilization Fund is a question of contract 
obligation. It is apparent that no transfer should be made from the 
American Loan Fund. It is reported that some £5,000,000 of the 
British portion of the Stabilization Fund have been made use of. The 
£2,800,000 stated by Sir Phillips as the amount still available includes 
the remainder of the first Stabilization Fund, in the sum of some 
£400,000. As the Agreement specifies that Great Britain’s share is 
£5,000,000, the actual amount transferred has been less than one-half 
of the sum originally agreed upon. 
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(Telegram from Dr. H. H. Kung, Chungking, dated June 9, 1942) 
(Translation) 


The following is in continuation of my telegram to you of June 8th. 

The British share of the Stabilization Fund is £5,000,000. Down 
to the present moment, the British authorities have paid over only 
£3,250,000. According to the terms of the Agreement, the balance 
should be paid over in full. 

As to the pound sterling already sold from funds provided by the 
Central Bank, transfer may be made from the American portion of the 
Stabilization Fund after purchases are effected of sterling. As the 
Stabilization Fund and the Loan Fund are two separate issues, it 


seems that the transfer cannot be conveniently made out of the Loan 
Fund. 


qe (Book 541, p. 187) 


Plain 
Chungking 
Dated June 21, 1942 
Ree’d 9:51 a.m. 
SECRETARY OF STATE, 
Washington. 
Priority 
728, Twenty-first. 
To Secretary Treasury from Adler for attention Dr. White. 
Deeply regret to inform you that Manuel Fox quietly passed away 
this morning while sleeping. Please inform Mrs. Fox and convey to 
her sympathies of associates in Stabilization Board and Embassy. 


Gauss. 
HPD 


(Book 555, pp. 79-81) 
Treasury DEPARTMENT DIVISION or MONETARY RESEARCH 


Date: July 29, 1942 
To: Secretary Morgenthau 
From: Mr. White 


You may be interested to note that according to the enclosed tele- 
gram from American Embassy at Chungking, it is rumored in Chung- 
king that the Chinese Government has ordered its commanders in East- 
ern China not to offer determined resistance to the Japanese forces. 
Moreover, one known case of this is cited. 


(Copy) 
Confidential 


(Paraphrase) 


A telegram of July 23, 1942 from the American Embassy at Chung- 
king reads substantially as follows: 

With regard to the Chekiang area, Japanese forces evacuated Wen- 
chow a short time after occupying that city on July 11 and on July 17 
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the city was reoccupied by Chinese forces. Ilowever, on July 18 Wen- 
chow was retaken by Japanese troops from naval vessels and they held 
it. On July 17 the Chinese retook Juian (south of Wenchow) and 
claim that they are still holding it. 

With regard to Kiangsi Province, the Japanese have withdrawn 
from a number of places, showing that it is not their intention to hold 
the Chekiang-Kiangsi railway. Hengfeng and Yi ( garble) on the 
railway have been reoccupied by the Chinese who anticipate that the 
Japanese will withdraw from Shangjao and perhaps from Chuchow. 
The Chinese point out that the Japanese are engaged in extorting 
money and systematically plundering towns, evidently as a prelimi- 
nary to evacuation. However, the Chinese say that even in case they 
could reoccupy the strategic airfields in Kiangsi and Chekiang Prov- 
inces, the Japanese could without great difficulty prevent reconstruc- 
tion of the airfields. 

In southern Honan Province near Sinyang, in Suiyuan Province 
south of Pactou, and in southern Shansi Province apparently insignifi- 
cant clashes have taken place on a small scale between Japanese and 
Chinese troops. Successes in these operations are claimed by the 
Chinese. 

According to information received from an American naval observer 
who returned a short time ago from Chekiang Province, although the 
Chinese commander at Lishui had well-equipped forces and was anx- 
ious to fight, he was obliged for political reasons to retire without put- 
ting up a fight, under orders from Chungking. No report had been 
received by the Embassy of unconfirmed reports to the effect that the 
Chinese commanders in Chekiang were advised from Chungking not 
to offer determined resistance to the Japanese forces. 

No economic or political developments of note have occurred re- 
cently. The financial situation was not appreciably affected by lower- 
ing of the United States dollar Chinese fapi rate to five cents. ‘The sale 
of United States dollar certificates and bonds continues in insignificant 
amounts. The Embassy is disposed to question the statement con- 
tained in the message to the Treasury (transmitted in the Embassy’s 
telegram of July 15) to the effect that no appreciable difference would 
have resulted from improvements in methods and terms of issue. It 
still is the opinion of the Embassy that even at this late date encour- 
aging effects upon sales would result from trust fund arrangement and 
trustworthy assurance of free use of dollar credit upon redemption. 

When announcing the arrival of Mr. Currie in Chungking, the 
Chinese Government spokesman said that without doubt Mr. Currie’s 
second visit will be even more fruitful than was his first visit. In 
response to an inquiry whether more planes were needed in addition to 
the planes of the present United States Army Air Force, the spokes- 
man said, “Of course—more”. In response to a question the spokes- 
man said also that the list of other needed material is very lengthy. 

There is nothing in the present situation in general, so far as the 
Embassy sees, which would cause the Embassy to change its belief that 
the Chinese will in their own way continue to weather the storm and 
maintain their policy of resistance to the Japanese. 


Copy: 1c: 7/28/42 
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(Book 562, p. 304) 
b (Copy) 

To: Mr. Bernstein 8/24/42 

This is the letter from Dr. Kung to which the Secretary has asked 
me to prepare a reply. I wonder if you and Harry White could help, 
especially in suggesting a reply to the second paragraph. 

(initialed) F. K. 
(The above memo bears the typed name “Mr. Kuhn.”) 


(Book 562, pp. 306, 307) 


Ministry Or FINANCE, 
Chungking, August 6, 1942. 
Personal 
Mr. Henry MorcENTHAU, Jr., 
Secretary of Treasury, 
Washington, D.C., USA. 


Dear Mr. Srcrerary: We are very happy that Dr. Currie was abie 
to visit us again. During his sojourn here, I have had opportunities 
to discuss with him comprehensively the various phases of China’s 
present financial and economic conditions. I trust he will, after his 
arrival in the States, have a full exchange of views with you on his 
observations. 

We are constantly conscious of what you have done for China and 
are ever grateful for your sympathetic assistance. I shall be most 
pleased for any advice or suggestions which you think will further 
strengthen our financial collaboration against the common enemy. 

The heat in Chungking reminds me of the humid summer weather in 
Washington. It is my hope that your health, which has weathered 
your many responsibilities, will also enable you to stand well the heat. 

Availing myself of Dr. Currie’s kindness, I am asking him to 
present to you, with my compliments, two tins of Chinese tea which 
will help quenching your thirst in this weather. 

With best wishes, 

Yours sincerely, 
(Signed) H. H. Kung, 
(Typed) H. H. Kune. 


(Copy) 
(Book 562, p. 305) 


Drar Dr. Kune: Dr. Currie has kindly delivered to me your letter 
of August 6. It was indeed pleasant to hear from you and I trust that 
this letter will find you in the best of health. Thank you very much 
for the excellent tea you have sent me and I am sure that it will be 
most refreshing during these hot days in Washington. , 

May I express my deep pleasure in the confidence you have shown in 
my Department by welcoming its advice and suggestions. It is an- 
other demonstration of the spirit of mutual trust and goodwill which 
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has distinguished the relations between your Ministry and my Depart- 
ment and the depth of the understanding and comradeship which link 


our two countries. 

I have not as yet had the opportunity to review with Dr. Currie the 
various matters which he discussed with you but hope to be able to do 
so very soon. 

Sincerely yours, 


Dr. H. H. Kune, 
Minister of Finance, 
Chungking, China. 
ISF /efs 

8/25/42 


Secretary of the Treasury. 


(Book 570, pp. 86-88) 


SEPTEMBER 17, 1942. 
3:54 p.m. 
HM Jr: Hello. 
Operator: Mr. Currie. 
HM Jr: All right. 
Operator: Go ahead. 
HM Jr: Hello. 
Lauchlin Currie: Hello. 
HM Jr: Lauch 
C: Yes. , 
HM Jr: We've missed each other a couple of times. on 
C: Yes. I just wanted to—it just occurred to me, I was writing 
up some letters for the President, thanking—to be taken_back by 
Owen Lattimore, who’s leaving the first of the week for China. 
HM Jr: Oh, yes. » 
C: And it occurred to me that you might want to send some 
acknowledgment back to Dr. Kung—— 
HM Jr: Ah ; r 
C: for the tea which you are illegally holding now, I believe. 
HM Jr: Oh, well, we have already thanked him. 
C: Oh, you have. 
RA T HR 
: well, fine. 
HM Jr: Mts. Morgenthau wrote a letter to Dr. Kung—to Mrs. 
Kung or Dr. Kung. 
C: Oh, yeah. ae, 
HM Jr: Do you think I should send one of greetings: E 
C: No, not particularly. It’s just—I didn’t know you had, and—— 
HM Jr: No, we thanked him p E 
C: I thought this was an opportunity. See, Lattimore 0 
be going right through, and he’ll get through in about two weeks, 
should say, or a week after he leaves here. 
HM Jr: No, we thanked the—the next day. 
C: Oh, you're much better than Lam. 
HM Jr: No. Well, I’m not but my wife is. 


EA 
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C: That’s all. About the—the new chairman of the Joint Pro- 
duction Committee to get his subcommittee to give him a full report. 
on this aircraft deal—for you. 

HM Jr: Good. Who is the new chairman? 

C: Knowlson. 

HM Jr: Knowlson. 

C: Stewart-Warner, you know. 

HM Jr: Oh, yeah. What do you know about Guy Holcombe? 
Isaw him written up today by Pearson. 

C: I don’t know. Just that story that Nelson had him fired—from 
Justice. He talked to the press apparently. 

HM Jr: What’s that? 

C: He talked to the press. 

HM Jr: Uh—yeah. 

C: Yeah. 

HM Jr: Well—— 

C: And a 

HM Jr: ——okay. 

C: that’s the main crime. 

HM Jr: Well, it seems to be all with Nelson’s office. 

C: That's right. 

HM Jr: Yeah. 

C: Okay. 

HM Jr: Thank you. 

C: Good-bye. 


(Book 576, p. 227) 
To: Dr. H. H. Kung, 


Minister of Finance, 
Chungking, China. 
From: Henry Morgenthau, Jr., Secretary of the Treasury. 

Dr. Wiliam H. Taylor has returned to the United States from Hong 
Kong and has resigned his position as alternate American member of 
the Stabilization Board as of September 30, 1942. In view of these 
facts, I would like to recommend that Mr. Solomon Adler, who is at 
present acting alternate American member of the Stabilization Board, 
be appointed alternate American member of the Stabilization Board at 
the same salary which the previous alternate was paid. Until an 
American member is appointed, Mr. Adler could function as the acting 
American member of the Stabilization Board. 


(Handwritten: “HDW BB OK. HM jr.” 


(Book 577, pp. 75-76) 


(Paraphrase of telegram received) 


From: American Embassy, Chungking, China, via Karachi 
Date: October 8, 1942, 9 a.m. 
No. 1147 
This is a message from Mr. Adler for the Secretary of the Treasury, 
and is numbered TF-68. 
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I spoke informally with Dr. Kung concerning the current economic 
situation, Sino-American financial relations and the work of the Sta- 
bilization Board. 

1. Concerning the work of the Board Dr. Kung said that he hoped 
that the most lenient policy possible in granting exchange for com- 
mercial imports would be adopted. 

I said that we do this and pointed out that only very small amounts 
were involved since the only routes were from India via Tibet and were 
by air. He suggested that the Board might possibly grant exchange 
for imports of a commercial nature from Russia, and pointed out that 
Russia is willing to accept payment in United States dollars for its 
exports to China. I said that I was sure that the Board would be will- 
ing to look into this possibility since it was very anxious to help im- 
ports into China. It would, therefore, be appreciated if you would 
let me know before the Board considers the question formally if the 
granting by the Board of United States dollar exchange for imports 
from Russia which are of a commercial nature has your approval. 

2. As far as the present economic situation is concerned, Dr. Kung 
agreed that the main problem in China today is not political or mili- 
tary but economic. 

(a) It was his feeling that a drastic curtailment of the budget was 
necessary. (Yesterday I was informed by the head of the Political 
Department of the Executive Yuan, Dr. T. F. Tsiang, that in the draft 
1943 budget the Executive Yuan was working on at present, expendi- 
tures cuts to the extent of six per cent to eight per cent could and 
should be included.) nae 

(b) He inclined to the opinion that in China it would not be prac- 
tical to have a universal price ceiling scheme. l 

(e) For the purpose of mopping up fapi held by the public he was 
considering establishing a free gold market and reducing maturity 
periods of the various Government of China security issues backed by 
United States dollars. : j 

3. With reference to Sino-American financial relations, Dr. Kung 
indicated that he would take no action in line with paragraph 2(c) 
above until in accordance with his promise to consult you on the uses 
of the American loan to China, he had officially consulted you, which 
he intends to do before long. ae E 

Dr. Kung told me that the amount of gold he is thinking of using 
for sale in China is about U.S. $20,000,000 since the Treasury had just 
been repaid in settlement of the stabilization arrangement of 1937. 
In the event that he obtains your consent he plans to purchase, pre- 
sumably with funds under the American loan of 1942, gold from the 
Treasury. 

Then ‘re mentioned the question referred to in your 834, dated Sep- 
tember 14, Part II (B) and said he would soon consult you officially 
before taking any action on the matter. ; : 

(b) The last point Dr. Kung raised was concerning the hardships 
experienced by foreigners resulting from price rises. He seemed 
greatly concerned about the lot of the United States Army and was 
anxious to alleviate it. A special exchange rate for the United States 
currency seemed to be the only special rate he was considering, of 
which at present the American Armed Forces in China are in receipt. 


GAUSS. 
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